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PREFACE
A-NY study of retail trading offered to the public at the

present time must necessarily partake of the nature of
an interim report. The serious accumulation of statistical
data by the Economics and Statistics Section of the Bank of
England in co-operation with the Incorporated Association
of Retail Distributors is just commencing, the Co-operative
Wholesale Society is about to produce a report which may
be in print by the time this book is published, and it is even
rossible that the reluctance of the Government to spend a
ittle money on a census of distribution will be overcome in
the immediate future. It would therefore be impertinent to
attempt to forestall those more intimately concerned and
more adequately informed with a study of the internal
organization of retailing. It would also be superfluous to
superimpose a further purely descriptive study upon Mr.
Dobbs’s Distribution of Consumabdle Goods (incorporating
material prepared by the pioneer in the investigation of
retailing, the late Mrs. Braithwaite) and Mr. Neal’s Rezailing
and the Public.

There is, however, perhaps still room for a work which,
like the present essay, applies the tools of economic analysis
to the problems of retail distribution in an attempt to detect,
examine, and evaluate the forces which are at work. Room
too, perhaps, for a critical analysis which is free to incorpor-
ate the sort of statistical investigation which official and semi-
official bodies are (quite rightly) reluctant to undertake. In
the hope that it may help to set the contemporary develop-
ment of retailing, considered as a whole, in its place in the
current stream of economic development, therefore, this
work is presented.

I am indebted to the Editor of the Economist for permission
to include that portion of Chapter III which originally
appeared as an article in his pages. My gratitude is also due
to Mr, Colin Clark for information and advice; to the
Incorporated Association of Retail Distributors, to the Co-
operative Wholesale Society (and especially to Mr. Darling),
and to the International Association of Department Stores,
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for access to information in their possession. I have also
received considerable assistance from a large number of
friends engaged in various branches of retail trade and from
a number ofg academic friends who have discussed with me
various sections of the book. My sense of obligation causes
me to hasten to accept undivided personal responsibility for
any opinion advanced in its course.

H.S.

UNIVERSITY OF LIVERPOOL,

June 1937.
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I
THE PURE ECONOMICS OF RETAILING

I

MONG those prejudices, inhibitions, and predilections
which compose the English tradition a prominent
place is occupied by the conviction that there is an essential
clement of unworthiness about retail trade, 2 blend of the
sinister and the ridiculous: ‘The wicked grocer groces’, we
are told, with the tacit implication that the inevitable guilti-
ness of grocing may be, and will be, taken for granted. From
Queen Elizabeth and the seven tailors, through the Knight
of the Burning Pestle, down to the spiritless iniquities of
Mr. Caudle and the manumission of Mr. Polly, the attitude
has remained unchanged. The result has been that while
most people, economists included, have been agreed that
there are important problems arising out of retail trade,
until very recently economists have preferred to concern
themselves with subjects of which the titles carried a more
dignified and scholarly connotation.

The perennial subject of dispute connected with retail trade
is the relation between wholesale and retail prices: intimately
connected with this are the costs of the retailing system and
the number, increase, or decrease of retail traders, with which
matters questions of conditions of employment and standards
of remuneration are inseparably bound up. In order for
these to become the subject of profitable discussion it is neces-
sary that the quantities concerned, in the form of reliable
statistical estimates, and of accurate and detailed descriptions
of the whole complex structure of retail trade, should be
available. These, however, are not enough, essential though
they may be, for their interpretation depends upon the
application of economic theory: recent descriptive work
which has been published on the subject has provided a
mass of admirably digested data and has suggested a very
wide range of possible causes for the movements which it
describes, but leaves the question of which of these causes have
been dominant, or even predominating, completely open.

Q437 B



2 THE PURE ECONOMICS OF RETAILING

This chapter, therefore, will be devoted to a theoretical
analysis of the factors operative in determining the level of
retail prices. Or, more precisely, as a little more than one
half of the total nationaf income is expended with retailers
of one type or another, to an analysis of the factors deter-
mining retail margins. Quite clearly the normal operation
of the pricing process will determine the cost of production
of the goods which ultimately pass through the hands of the
retailer: we may assume for our present purposes that the
same proviso may be made concerning the process of whole-
sale distribution, including therein transport up to the door
of the retailer. Therefore it seems desirable to isolate the
process of retailing in order to examine the various services
of which it is composed, and to investigate the causes at
work in determining the reward (the margin between whole-
sale and retail prices) which the retailer receives for per-
forming them. It is true, as will become apparent when
outlining the actual structure of retail trade, that there exists
no sharp division of function between different firms, corre-
sponding to this artificial separation. Many firms, of which
the principal activity is retailing proper, engage in manu-
facturing: it is probable that an even larger proportion,
especially of the larger ones, embark upon operations which
normally fall within the province of the wholesaler. More-
over, many manufacturers own and operate retail shops
which are wholly or principally employed in distributing
their own products. It appears reasonable, however, to
assume that a clearer view of the factors contributing to the
determination of retail margins may be obtained by isolating
and defining those services which may be regarded as
essential to retailing, rather than by examining an empirical
catalogue of all those activities which may be carried on by
firms through whose hands goods finally pass into those of
the consumer.

The first question to consider, consequently, is ‘What are
those functions by virtue of the performance of which a
retailer is a retailer?” The obvious, if somewhat unhelpful,
answer is, ‘Bridging the gap between producer and consumer:
on the one hand bringing to the consumer at the place and
in the quantities most convenient to him the goods which he
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desires, on the other informing the producer of the require-
ments of the consumer.” But this obvious reply yields to
analysis some interesting considerations which are well worth
following up: let us first examine the distribution in space
of consumers’ goods which the retailer undertakes. An
obvious corollary of the development of the factory system, *
and the further development of centralized mass production,
has been the tendency formarkets to cover larger and larger
geographical areas relative to the productive centres which
serve them. This has not only been the effect of increased
technical efficiency: as Adam Smith had already perceived
by 1776, one of the factors determining the degree of
specialization which any stage of technical development
renders economically possible is the size of the market avail-
able. This depends partly upon the efficiency of transport,
Eartly upon the political conditions of the area (which may

e intra- or extra-national in extent) under consideration,
and in part depends upon the efhicient organization of
distribution.

Now the part which the retailer plays in determining the
efficiency okP the system of distribution, from the point of
view of delimiting the optimum market for a centre of pro-
duction, depends upon the accuracy with which he represents
the vagaries of local demand. When he has performed that
duty he has, from this particular point of view, fulfilled his
function. Upon the combined efficiency of the wholesaler
and the transport system depends the extent to which it is
possible to fulfil from any particular source the demands thus
transmitted, at a cost which the consumer is prepared, after
the addition of the retail margin, to pay. It is for them to
determine, by the prices which they quote, which centre of
production will be called upon by the retailer. In some cases,
when the goods concerned are neither perishable, nor of
great weight in proportion to their value, and when the
quality or range of qualities demanded differs little from
place to place, it will be the most technically efficient scale
of production which will determine the size of the market
served by any one producer. But in many cases, where the
goods falling within a certain class are not uniform, but vary
in the type demanded from district to district, it is the



4 'THE PURE ECONOMICS OF RETAILING

information derived from the retailer which determines the
location of production. Even when the productive economies
of centralization have overcome the gain in transportation
costs to be derived from producing each of the species within a
genus near to the area where that species is consumed, it s still
the information derived from the retailer which determines
the relative L]uantities of each type to be manufactured.
As an example of this process one may quote the case of
that familiar tool the hedge-slasher. Each districtin England,
and each of the more opinionated counties, has a pattern
of its own, adapted to the type and rankness of the local
vegetation, the presence or absence of supporting stone
walls; conditioned in part no doubt by the peculiarities of
local manufacturers who supplied them in the past. For
some time now this manufacture has been almost completely
concentrated in the hands of one or two big Sheffield firms,
whose catalogues depict and price all types, but, as botanical
and geological boundaries do not march of necessity with
the limits of administrative areas, it i3 upon the information
transmitted by the retailer that the relative proportions of
output are fixed.

The provision of information of this character, however,
important as it is in determining the general efficiency of
the economic machinery, is not one of the services which
the retailer renders directly to his customer and for which
he receives payment: it is indeed a service to them, in so far
as it tends to lower the final price of goods in general, but
it is not a service which any one retailer renders to any one
group of customers. The combined efficiency of all unites
to determine the wholesale price-level, which, despite the
fact that it is in part a resultant of their actions, presents
itself to each of them as an objective fact.

II

As far as the distribution of goods in space is concerned,
then, the function for which the retailer is paid is that of,
supplying a given set of consumers with products which th ,:"
require at places convenient to zhem, rather than facilitating'
the distribution of goods in general. The ‘place convenient
to them’ depends on many factors: it may be convenient to
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them for goods to be delivered to their door from a shop
some distance away, or for the shop to come close to them,
as in the familiar street-corner shop of the older industrial
districts, or for the ‘shop’ itself to come right on to the door-
step, as with the pedlar or the modern motor-van housing
a butcher’s or draper’s shop. It must be remembered, how-
ever, that the employment of the term ‘convenient’ in
economic reasoning necessarily involves the idea of price:
the question whether people would prefer things they
rc?uirc to be near to or far from them obviously permits of
only one answer if put without qualification (ignoring for a
moment the possibifity, which will be considered later under
another heading, that the customer might prefer to see fuller
stocks and make a choice on the basis of information thus
received: we are here assuming that the customer is per-
fectly aware of what she wants, and thus, by definition, of
the alternatives). Now it is quite clear that the cost to the
retailer, and thus, under competitive conditions, the retail
margin to be paid by the consumer, will tend to be wider
in the case of the retailer providing any of the three con-
veniences of location instanced above than in the case of a
retailer doing a ‘cash and carry’ trade in the thickly populated |
area. In the first case, the cost of operating a delivery van
has to be met: in the second, economy in rates and rent will
tend to be heavily counterweighted by a relatively slow rate
of stock-turn: in the third, against similar economies and a
possibly more rapid turnover, there must be reckoned heavy
transport costs. It is therefore quite conceivable that the
consumer will prefer to receive less of the convenience of
having goods brought to, or near to, her door, if by its
sacrifice she can obtain her requirements at a lower price.
In most cases this alternative is available: she can patronize
the open-air market after the manner of the French (or the
Cambridge) housewife, or join the crowd round the counter
at a busy multiple store in the centre of the town. Generally
speaking, the farther she has to go the lower she will find
prices, because the prices at the very centre of the town in
shops on sites convenient for the disembarking suburban
traveller will tend for that reason to be relatively high. The
extreme case is probably that of the American group of
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multiple shops which choose for their location the first floor
of a street of secondary importance in each town where they
operate. On the basis of the low rates and rental charges
incurred, combined with the absence of delivery costs, they
can provide for a clientele which does not object to stairs
1and unfashionable surroundings if prices are satisfactorily
ow.

These, then, are the economies of location which the
retailer provides: they may be greater or lesser but they must
necessarily exist, as by definition a retailer is a person who
brings stocks of goods within the reach of somebody. The
total costs of this process depend, clearly, upon the previous
economies of location which the wholesaler renders to the
retailer with the aid of the transport system, and from the
point of view of this particular service it is very difficult to
determine where the function of the one commences and
that of the other ends, although a line of demarcation will
suggest itself inevitably when we come to consider other
retailing services. The most fruitful points to consider in
this connexion are that most of the costs which accompany
the provision of these services by the retailer, with the
exception of transport facilities which he either organizes
for himself or hires, resolve themselves into costs relating
to changes in the rate of turnover—in other words, not into
costs cfg actually delivering goods to a place, but into costs
connected with the operation of a shop in a given district.
Thus the retsiling cost of providing a remote mountain
village with groceries ‘on the spot’, for emrtnaille, is almost
completely determined by the fact that the takings will be
small and the rate of turnover slow, although, as we shall
see, other factors enter into the retasl price paid under such
conditions. The retailer placed in such circumstances will
of course pay a higher price for the goods delivered at his
door, because of high transport charges and because he will
be unable to purchase in sufficient quantities to obtain the
various rebates which wholesalers normallg allow to the
purchaser of specified minimum quantities. But, apart from
any direct delivery services he may provide for his customers,
the way in which his location affects his costs per unit of
goods sold will be largely determined by his rate of turnover.
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Two other localized factors contribute to determine his
total costs, the ratio of which to his rate of turnover deter-
mines the unit cost of retailing goods in any given situation.
The first of these is the rate of wages which it is necessary
for him to offer in order to obtain suitable labour or, in the
case of the ‘one-man’ shop, the income which will tempt
individuals into the line of business concerned. This will
tend to be determined by the wages which alternative local
occupations can offer: the resulting wage-level, or more
precisely, complex of interrelated wage-levels, is indeed the
resultant of a// the local demands for labour, including that
of the shopkeeper, but in general the last named appears to
be a passive rather than active factor in the labour market.
This results from the fact that the net output of labour in
‘productive’ industry, owing to technical progress and the
growth of capital, has been increasing steadily for several
generations, and inevitably has increased more rapidly than
the ‘output’ or sales per head of the distributive worker who
can less easily invoke the aid of machinery. Thus, except
in times of depression, industrial wage-rates usually set the
pace. Conscquent?, the more efficiently the industry of a
country is operated, the higher wage-rates tend to rule in
the ‘service’ industries like retailing, and the dearer, rela-
tively to other things, such services become. The resulting
wider retail margins offer innumerable stumbling-blocks
to the statistician engaged in making international com-
parisons of real wages or of the cost of living.

Within any one country—to a somewhat lesser degree it
is true but still quite perceptibly—similar factors enter into
the problem. If the retailer elects to operate in London he
must pay his staff a higher wage than he need pay in
Liverpool, for example, because of the relatively numerous
and relatively remunerative alternative opportunities of em-
gloyment open in London. Should he open a shop in a

actory village, or a village where a colony of the ‘retired’
offer opportunities for domestic service, he will find female
labour more expensive than in a mining village, which pro-
vides no other female employment. And, at the risk of
unnecessarily multiplying examples, it is worthy of note that
in industrial Lancashire, in many parts of which even the
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‘errand boy’ was previously almost unknown, post-war
juvenile unemployment has very considerably altered the
organization of retail trade.

Rent, the second of these two factors, bears an obvious
relationship to the question of where a shop is to be located,
or, from the angle from which we are now considering the
matter, to the total cost of retail distribution from a certain
site. This will depend upon the value which other potential
users of the site in question place upon its yield for their
own particular purposes. In a remote mountain village, to
return to our first instance, the rent which the retailer must

ay for his site will differ greatly should the valley it occupies
Ee a stretch of tenth-rate grazing under a quarry in Wales,
or an intensely fertile strip of alluvial soil, restricted in area
by precipitous cliffs, such as one encounters in Catalonia.
In the latter case the land upon which he proposes to build
will have a high yield, for relinquishing which the owner
must be compensated: in the former, the sum necessary to
exceed the present income arising from the plot and to
secure its transference need only be very smalﬁ (It must,
however, be noted that this applies only 2o the land; once the
shop has been built, the rent, or more strictly, quasi-rent,
which it will command, depends on what a shop in such a
situation will yield in the form of net return over its necess
costs of operation, including ‘normal profits’. As the Wels
quarrymen are likely to have more to spend than the Catalan
peasants, it is conceivable that the relative rents of skop
premises in the two positions might well be reversed. Other
factors, however, besides those which spring to mind as a
result of this confusion, come in to complicate the question,
which finally depends for solution upon all the forces deter-
mining the costs, the price policy, and consequently the profits
of the retailer concerned. It must therefore be reserved.)

There is one important respect, however, in which the
question of rent differs from that of wages. The urban
retailer is 2 much more active force in determining land
values than he is in determining wages. Given access to
road, rail, or canal, the question of what part of a town shall
be occupied by a factory is of little importance, and hence
there will not tend to be very keen competition between
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factory-owners for centralized sites. On the other hand, it
is of the utmost importance for the retailer to be in the right
place. The great department store must occupy a central
position, in order to be able to draw custom from all quarters,
the tobacco kiosk demands a site near a station or factory
gate, the specialized shop of high class needs an address in
the local equivalent of Savile Row or Bond Street. Even the
suburban grocer will be in competition with the local con-
fectioner or publican for the corner at the centre of the
housing estate opposite the tram stop. This is of course
intimately connected with the ‘economies of location’ which
the retailer provides: the nearer he can get to his customers
the more convenient for them and the greater the extent to
which he will be patronized.

In so far as the demand of retailers for key positions is a
principal factor in determining land values in the centre of
cities, it is the extent to which consumers desire and are
willing to pay for easy access to one type of shop rather than
another in a certain place which determines which shop will
go there, while the net yield over all the necessary costs of
operating that type of shop upon the site determines the
rental which it will command. Or, such will be the case if
the pricing process works smoothly and without friction: in
fact, owing to the long periods over which most rental con-
tracts extend, and to the rapidity with which the relative
attractiveness of different shopping centres and the relative
profitability of different types of retailing wax and wane,
such precision of adjustment is seldom obtained. But it is
of importance to note, in view of the complaints frequently
made by urban shopkeepers of the crushing burden of rental
and proportionate rating charges, that their own lack of
foresight, individually and collectively, is to blame.

To summarize, the costs of doing business in any given
place depend upon the relative rapidity of turnover which the
volume of local custom will permit, upon local wage rates,
and upon rent, the latter factor being intimately connected
with' tie profitability of the shop, which in turn depends on
the two former variables combined with the price which local
conditions allow the retailer to place upon his services. This

last is a subject for future analysis: meanwhile, it is desirable
437 c
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to glance fora momentat the costs which the retailer will incur
in providing the other type of economy of location men-
tioned at the commencement of this section—the delive
of goods from his shop to the customer’s home. This
question can be dismissed in a very few words at the present
stage in our inquiry: unlike wages and rent, which are more
or less predetermined for the individual retailer selecting his
location, and the rate of turnover which is the joint resultant
of location, price policy, and the other amenities, including
delivery, by means of which he can attract and retain custom,
the amount of delivery costs which he need incur in an
location depends wholly upon himself. Therefore he will
provide just as much and no more than will provide him
with a maximum net return. As this again depends on the
conditions determining the prices his goods will fetch, it
must also be reserved for final consideration until after that
question has been dealt with.

III

Having thus, provisionally, disposed of the factors deter-
mining the cost of producing those economies of location
which the retailer provides, we are free to turn to the next
of the services which he performs for the public, that of
providing goods of the right kind in the nght guantities.
Now the ‘right quantities’ are the quantities which his
customers will demand at the price he charges. Within the
limits of the class of business he has entered, he must never
be ‘out of stock’ of anything for which he may reasonably
expect to be asked, and he must not (partly because of the
crippling costs of ‘dead stock” and partly because his
customers will want their goods fresh) hold more of any
given stock than will prevent this from occurring, allowing
a reasonable margin of error. The less regular the demand
for any class of commodity, the longer the average item of
stock will remain immobilized upon his shelves and the
higher the cost to the retailer of handling that item will be.
From this fact may be derived a preliminary explanation of
the difference in average retail margins between different
classes of retailers. For example, it was found, as a result of
the United States Census of Distribution of 1930, that in
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America the average ratio of retailing costs to retail prices
in the hardware trade was 26-63 per cent., in the jewellery
trade 35°38 per cent. In both these classes of shop the
average rate of turnover is slow, and the risk from physical
deterioration of the product is slight, so that the effect of
the low average rate of stock-turn shows itself without the
intrusion of any complicating factors. Against these may
be contrasted the 17-:36 per_cent. expense ratio of the
grocery trade, where the rate of stock-turn is much higher
and where risk of physical deterioration is also negligible.
In this connexion it is worthy of note that another factor
enters here: the ‘quantities’ which the customers of a retailer
demand per week or per month may be divided into large
or small units. Leaving on one side for the moment the
effect of the rate of stock-turn upon the costs of retailing,
this further question of the size (or rather the value) of the
average purchase is of importance in determining the wage
cost of doing a given volume of business. (Itis not necessary
to rely upon those branches of retailing where delivery cost
is an important item to illustrate this point, although it is
clear that in the case of milk, the custom of arranging two
deliveries a day in half-pint bottles in place of the more
normal morning delivery in pint bottles must have very con-
siderably increased the cost of retailing in those towns where
it has taken root.) In the depressed areas of Great Britain
it has been found that in nearly all branches of retailing
catering for a working-class public the atomization of the
average purchase has resulted in high cost ratios. Two
further examples come to hand from the United States
census of 1930: fertilizer dealers, whose unit sales tend to
be large compared with retail trade in general and whose
rate o% stock-turn is fairly high, show an expense ratio as
low as 11-07 per cent. Indeed it appears to be quite certain
that the retai? margin of jewellers, high as it is, would be
much higher were it not for the considerable value of the
average transaction, in view of the fact that recent investiga-
tion of a series of sample retailers’ costs in this country
showed the rate of stock-turn of the jeweller to be by far
the slowest of the whole group. And the retail margin upon
newspapers in this country, which appears to be in the



12 THE PURE ECONOMICS OF RETAILING

neighbourhood of 2§ per cent. on the average, can only be
explained in a competitive world, in view of the great
rapidity with which stock is cleared, by the low value of the
average transaction.

The cost of holding stocks in the quantities in which
customers demand them is not, however, wholly determined
by the length of time for which the average unit has to be
carried and by the value of the average transaction. The
risk that after stock has been purchased it may not be sold
at all, or at least not sold at prices in any way commensurate
with the original expectations of the retailer, comes into the
picture. This element of risk operates as a formative in-
fluence in determining retail costs in two different ways.!'
The first is connected with the sale of perishable commodi-'
ties: the second with the sale of goods the demand for which:
is influenced by the dictates of fashion.

The liability of the retailer in any line of business to make
a mistake in estimating the rapidity with which he will be
able to clear a certain purchase of stock from his shelves is
probably equal, but the penalty which he pays for it is any-
thing but the same. Tastes in fruit and in hardware do not
change with disconcerting rapidity, and thus, if the mer-
chandise was equally durable, the only effect of a mistaken
purchase of either peaches or wire nails would be a slight
slowing down of the average rate of stock-turn. This is
indeed the only penalty which the hardware-man pays, but
in the case of the fruiterer two-thirds of the stock concerned
may have to be thrown away and the rest sold below cost.
It may be possible to reduce losses of this kind by adding
to the costs of operation, as exampled by the grocer ‘candling’
his eggs and the fruiterer continually picking over and
resorting his stock. If the cost of this type of work is less
than the probable losses it obviates it will of course be under-
taken, but the specific cost of handling perishable goods
remains in an altered form. For each trade, in a competitive
market, the cost of the mistakes made by the ‘normal’
retailer in the trade will tend to determine the proportion
of the retail margin due to losses resulting from mistaken
purchases and, assuming the foresight of entrants to all
trades to be approximate]y equal, will tend to vary between
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trades in direct ratio to the perishability of the goods
handled. In some trades it will ge negligible, in others very
important indeed: it provides the most probable explanation
~ why the retail expense ratio in the fruit trade in America
iiis 25°19 per cent., although the average purchase is prob-
, ably little below that of the grocery trade with 17-36 per
cent., and the rate of stock-turn much higher.

In the case of ‘fashion goods’, or indeed of any class of
goods for which taste is unstable, the problem is somewhat
different in the shape in which it presents itself to the
retailer, although fundamentally the same as in the previous
case. Here the problem is not one of perishability but of
obsolescence, and the difference lies in the fact that it is
normally possible to get some kind of price for goods which
are slightf outmoded, in 2 manner which, thanks to the
Food and Brugs Act, is hardly possible in the case of most
perishable commodities. Fish or fruit which is slightly out
of condition may indeed find purchasers in some districts,
but in the nature of things such a market must be found
quickly, and often in order to find a buyer such deteriorated
groduce would have to stand a journey of which it could

ear neither the costs nor the stresses. But, in contrast to
this, fashion goods which are a little out of date may be
saved up for periodical sales, or may be moved to districts
where they are more in favour. This year’s Ascot and
Longchamps styles will be in favour in Huddersfield and
Rouen next year: stock unsaleable in Bond Street may find
a market in the Tottenham Court Road. In exactly the
same way as in the case of perishable goods, a competitive
market will add the losses which average ability incurs in
handling goods of this kind to the margin upon those which
are sold in their period of popularity, thus ensuring an
average margin covering costs. Again one may cite an
example from America: the 1930 United States Census of
Distribution quotes 43:76 per cent. as the ratio of expenses
to sales for-women’s millinery shops, where the unit pur-
chase is probably fairly high (though it may be low expressed
as the ratio of sales to hours of the saleswoman’s time, and
. hence imply 4igh wage costs) and where the rate of turnover
is not unduly slow.
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Before leaving the subject of the ‘cost of providing the
right quantities’ there are two further points to consider.
There are some trades in which even the best shop, operating
in the largest city, can hardly be expected to have everything
for which it may be asked 1n stocE. As examples one may
quote the bookseller and the furniture dealer: in these
instances the retailer, if he is to render the type of service
condensed for our purpose into the shorthand term of
‘keeping the right quantities’, must be in a position to
inform the customer instantly of the prices and time of
delivery of any requirements which he does not carry in
stock. He will, in most cases, be saved the cost of compiling
catalogues by the producer, but he will have to undertake
" the cost of collecting and filing them, which in some trades
is not so negligible as might be imagined, and of employing
labour sufficiently skilled to be able to handle them with
intelligence. On the other hand, he will be saved the cost
of carrying stocks and bearing risks in such cases, although
this will probably be outweighed by the reduction in the
normal retail margin and in the transport costs incurred by
buying at wholesale in small quantities.

The second, and more important point, is that it is not
really possible to disassociate entirely the cost of ‘having
goods 1n the right place’ from the cost of ‘having the right
goods’, because to a great extent both of them are expressed
through their effect upon the rate of stock-turn. If, in order
to simplify the comparison, we compare the position of two
shops in the same trade, one operating in a town and the
other in a village, we may assume arbitrarily that the effects
of differences of rent and wages may be ignored, and that
the risk of deterioration and of obsolescence, and the value
of the average purchase, will not be affected by the scale of
operation, though it is probable that this will not be quite
true. It now becomes clear that the high costs which we
previously associated with the low rate of stock-turn resulting
from operating in a small market are exactly the same in
character as the relatively high costs resulting from the low
average rate of stock-turn caused by holding a very full and
varied stock. If they both hold the same range of stock,
then the costs of the village shop will be the higher: if their
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costs per unit are to be the same, then the village shop must
hold a smaller range of stock. The cost of providing any
given range of stock is strictly proportionate to the size of
the market served.

Finally there remain to be considered all those miscella-
neous services which may be grouped together under the
title of ‘amenities’, and the ‘service’ of the retailer in provid-
ing credit. The question of credit is extremely simple: it
bears no more organic relation to one type or scale of retailing
than another and, quite obviously, the more credit a retailer
gives the higher the interest charges he will have to bear,
or rather will pass on to his customers. Here indeed arises
a problem connected with his price policy, for it may be
found more practicable to spread the cost of allowing credit
over the prices charged to 4// customers than to charge it
specifically to customers opening accounts, but this will be
dealt with in another place.

The provision of ‘amenities’—comfortable premises, rest-
rooms, music, and the like—is also necessarily connected
with no specific tyFe of retailing, although the more extreme
examples are usually found in the big department stores, and
we may therefore rest for the time being upon the truism
that the retailer will provide as much or as little of them as he
finds desirable. They may increase his average costs and
allow him to pass this increase on to the customers thus
attracted, or they may in the short period decrease his costs
per unit of sales, if he is faced with heavy and immovable
fixed charges in respect of rent and staff and he can by their
aid invoke a larger body of custom. Fundamentally, the two
cases are the same, as to obtain either end the return must
exceed prime cost.

Iv

The task of analysing the services which the retailer, qua
retailer, provides and of connecting these services with the
costs which each involves is now complete as far as economic
theory can take us. It will be observed that little has been
said concerning the function of providing information, which
the retailer is frequently said to perform and which normally
occupies a somewhat prominent place in the treatment of
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the subject. Indeed the only reference made to this service
was the reference made to the part played in the book and
furniture trades by the provision of data concerning the
prices and characteristics of goods not in stock. In some
cases the retail customer may be prepared to ask guidance
from the retailer, not in the form of information concerning
alternative prices and qualities, but in the form of advice
concerning avenues of expenditure, It is difficult, however,
to regard as a service the provision of advice concernin
which of his goods the customer shall buy, or to associate it
with any specific cost to the retailer, except in so far as
refraining from invariably recommending the goods with
the widest profit margin can be regarded as the cost of
retaining custom in the long run. But this is hardly a true
cost, and the question is much better dealt with in connexion
with the analysis of demand for retailing services, to which
we now turn.

In dealing with the classification of the different services
which the retailer provides we were concerned with the
manner in which the provision of these services influenced
his costs: only in so far as they do so, do they enter into
economic analysis from the supply side. In now passing on
to the elements constituting the demand for these services
we must employ the complementary criterion, the manner in
which the demand of the consumer for various services
influences the price which she is prepared to pay for them.
The fact that she pays for the retailer’s services as part of
the retail price paig or concrete goods must not be allowed
to confuse the fact that the retailer receives his margin in
return for the provision of specific services.

It is scarcely practicable to introduce into the treatment
of demand the somewhat artificial distinction between pro-
viding the right range of goods and providing them in the
right place, with which we commenced the study of supply,
because of the unreality of separating demand for the two
services. The principal reason why the customer prefers a
wide range of goods to be available in the shop she patronizes
is that she is thus saved the time, trouble, and perhaps
expense of going farther afield. If the costs of keeping alarge
stock in a small village are such that under competitive con-
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ditions the retail margin sufficient to cover them is large
enough to outweigh in the mind of the average local con-
sumer the trouble and cost of a trip to the nearest town,
where a similar range of stock can be carried on a lower
average margin, then the stock of the village shopkeeper will
tend to become restricted in range until the average margin
on his goods is just sufficient not to drive local custom away.
It is important to note at this juncture, however, a fact which
will emerge into the foreground when we have completed
our analysis of demand and come to combine it with the
factors determining supply in describing the forces deter-
mining actual retail prices. The price which the retail
customer in the village will pay for a given article in the
village shop depends firstly upon the price for which she
can get it 1n the nearest town, secondly upon the money
estimate she puts upon the joint expenditure of time, trouble,

and money expended in going there (which may be #egarive:

the ‘fun’ of going shopping in town may well, in an extreme |

case, outweigh the expense and time occupied in going there
sufficiently to reconcile her to a Aigher price).

This does not complete the total of factors involved,
however: the article may be one which can only be bought

satisfactorily after the inspection of a2 wide range of shapes -

and sizes. But in this case, it does not follow that the wider
the range offered, the higher the price she will be willing
to pay. Indeed, the principal reason for which the customer
wils> c{esire access to a wide range of alternative goods is most
likely to be the desire to make comparisons in order to
ascertain both that the article finally purchased is the one
most strictly conforming to her requirements, and that the
price paid for it is in conformity with the prices asked for
other goods of similar type and quality. 1f a purchase of this
kind is made without investigation a risk is run in both of
these respects. It may be possible for a retailer to tempt a
prospective customer to run them (or rather to run the
former) by offering one or two items at obviously low prices.
But in general the preference of the consumer for consulting
an adequate selection works itself out not in relative prices
but in a refusal to purchase at all except from a full selection.
Thus there is a fairly sharp division drawn between retailers

4337 ™
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of the type of the grocer, who can provide a fairly full service
on the basis of 2 moderate turnover, and of the type of the
furniture dealer, who must handle such a wide and slow
moving range of goods as to render operation on a smal
scale impossible. The one can provide satisfactory service
in a fairly unbroken range from the small to the very large
on the whole the better stocked the shop relative to the
amount of custom available, the higher the average price:
it can command.

The other cannot operate at all on a small scale, becaus:
the range of stock that must be held, in order to obtain an)
custom at all, is so wide as to render the rate of turnover fo
a small shop so slow that prices remunerative to the retailes
would be prohibitive to the consumer. This is the difference
which lies at the bottom of the distinction drawn in the con.
temporary American literature on the subject between ‘con.
venience goods’ and ‘shopping goods’. It is necessary
note;-howevier, that the diﬁ%r‘ence between them lies not ir
the nature of the goods themselves but in the attitude of the
‘normal’ purchaser to them. To a certain type of housewife
all goods are shopping goods, while to a certain type of
bachelor it is probably no exaggeration to suggest that al.
goods are convenience goods. So we have entering in as s
further factor the relative ranges of stock offered in the
village and in the town.

Finally there is the question of delivery. If the article is
bought in the village and is delivered at all, it will probably
arrive before it would arrive from town, but it may, on the
other hand, be delivered from town and have to be carried
from the village shop. Thus the price which the consumer
will pay in the village depends upon (1) the town price,
(2) the ‘net cost’ of going to town, (3) the relative range of
stock offered by each, which will not so much affect price
as determine finally where purchases will be made, (4) the
net advantages in delivery services. Now there is no
guarantee, unless competition in the branch of retailing
concerned is absolutely perfect, that the money value of a
given ‘quantity’ of each of these services will coincide with
the cost of providing that quantity. For example, it is
improbable that the rate at which the unit costs of a retailer
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lessen as he narrows his range of stock will coincide with
the rate at which his customers’ estimate of the money value
of access to the range of selection which he offers diminishes,
or that the cost of retailing a given line of goods in one given
situation, relative to retailing them in another under more
favourable cost conditions, will be identical with the net cost
to the consumer of travelling from the one site to the other.

These then, to summarize, are the principal factors in-
fluencing the demand of the individual consumer for retailing
services. Demand (in terms of prices offered) for economies
of location depends upon the relative availability of other
markets and the individual disposition of the consumer
towards the task of seeking other markets. Demand for
‘general amenities’ and for delivery services (also working
itself out through ‘offer’ prices) depends upon the individual
disposition of the consumer. Demand for ‘information’, in
the only shape in which it can be fitted into economic
analysis, resoﬁ’es itself into the demand of the consumer of
certain types of commodities for a wide range from which
to choose, including the provision of adequate data con-
cerning items of which specimens are not immediately
available. Thiswasfound to work itself out not by influencing
offer prices but by determining the minimum size of shop
which could command custom. Within these broad groups
there operate other forces, corresponding to the manner 1n
which we subdivided the service of the retailer; a service
presupposes, by definition, a specific demand for its per-
formance. It is unnecessary, however, to further subdivide
the elements of demand. Corresponding, for example, to
the costs of the services of the fruiterer in keeping his stock
fresh is the demand of the consumer for ‘freshness’, but the
easiest way to fit this kind of service into the structure of
demand is to recognize that fresh fruit and fruit past its
prime are physically different commodities, for both of which
a demand price will exist. Either of these commodities, like
sugar or grand pianos, may be demanded jointly with a
greater or less quantity of the more universal retailing
services.

It is the combination of all these elements in the demand
of individuals for retailing services which makes up the
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retail market in any given place. To the retailer they present
themselves as the Ci;rice:; which, operating in any given
situation, and providing any given range of stock and com-
bination of delivery services and general amenities, each
item of goods will lz:tch. We have already catalogued the
elements of his cost structure; we can now, therefore, pro-

ceed to examine the basis of retail prices.

A

The prices which any given quantity of goods will fetch,
or, more realistically, the sales which will be effected at any
given price, depend upon the conditions of demand in the
market concerned. What we havEto determing, therefore,
is the policy which the retailer will follow in selecting the
price which he finally fixes. His aim will be to maximize his
profits; not necessarily making the utmost possible profit out
of any individual transaction, but pursuing a policy which
will, with the resources at his command, provide him with
the maximum net income over as long a period ahead as he
chooses to contemplate.

In an ideally perfect market, a market like that for wheat
and cotton, only one price can rule, allowing for the cost of
transport bemeexﬁm?mthcr. Now were the
‘general amenities’ provided by each retailer exactly the
same, as is roughly the case with the branches of 2 multiple
shop, and were customers charged for delivery exactly in
accordance with the distance of their homes from the shop;
if no credit were allowed, or if interest was charged on all
outstanding accounts, and if discounts were allowed on all
large-scale purchases; finally and most important of all, if
the vigilance of the consumer was such that any divergence
from these conditions in the respect of a diminution in the
net advantages provided was followed by an immediate
transfer of custom, then the condition of the wheat or cotton
market would be reproduced. Only one price in one place
could rule for each type of commaodity, and every retail shop
would be so placed that it served the maximum number of
customers with the minimum of delivery charges. The
retailer would be faced with one price, and one price only,
in respect of each item of his stock: if the interest charges
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involved in the rate of turnover of any particular item were
not covered by the retail margin inc{:lded in that price he
would relinquish it to his more centrally placed competitor.
It would be impossible to subsidize it by raising the price
of some more fast-moving items, because the margin upon
that would also be determined by competition.

Let us now, while still keeping within the limits of the
perfectly competitive market, abandon our assumption that
the ‘general amenities’ provided by all retailers are the same:
in 2 market so completely adapted to the desires of perfectly
informed consumers such would not tend to be the case.
It is now necessary, upon the assumption that it is not even
hypothetically possible to suggest charging separately for
the service of a commissionaire opening doors or for the use
of a rest-room in the same way as in our hypothetical treat-
ment of delivery costs, to introduce a price differential
exactly proportioned to the cost of providing these services.
Thus any attempt to increase this differential and the corre-
sponding services above the extent to which customers were
prepared to pay for them would again lead to the transfer
of custom, as would any attempt to maintain the differential
while reducing the quality of the services below that provided
by other shops employing the same differential. And we
may, if we choose, extend this treatment to delivery charges,
allowing the vigilance of the consumer to determine the
price differential in this respect also.

This is indeed a more profitable method to employ in
handling transport costs, for it allows the introduction of
conditions frequently found in the real world, where in many
cases the local consumer may be served at an equal cost by
the more efficient retailer operating at a distance (i.e. the
retailer whose turnover of the goods concerned is rapid
enough to allow of a low unit cost of distribution) but whose
delivery charges are high, and the local, less efficient,
retailer, whose delivery charges are low. It fulfils our
criterion of ‘one fixed price in one place’, allowing to the
competing retailers the choice of method in conforming to
that price.

The retail market thus depicted is ‘perfect’ only in that
sense in which Spain may be said to be a perfect example of
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a peninsula or Lenin of a revolutionary leader; itis alogically
perfect deduction from the premisses that retail consumers
know exactly what they want and that retailers do not
combine, either overtly or tacitly, to maintain prices at
monopoly levels. It is necessary at this stage to be quite
definite about what this kind of market implies: it involves
the sacrifice of a considerable proportion of the leisure of
the consuming public to maintaining an unsleeping vigilance
and to organizing perfect information. Itis indeed probable
that the organization and maintenance of such a high level
of awareness would involve costs of its own, on the model
of the organizations surrounding most of the great whole-
sale markets in raw materials. Now, one of the principal
gains from a rising standard of living, such as has accom-
Fanied the development of modern retail markets, is the
uxury of ‘not bothering’, and it would indeed be illogical
to allow the technical advances of the last century, with
their resulting possibilities of increased leisure and greater
physical wealth, to lead to nothing more than the devotion
of an ever-increasing proportion of the consumer’s time to
the task of selecting from among the fruits of progress.
For, as a moment’s reflection will show, the amount of
trouble necessary to maintain any given standard of in-
formation concerning the relative prices and qualities of the
contents of the retail market, and to come to a perfectl
logical choice between them, must obviously increase muc
faster than the number of goods in the market. Thus we may
. expect, and need not necessarily deplore, a certain looseness
of play about retail markets as we pass on to their description.
It must not, however, be assumed that the ‘perfect market’,
which we were at some pains to depict, is without reference
to the real world of retailing. Any retailer who strays too far
from the conditions therein laid down will find himself
shedding the more wary of his customers, and will tend to
be forced towards a somewhat closer conformity. This
concept of perfect competitive equilibrium, in respect of
the general economic structure of a country, is frequently
compared to ‘the level of the sea’—an ideal concept from
which wind and tide cause ceaseless and unending minor
deviations, but towards which there is 2 constant tendency



THE PURE ECONOMICS OF RETAILING 23

for the sea to return as soon as it becomes freed from the
momentary action of external forces. It is not quite possible,
for reasons which will become clearer as we proceed, to make
the same comparison concerning perfectly competitive equi-
librium in the retail trades, but we may wellp employ the
comparison with sea-level as employed on maps: it provides
a datum from which to measure divergences, as well as a
norm towards which the action of forces slower than those!
of wind and waves are in process of forcing a final conformity. |
At least one point is quite clear as a result of this digres-
sion: before we commence to investigate the more realistic
and immediate forces determining retail prices we can be
quite sure that uniformity of prices between shops operating
in thinly and thickly populated areas, between shops pro-
viding many or few auxiliary services, should it be found
to exist, will not be a sign of the perfection but of the im-
perfection of the retail market. The concept of a uniform
retail price level, except in the sense of a close correspondence
between quantity of services provided and width of retail
margin, provides a false criterion which has led astray many
amateur investigators. Nor can the opposite view, that a
mere absence of uniformity may be regarded as evidence of
an adequate guardianship extended over the consumer’s
interests by the forces of competition, be accepted more
readily. The task of estimating the relative ‘perfection’ of
a retail market demands a more subtle and painstaking
analysis.
Perhaps the most effective method of investigating the
Eroblem of retail pricing in the real world is to examine one
y one the reasons for which the ‘perfection’ of the perfect
market, as defined, is so seldom approached. Commencing
from the side of supply there is one very important stumbling-
block in the fact that all sizes of shop are not equally efficient.
This is not the same thing as the quite legitimate assumption
which we have been employing that the cost of handling
goods varies in inverse ratio to the rate of turnover. This
assumption, based on the relative cost in interest of various
rates of turnover, involved the further conception that labour
costs per unit were equal—in other words that however small
a shop might be it could get labour in sufficiently small



24 THE PURE ECONOMICS OF RETAILING

quantities to handle its sales at an average labour cost
equivalent to that of the average labour cost of a larger shop.
It also involved the assumption that, provided the stock
carried was perfectly adapted to the market, the overhead
costs of any size of shop would be exactly the same per unit
of goods sold whatever the size of the shop—in other words,
that however small 2 shop might be it could reproduce on a
small scale the fixed capital equipment of a large one, without
any relative loss of efficiency. Now this is quite clearly not
true: necither labour nor capital equipment is cr{ectly‘
divisible and economies of large-scale operation exist. This
is a very important factor indeed in determining the structure
of productive industry, where, in general, production is com-
pletely specialized, and a fairly clearly defined optimum size
for each type of unit of production can be recognized. It is
notof the same importance in retailing, where equipment and
premises are far less specialized (except in the case of fish-
mongers and butchers) and where the advantages of speciali-
zation are less clearly marked. As the size of the retail
market shrinks, passing from more to less densely populated
regions, specialization in the food trades can be, and is,
sacrificed without any very great loss of efficiency, as grocer,
provision merchant, and greengrocer merge together in the
ubiquitous general shop, while at the other end of the scale
all types of retailing flourish together under one roof and
one management in the ci? department store, in a2 manner
quite inconceivable in productive industry. Even when, in
the general shop, the complete elimination of specialization
has been achieved, the downward limit has not been reached,
because the shop need not have either a complete labour
unit devoted to its service or occupy the whole of the
premises it employs. Thus in the smallest hamlet we find
the tiny generaf shop occupying the front room of 2 cottatgc
and taking up a relatively small proportion of the time of 2
housewife or a rural craftsman.

However, this diminution in the scale of operation is not
‘wholly unaccompanied by loss of efficiency, and in most
types of retailing.a minimum size compatible with reasonable
efhiciency is fairly clearly indicated. Indeed, in the case of
the retailer handling what we have described above as
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‘shopping goods’ the changes in efficiency as the scale of
operation diminishes are very sharp indeed: so sharp as to
sct a clearly defined downward limit to the size of shop in
each trade.

We are now in a position to make our first qualification
from the conditions of the perfect retail market, maintaining
for the time being our assumption that the consumer is
perfectly vigilant and perfectly informed. We may take as
an example the price of bread, which in certain of the villages
on the southern outskirts of the Lake District is 5o per cent.
above that obtaining in the nearest towns. The local con-
sumer has the option of buying from the village shop or
obtaining it from town, and upon our assumption the village

rices cannot exceed the town prices plus cost of transport.
oreover, we tacitly assumed that the cosz of selling bread
in the village could not fall below the price obtained for it,
this being involved in the idea of a competitive market.
Thus if the price of bread from the village shop was slightly
less than the cost of transporting it from town, the whole
of the local custom would be secured, and if that price were
in excess of cost, a new village baker would enter the market.
But we must now recognize that a new baker with only part
of the village as customers would not be able to operate at
costs as low as those of the original one. Thus the local
market is secured to the village shop, at a price which need
only be lower than that of the town plus transport costs, and
the first breach is made in our perfect market. And it must
be remembered that factors of this class are far more
strongly operative in the clothing and furniture trades than
in the food trades.

The next qualification we have to make is also concerned
with the retailer’s costs. If we confine our attention to the
interest charEes upon different items of stock, which are the
inverse of the rate of stock-turn, the process of costing is
?erfectly straightforward: the retailer knows exactly how
ast each item of stock is taken from his shelves and can
plan accordingly. But our tacit assumption that for all types
of shop and for all classes of goods the process of competition
would establish proportionately equal labour costs and rent
charges must now be further examined. Its development out
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of the concept of perfect competition assumed that the
retailer could measure the rent and labour costs of selling
each type of commodity as distinctly as he could estimate
the interest charges included. But this is not quite true;
for the established retailer, rent is an overhead cost: an
immovable expenditure which must somehow be met if he
is to carry on but which is not connected with the cost of
selling any given commodity. The same argument cannot
of course be applied in exactly the same way to his labour
costs; he can vary the amount of labour employed as his
turnover increases or diminishes, although here the position
varies very greatly between trade and trade. In a very large
proportion of the different branches of retailing the cost of
labour turnover is very high. Not only do assistants have
to be trained in the technique of the trade, but in the policy
of the firm; moreover, personal contact with customers
%laces a very high value upon the personality of the salesman.

or example, in the high-class furniture trade, the retailer
will be very reluctant indeed to alter his staff, and in the short
period will rightly regard their salaries as an overhead cost.
At the other extreme, however, in the case of Woolworth's
and the numerous department stores of greater or less pre-
tentions whose sales policy is essentially similar, where the
salesman is a nonentity behind the counter, neither informing
nor influencing the consumer, but merely engaged in collect-
ing money and preventing petty larceny, the position is
entirely different. Here the cost of labour turnover is
relatively slight, and consequently labour costs may much
more easily be altered as turnover changes. The increasing
importance of this type of organization, with the resulting
casualization of labour, is already reflected of recent years
in the increasing proportion of unemployment appearing in
the distributive trades pari passu with increasing totals
employed.

Even in these cases, however, the relatively edgrcatcr
flexibility of labour costs is only of moment compared to the
total turnover of the shop or department concerned; labour
costs still cannot be effectively imputed to the sale of any
one commodity. Here a further comparison with the costing
problems of productive industry is invited. At each stage
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in a process of production a physical transformation of
material is affected, for which a normal time is established
and a standard labour cost consequently employed. The
sum of the labour costs of each operation gives the labour
cost of the whole process; the problg.m of allocating overhead
costs still remains, but a part of the cost of production, which
is normally the major portion, is unequivocally determined.
And no matter how many different classes of commodity are
being produced in the same factory, the labour cost of each
can be determined. This will lie at the basis of payments
made to workers, whether the actual method of payment is
by time-rates or piece-rates.

Let us contrast these conditions with those of retailing.
At any given time and in any trade, experience will have
established a ‘reasonable’ total value of sales over a fairly
short period, for example 2 month, to be expected from a
sales assistant. Thus competition will fairly clearly deter-
mine, for our perfect market, the average {;bour cost per

ounds-worth of sales. This will not, however, afford a

asis for allocating labour cost between different commodi-
ties, unless it be assumed that the time spent upon making
a sale is necessarily in exact proportion to its value, which is
manifestly absurd. Even if the sale staff is paid upon a pure
commission basis the costing problem is concealed and not
solved; if a flat-rate commission is paid upon 4/ sales the
fallacy exposed above is indulged, while in order to propor-
tion commission to the sales cost of each item the unsolved
problem of imputing labour cost would have to have been
determined in advance. Payment on a commission basis
would of course determine what the retailer paid for each
sale, but it would not determine the cosz to him of a price
policy including any given rate of commission, that cost
being the resultant of the divergence of the net result of any
given policy from that of an ‘ideal’ one embodying perfect
costing.

This difficulty of exactly determining the cost of selling
any specific commodity would render the position of the
retailer in our ‘perfect’ market somewhat ambiguous. Only
one retail price, allowing for the differential accompanying
the provision of general amenities and transport services in
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different quantities, could obtain for any particular commo-
dity, because the public would not tolerate any deviation
from it on pain of a transfer of custom. But this price would
itself be the resultant of the estimated cost of handling it
on the part of the normal retailer; if that cost were strict!
indeterminable but all were agreed upon a ‘proper’ retail
margin, then that margin would serve as the gasis of a
universally accepted price. If it was found, as the result of
changing technique or some other cause, that the cost of
handling that commodity fell, then, without the cost bein
any more strictly determined than before, competition woulg
automatically bring about a fall in selling prices equivalent
to the economy concerned. Or if, the price having become
customary in the eyes of the consumer, any isolated retailer
attempted to exceed it, he would at once lose customers.

It must be noticed, firstly, that this looseness of play in
retail costing does not imply that a rough approximation to
the cost of retailing any commodity in any given circum-
stances cannot be obtained, within a fairly narrow margin
of error. It only means that the exact costing methods of
productive industry can never be applied to retailing; as we
shall see when we proceed to description, some of the largest
and most progressive department stores have recognized
this fact and embody it in their policy. But, secondly, it
must not be assumed that the interest of this argument is
purely academic in character. Although we are here con-
cerned with proving how it can intrude into the most strictly

erfect competitive retail market for which it is possible to
ay down formal conditions, we may note that it is a ve
real factor even in those markets in the real world whic
conform most closely to conditions of ‘perfection’. The
market for groceries, for example, is one of the most perfect
of the retail markets; commodities are graded and stan-
dardized; they do not perish easily nor is supply intermittent,
nor do they go out of fashion rapidly, so that short-period
fluctuations in price are of slight importance. On the con-
sumer’s side the normal housewife has an intimate knowledge
of prices ruling and of possible sources of supply, while the

roportion of her expenditure which goes to the grocer is
{;rge enough to make vigilance worth while. Yet it was

I4
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found during the War, in the course of investigations carried
out by civil servants into the costs of the grocery trade, that
the application of the most efficient costing methods known,
although unable to determine the exact cost of the process,
clearly revealed that whatever the cost of retailing sugar
might be, it was clearly not anything like covered by current
retail prices.

Thus, introducing these two facts, the imperfect divisi-
bility of retailing units and the imperfect imputation of
selling costs, into our ‘perfect’ market we recognize con-
sequences which lead to the relative maldistribution of
resources even under the assumption of perfect vigilance
and complete information (except, of course, about what the
retailer himself does not know—his exact costs in respect
of any commodity) on the part of the consumer.

The former leads, under certain conditions, to excess
profits for certain retailers. The second means that while
the average of all his prices covers the costs of the retailer,
the consumer who buys goods of one kind will tend to
subsidize (or be subsidized by) the consumer whose tastes
lie in a slightly different direction. Neither of these results
is likely to be serious under the conditions of the perfect
market, although it is interesting to note that they can exist;
they play a very important part in the real world where the
consumer is neither perfectly vigilant nor adequately in-
formed, and where she tends to be attached fairly closely by
custom and convenience to a few shops. To the problems
of pricing policy in this real world, therefore, we now turn.

VI

The first point to make clear in this connexion is that in
thus introducing a relaxation of the vigilance of the con-
sumer we are not making any wholesale accusation of irra-
tionality. We are merely introducing the fact that leisure
is of some utility to the consumer, and that thus in the
majority of cases instead of attempting the hopeless task of
ascertaining all prices before making a purchase, she
normally, at least in the case of everyday commodities, deals
from the shops which past acquaintance has shown her to
be ‘reasonable’ in their charges. This means that the con-
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cept of the uniform relation between retailing services and
retail margins, the concept of a uniform basic retail price
with a differential based upon delivery service and general
amenities goes by the board. In its place we have a series
of margins between the prices of goods at one shop and
another, probably different for each class of goods, which
must be exceeded before custom is transfcrrcg. No longer
is the retailer confronted with a basic competitive price to
which he must conform, except in the case o? a relatively few
commodities and in the case of goods of which the retail
price is fixed by the manufacturer. (In the latter case the
resemblance is only superficial, as it is not fixed on a com-
petitive retail margin, and the price must be the same
everywhere, whatever the level of service offered.)

On the contrary he is confronted with an hypothetical
series of quantities which his private market will take of each
of the commodities he sells, at each of a series of prices. His
task is to set prices which will afford him the largest net
margin over costs in the long run. But, as his costs are not
separately determined in respect of each commodity handled,
his total costs and his total turnover are the matters which
concern him. He is free to sell any item of his stock at any
price which will have the effect of effecting a nef increase
in his takings in the long period.

Let us examine the implications of a price policy designed
to maximize net takings, concentrating for the moment upon
the short-period aspect. In respect of any one commodity
it is obvious that the lower the price he puts upon it the
greater his sale of it will be. The rate at which demand
increases as he lowers his price will depend upon the extent
to which the demand of his existing customers increases and
the extent to which he can attract new custom from other
sources. It is important to observe that the demand of his
existing customers insome cases may increaseintermsof units
of the commodity concerned, but lessen in terms of money;
if a fall in price of 10 per cent. is only accompanied by an
increase in demand of § per cent., then his takings will fall,
and as we may assume his costs in the short period to be
fixed as far as rent and labour are concerned, there will result
a net loss, unless the fall in price induces a proportionately
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reater expenditure upon some other item of his stock. This
13 unlikely to result unless he has lowered the price of that
item also, but in some cases a joinz reduction in the price of
two articles may result in a loss of revenue upon the one
and a more than compcnsating gain upon the other. For
example, a fall in the price of mattresses might induce a
slight increase in the quantity of bedding sold at the original
price, involving a loss of revenue from mattresses for which
the increased sales of bedding would not fully compensate.
If the price of the latter were a/so lowered, then a further
increase in sales, which might not have resulted from a
similar reduction unaccompanied by the previous reduction
in mattresses, might well result in a joint revenue from
mattresses and bedding well in excess of that derived from
both at the original price.

In this case the goods concerned are complementary; the
use of the one involves the use of the other in fairly strictly
determined proportions. While cases of this kind are
common in most classes of retailing, the existence of the
opposite must not be overlooked. Many of the goods which
are handled by the individual retailer are competitive in the
sense that they are substitutes one for another. In this case
even if a reduction in price will lead to a disproportionate
increase in demand, and thus to an increase in the income
derived from the goods in question, the retailer must take
into account the extent to which the sales of the commodity
of which he is reducing the price will affect the sales of other
items of his stock. It clearly will bring no net gain to the
shopkeeper to reduce the price of eggs and see their sales
expand at the expense of bacon, custard powder, and other
substitutes on which he has ot reduced the margin.

Problems of the two classes instanced above affect some
types of retail trader much more greatly than others. They
are of relatively slight importance, for example, to the high-
class specialist shop, selling a restricted range of goods,
while they can cause grave anxieties to the directors of
department stores. So far, however, we have only been
concerned with the result of price charges upon the existing
customers of the shop. Expanding the circle of observation
another interesting set of considerations comes into view,
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concerning the effect of price reductions upon customers
outside the ‘private market’ of customers who are already
attached by habit or conviction. We observed as one of the
characteristics of retail demand that the customers of one
sl:;p will need a fairly sharp stimulus, in the form of a
difference in prices in most cases, before they will transfer
their custom. Now this gap between prices is not of the
same width in the case o alY goods; moreover, it may vary
according to the manner in which it has come into being,
If a retailer raises his prices above those ruling on the average
for the class of good}s) concerned, the customer will almost
certainly notice the fact; the increase will indeed force itself
upon her attention and she will normally have a ‘general
impression’ of other people’s prices. Thus if the gap between
the two prices is more than she is prepared to pay for ‘not
bothering’, she will transfer her allegiance. On the other
hand the retailer who is seeking to enlarge his circle of
customers for any given commodity must almost certainly
lower the price below the average of the market by a con-
siderably greater proportion than the ‘gap’ which, in the
other direction, would repel his own customers; the people
he seeks to attract are not soimmediately aware of the change.

Let us assume that new customers will be attracted by a
given fall in the price of one commodity. The effect upon
the net revenue of the retailer might well be a loss, in view of
the amount of the price reduction necessary to attract them,
were it not for the fact that they will almost certainly buy
other goods as well. On the strength of a few spectacular
‘bargains’ a reputation for cheapness is often secured, and
large sales of goods carrying normal or supernormal margins
are made under its cloak. This type of policy, known as the
employment of ‘loss leaders’, in which the hook is normally
baited with some commodity for which the market is
relatively perfect (in this case the fall in price need be less,
because, by definition, it will tend to become widely known),
is definitely based upon the imperfection of the retail market
and exploits the desire of the consumer to avoid the constant
comparison of prices. It is hard to find any defence for it,
except from the point of view of the individual retailer whose
profits it increases, unless it be that the exceptionally wary
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housewife, carefully inspecting the market, may at the
exlpcnsc of some time and trouble steal the bait from a wide
selection of hooks and succeed in replenishing her larder
and wardrobe below cost.

The attraction of new custom to any retailer, however,
necessarily implies a lessening of some one else’s custom;
the question of retaliation thus arises, and we must at this
stage abandon our confinement to short-period phenomena.
Owing totheindefiniteness of retail costing, the retail margins
upon any given commodity can be, as we have seen, very
fluid; the wider the total range of goods handled by any shop,
the more widely any one price can be altered without serious
loss. Thus, on the whole, retailers tend to be very chary of
invoking retaliations by raids upon each other’s markets and
exhibit a marked tendency to organize common standards
between themselves. Probably the strongest motive behind
the stability of retail prices is the desire to avoid retaliation
and ‘cut-throat competition’—an important factor when
‘cut-throat’ or ‘strategic’ competition involving in the com-
mon usage of the word sales below cost, is so difficult to
define. In most cases ‘loss leaders’, where they are employed,
tend to be selected from among the stock of another type
of retailer, so that the disorganization of the market resulting
will not affect the shop cutting the price, or will only affect
a small proportion of its stock. Thus the draper will choose
as a sacrifice articles normally stocked by the ironmonger
or furniture dealer, the fishmonger will attempt to gain a
reputation for cheapness by ‘slaughtering’ eggs, and so on.
But in general this tendency to avoid actions which will
involve retaliation appears to be the principal reason for the
relative stability of retail prices in most markets; in place of
the continual oscillation which an analysis based upon the
pure economics of a situation in which costs are indeter-
minate would lead us to expect if long-period considerations
were left out of the picture.

Undue weight must not of course be placed upon the
factors in retail pricing considered in the last sections of this
chapter. The more fundamental causes of variations in retail
margins catalogued in the former section are of greater and

more pronounced moment. This is clearly proved by the
7 r
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manner in which their different importance in separate
branches of retailing was seen to iné)uencc average retail
margins taken from very large samples. But the forces
resulting from the relative imperfection of retail costing,
and from the ‘amateur’ status of the normal retail purchaser,
resulting in an imperfectly competitive retail martct, deter-
mine the width of variation of retail margins from the
average within each trade. Moreover, they may, in the lonE
period, result in geseral changes in retail margins, of whic
the relative sizes remain almost unaltered. It is possible,
therefore, that they are the key to many of the dynamic
problems of retail distribution, and we shall return to them
again. Indeed, this is the only excuse for including them in
this chapter, the whole aim of which is to provide a tool-box
from which to select when we proceed to the task of dealing
with problems of current interest in retail distribution. To
that end the whole of the preceding definition of terms,
analysis of logical relationships, and cataloguing of possibili-
ties has been directed.



II

THE STRUCTURE OF RETAIL TRADE IN GREAT
BRITAIN

I

THE task of describing the structure of retail trade in
Great Britain is no easy one. One of the principal
obstacles is the overwhelming complexity of organization
resulting from the enormous number of independent units.
Before it is possible to proceed, therefore, it 1s necessary to
make some some tentative attempt to enumerate and classify
these and to discover any representative patterns of organiza-
tion which may exist among them, in order to have some
concept of the order of magnitude in the real world of each
of those factors of which we have been considering the
theoretical aspects.

There have been put before the public at various times
estimates of the total number of shops in Great Britain,
which differ very widely. Mr. Laurence Neal estimates
their number at 500,000, Mr. Dobbs at §41-641,000, Mr.
Hoffman at 1,000,000. The present writer, basing his
estimates for England alone on a study of Kelly's Directories,
came to the conclusion that in England in 1932 there was an
approximate total of some §30,000 shops, excluding public
houses, restaurants, fried-fish shops, and boot repairers. On
the proportion of shops to population in the U.S.A. dis-
closed by the recent census of distribution in that country,
as one might reasonably suppose the proportion to be about
the same for Great Britain, the total for Great Britain might
be expected to lie in the immediate vicinity of 750,000. The
total of proprietors and managers of retail shops in England
and \Vas’s as returned in the 1931 census is §69,100, and
it thus appears that, while the estimate of Mr. Neal may
possibly be too low, that of Mr. Hoffman is certainly too
high.

gIrxdeed., it appears that the discrepancy between the census
totals and the estimate based upon Kelly’s Directories is
more apparent than real. Almost certainly the number of
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retail shops in 1932 was somewhat greater than at the census
date, and it appears from 2 comparison of the totals in each
trade that the prinrcifal and only important difference lay in
the group of ‘general shops’, for which class the census total
was by far the smaller. This was to be expected, as the
census classification only permits of the registration of the
main occupation of the citizen, and a large proportion of
small general shops provide only part-time occupation of a
subsidiary character. We can thus get a fairly clear picture
of the number of retail outlets of each class in 1931 by
accepting the census totals of ‘managers and proprietors of
retail shops’ for each class except general shops, and for the
latter employing an estimate based upon tﬁc directories.
This method probably seriously underestimates the numbers
of confectionery and tobacco shops, owing to the employ-
ment of chains of kiosks of which the girl in charge wourd
scarcely claim the status of manager, and to the number of
‘part-time’ house shops in both trades; on the other hand, it
slightly overweights most other trades as a result of counting
both the manager and the owner of those shops of which
the owner is not the manager.

Thus we arrive at a total of some §7§,300 retail outlets
in England and Wales in 1931, subdivided as in the follow-
ing table (Table I). Itis of some interest to note the evidence
of the average scale of operations provided by the second
column in the table, giving the average number of sales
assistants (excluding errand boys, roundsmen, and the like)
in each class of trade. The atomic nature of the organization
of retail trade in Great Britain at once becomes apparent
from these figures; only one general shop in three, it appears,
does sufficient business for an assistant to be necessary, apart
from the casual aid of the members of the proprietor’s
family; the same appears to be true of dairies. Grocers’ shops
seem to employ upon the average either one or two assistants,
and even drapers and the like, at the head of the list, only
employ two or three. It is, of course, the unit of operasion
which these figures measure, the separate shop building, and
not the unit of organization, which may be a giant multiple-
shop organization controlling hundreds of shops and num-
bering its employees by the thousand. But when itis realized
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that these averages cover the very many large shops to be
found in the centre of all cities, and that the norma{) staff of
a multiple shop or co-operative store is larger than the
average cited in the table, it becomes clear what a high
proportion of shops in all trades must be of the smallest
possible size. It is here possible to follow up our theoretical
point about the downward limit set by the nature of many
trades to the scale of successful operations; it will be observed
that it is on the whole the trades handling ‘shopping goods’
which employ the largest number of assistants.

TasLe I
Number of Retail Outlets in England and Wales, 1931

Average
number of | Population
assistants per shop

Sugar confectionery (sweets) . . 35,500 o8 1,270
Grocery and provisions . . . 92,700 16 430
Milk and dairy products . . . 26,200 o4 1,540
Meat . . . . . . 49400 1-8 820
Fish and poultry . . . . 17,400 10 2,300
Greengrocery . . . . . 40,900 o8 1,000
Tobacco . . . . . . 14,300 o8 2,800
Drugs and druggists’ sundries . . 10,100 2:0 4,000
Ironmongery . . . . . 12,000 16 1,300
Boots and shoes . . . . . 12,900 20 3,080
Textiles and other clothing . . 74,000 2°4 540
Paper, stationery, books, and periodicals 28,900 09 1,390 v
Furniture . . . . . . 12,800 14 3130
General and mixed businesses . . 178,500 o3 §10
Others . . . . . . 73,700 16 540

In the absence of an official census of distribution it is
difficult to make any estimates of the standard deviation
from these averages in any of the trades concerned. It
appears probable in the light of common sense, and also by
comparison with the work of Professor Secrist on the much
richer data available concerning the United States, that in
each trade there exists not one ‘normal’ size of shop but a
series of ‘normal’ sizes adapted to the village, the market
town, and the city. If comparison with American conditions
can be relied upon there is not any very great local deviation
from the normal type adapted to each different density of
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gopulation, although there may be considerable differences
etween the scale of operations which experience has proved
to be the most efficient in each separate class of community.

While still considering different types of shop as dis-
tinguished by the goods they handle, it is possible to go
a little farther in depicting :Ke average scale of operation.
The work involved and the risk of error incurred in arguing
from production and import statistics to the average turn-
over of most types of retailer, as well as the diffculty of
deciding through what retail channels certain ambiguous
classes of goods are likely to pass, prohibit such an attempt
in the case of many trades and render results somewhat
unreliable even when it is possible to produce them. Where
it is possible to proceed, tﬁe results have been incorporated
in Table II. These estimates have been obtained by adding

Tase I1
Estimated Turnover Per Annum, 1931

Total Per shop
Sugar confectionery (sweets) . £43,150,000 { [1,370
Meat . . . . . | £142,200,000 | £L1,880
Greengrocery . . .| £78,000000 | {1,910
Boots and shoes . . . £63,700,000 | L4940

together estimates of the factory value of home production
and records of the value of net imports and then adding the
average wholesale and retail margins obtaining in the trades
concerned.! It is not possible to follow this method in, for
example, the hardware trade, because of the multiplicity of
goods concerned. It is not possible to do so in the case of
tobacco or of fish, although the goods are easily valued and
classified, because of the enormous proportion of tobacco
which is sold through other channels than the completel

specialized tobacconist, and the amount of fish which is
sold by fried-fish shops. Indeed, it is probable that the
estimate for the average turnover of sweet shops in the table
should be reduced by as much as 30 per cent., in view of

% T am indebted to the Incorporated Association of Retail Distributors for the
use of estimates of average wholesale and retail margins in various trades, prepared
by their sales ma)iagen‘ committee.
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the high proportion of the total sales of confectionery, which
are cftected through other channels. The others are prob-
ably pretty accurate.

Thus we have further evidence of the importance of
small scale retailing in Great Britain. Apparently a butcher
can operate on a turnover of some £5o per week, a green-
grocer on less than [40, and a boot shop on about /95.
Indeed, in view of the number of shops in each of the trades
mentioned of which the turnover exceeds this figure, a very
respectable proportion and perhaps a majority of the shops in
these trades operate with apparent success on very much less.

Another angle from which to approach the structure of
retail trade is that provided by the average number of per-
sons served by each different type of shop. This is shown
for England and Wales as a whole by the third column of
Table I. The average for all classes of shops taken together
is 70 persons per shop. The picture provided by this
column will progably become more wivid if it is considered
in connexion with the fact that a street of a2 hundred houses,
probably the normal size street in most towns, will house a
population of some four hundred. Thus, taking residential
areas and shopping centres together, we have an average of
nearly six shops of one kind and another per street; for
nearly every street we have a grocer’s shop, a general shop,
and a clothing shop; for every two streets a butcher’s shop;
for every three a sweet shop, a greengrocer’s, and a paper
shop. Chemists’ shops are the rarest of those separately
classified, yet even of these there is one for every ten streets.

This, however, is obviously an over-simplified picture,
and one which ignores the probability, which we noted in
an earlier passage, that there are different ‘normal’ scales of
operation resulting from the different conditions of retail
trading in areas with different densities of population. In
order to get nearer the truth, therefore, it is necessary to
compare the ratios of shops to population in different parts
of the country. For this purpose we shall employ the
estimates based upon the directories in place of those of
the census, as they lend themselves more readily to our
purpose. As we have seen, the totals in most classes differ
very little. The ideal method would of course be to select
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a series of rural areas, of medium-sized towns, and of great
cities, and to compare the evidence for the average scale of
operation in each case. Unfortunately figures are only
available for the nine largest cities separately; otherwise they
relate to county areas. Thus it is impossible to isolate rural
areas or medium-sized towns; it is, however, possible to
detect several interesting tendencies in the distribution of
shops. The position regarding the distribution of shops
taken all together is depicted in Map 1.

What does a scrutiny of this map reveal? Firstly, that
the concentration of shops in the larger towns is not only
a result of this greater density of population but also of the |
extent to which they serve as shopping centres. This is to be
expected in the case of market towns in rural or semi-rural
areas, which draw custom from the surrounding country-
side; it is interesting to note the manner in which the greater
towns provide for the smaller in the same way as the smaller
provide for the villages. In all cases the ratio of population
to shops is smaller in the great towns than in the surrounding
county areas; taking all the nine cities together and com-
paring them with the rest of the country we find that each
shop 1n the former group serves only four-fifths of the num-
ber served by each in the latter.

It must be remembered, however, that the figures we are
comparing only deal with the numbers of retail outlets, and
say nothing about the relative sizes of shops in different
situations; this point can be covered more effectively when
we come to deal with the distribution of separate classes of
shops. There are one or two other interesting points illus-
trated by Map L.

As one would expect, the difference in shop density in
the counties, some predominantly urban and some mainly
rural, is very great; it ranges from §8 to 105, although in
19 out of the 40 cases it fell between 64 and 74. There is
also an unexpected lack of homogeneity about the urban
figures, which range from 47 persons per shop in Manchester
to 76 in London.

The case of London is, however, exceptional, being the
only urban case with a higher number of persons per shop
than the average county; the others range from 46-9 to 61-6.
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The relation between urban conditions and a high proportion
of shops to population is made quite clear by comparing the
grcat cities with the exception of London with the pre-
ominantly rural areas. There are, however, notable excep-
tions, as in the case of Middlesex, the county with the
highest ratio of population to shops, which has also the
greatest density of population per acre of the county areas,
and of Surrey, which has the second highest ratio of popula-
tion to shops and the second greatest density of population
among the counties. In the case of these two counties two
exceptional factors are at work; they also show, in the same
order, the most rapid intercensal growth in population of
any of the areas reviewed, in consequence of which we may
expect the ratio of population to shops to fall in the future
as the supply of retailing outlets is adjusted to the demands
of the new market. Also the causes, whatever they may be,
which make the London ratio the highest of the cities will
obviously not fail to operate in the adjoining districts.

More significant is the fact that the five counties which
have the lowest ratio of population to shops are all counties
of which the population per acre is below the average. From
the data available it appears that the ratio of population to
shops tends to be low in districts with a very scattered
population (which is not necessarily a low population), that
1t tends to increase as population becomes more concentrated,
falling again as the size of the urban centre increases
sufficiently to allow some types of trade covering a whole
area to concentrate their activities in ‘shopping centres’, and
that it tends finally to rise in the very large city as the growth
in the size of the shop outweighs the effect of the con-
centration of trade.

We may now proceed to compare the distribution of
separate classes of shops.

Perhaps the most interesting of all these comparisons is
that concerning the distribution of the general shop. Of
late years many of the alleged deficiencies of our retailing
system have been blamed upon its pervasive inefficiency, and
its distribution seems to follow no other discernible trend
in the figures disclosed by the survey; the proportion of
general shops to the total of shops and to population alike
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seems to vary quite unaccountably in otherwise similar
areas. No doubt this is to a certain extent due to the elasticity
of the limits of the class. Most small grocers partake of the
nature of a general shop and most general shops are mainly
grocers. Consequently the psychological make-up of the
person making the return may be expected to influence the
result, and it may be that the apparent absence of general
shops from London is due to a certain self-assurance on the
part of London shopkeepers, and that the high return of
general shops from Staffordshire is due to the unpretentious
severity of the Five Towns character.

This is dangerous ground, however, and it is probably
safer to confine ourselves to the figures. The one clear
tendency in the case of general shops is that they are asso-
ciated with the smaller towns. In the great cities the popula-
tion per general shop is 318; in the counties it is 475. In
the cities they form 18 per cent. of the total number of shops,
while in the predominantly rural areas they account for
only 16 per cent. Taking the whole of the counties, however,
they form 18 per cent. again and this is obviously due to
their presence in large numbers in the industrial areas. In
Staffordshire they represent no less than 30 per cent. of the
total shops, in VV};rwxckshire 23 per cent., in Burham 27 per
cent., in Monmouthshire 23 per cent. Comparing more
rural areas they account for 20 per cent. in Cumberland,
Leicestershire, and Rutland. At the other end of the scale,
in Surrey and Middlesex, the two most thickly populated
counties, the percentage is 8 and 7-§ respectively, but,
as we have seen, special conditions obtain in these two
counties.

Perhaps the most vivid way to present the difficulty of
coming to any conclusion concerning the factors governing
the distribution of general shops is to classify the counties
under population per acre, intercensal growth of population,
population per general shop, and proportion of general to
other shops.

Firstly, comparing population per general shop with the
proportion of general to other shops we obtain a correlation
which is negative and quite distinct; it seems to indicate
that the presence or absence of an abnormal number of
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general shops is an important factor in determining the
number of shops in an area.

Taking the proportion of general to other shops in con-
junction with population per acre and rate of growth of popu-
tion, we find that where population per acre is high and
rapidly advancing the proportion of general to other shops
is low, but where it is high and stationary, or relatively
declining, the proportion tends to be high. This seems to
suggest that the general shop is slow to take root in a newly
developed district. Where population is thin and relatively
declining there is no correlation at all; where it is thin and
stationary or advancing the proportion of general to other
shops seems to be low, which supports, for what it is worth,
the previous conclusion. There is no observable connexion
between mere density of population, except for the presence
of small towns, and the proportion of general shops.

Passing on to grocers and provision merchants, a class
which is very difficult to define because of the hazy lines of
demarcation between them and the general shops, we find
in Map III a distribution which is difficult to interpret.
In some thinly populated areas they are frequent, in others
scarce, while there is no clearly marked correlation between
density of population and the relative frequency of shops of
this class. Indeed, the one generalization in which it appears
to be safe to indulge is that the map provides evidence of a
decided time-lag in the provision ofzhops of this type in the
more rapidly expanding areas. The south midlands, and the
south-east, compared with the older industrial regions of
the north, appear to be poorly provided for. It is possible,
however, that the difficulty of classification, together with
the abnormal frequency of general shops in the area sur-
rounding Birmingham, undermines the validity of this
generalization, while it must not be overlooked that the
developing areas may be becoming promptly equipped with
grocers’ shops of a larger average size than those previously
established 1n the north.

In the case of clothing shops (Map IV), it is possible to
detect evidence of the importance of ready access to the
sources of supply in determining the scale of operations.
Most of the centres of the textile and clothing industries
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appear to be very well provided for compared with the more
remote areas. But apart from this there is little revealed upon
which comment would be justified.

It would be unwise to attempt to build too pretentious a
superstructure upon the basis of these figures; the mere
numbers of shops without any record of turnover do not tell
us very much. Moreover, the areas which have been per-
force the basis of this investigation are not those which one
would choose in order to compare the density of shops under
various conditions of population and industry. But, as they
stand, theg give an elementary and probably fairly accurate
outline of the shopping facilities in different districts and
of the manner in which these differ in respect of the number
of alternative sources of supply from place to place.

II

So far we have been examining retail outlets classified
according to the goods they handle and our principal obstacle
has been the absence of any published statistics or reliable
estimates of their individual turnover. Butitis improbable, if
fuller information were available, that this method of classifi-
cation would prove the most fruitful one: it is forced upon
the investigator by the nature of the figures at his command.

Much more interesting would be an analysis of the
division of retail trade between department stores handling
most types of consumable goods and specialist shops, and
the further subdivision of these into those handling each
class of commodity. The latter totals could then be divided
into a series of groups according to their turnover, grouping
each class about the normal size in that class. Proceeding
from this classification, based upon the individual shop and
its class of trade, we might proceed to reclassify them
according to different patterns of organization, separating
the department store, the multiple shop, the independent
shop, and the co-operative stores, observing the relative
frequency of each of the types isolated in the previous
classification according to turnover occurring in each of these
types of organization. We could then proceed, with some
authority, to investigate the problems relating to each class

[
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and to consider the price policy appropriate to each on the
basis of our theoretical analysis.

Unfortunately data are not available for such an analysis.
It is, however, worth while following up what information
can be obtained, or deduced with reasonable propriety, along
these lines. In respect of the division of trade between the
department store and more specialized shop, it is almost
impossible to estimate with any degree of accuracy the
quantities concerned. Mr. S. P. Dobbs estimates the number
of department stores to be in the immediate neighbour-
hood of a thousand, with an average turnover of £1 50,000,
accounting in the aggregate for some £150 million per
annum. Here the difficulty lies in deciding where the
department store commences and the large draper, handling
a little furniture and a few household requisites as part of
its furnishing fabrics section, ends. Moreover, the central
premises, and often some of the branches, of the larger
co-operative societies are indistinguishable in organization
from the department store proper, although from the point
of view of the goods handled there is a clearly marked
difference resulting from the importance of the food depart-
ments in the co-operative stores. If, therefore, the depart-
ment store be defined as a type of retail outlet combining
under one roof a wide range of sales services, it is probable
that Mr. Dobbs’s estimate, based upon a narrower definition,
is a somewhat conservative one, and that the combined
turnover is larger.

The class is by no means homogeneous, either in scale of
operation or in organization. A dozen or so of the largest
stores have an annual turnover of more than £1 million
while a not inconsiderable proportion of the trade in this
class is done by establishments whose sales do not total
£250,000; in so far as a norm can be established it lies in
the class with an annual turnover of more than half a million,
this class accounting for well over §o per cent. of the total
sales. The classes og goods which they handle are sufficiently
indicated by the fact that the statistics of sales published by
the Retail Distributors’ Association, Incorporated, are
divided into Piece Goods, Women’s Wear, Men’s Wear,
Boots and Shoes, and Furniture. Taking into consideration
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the very wide sample of department stores which these
figures cover, it is clear that the bulk of the sales of the
average department store is comprised within these limits:
it was not considered that food or any of the other classes
of goods handled were of sufficient importance for separate
enumeration.

Probably the principal factor operative in determining
the size ofy a department store, and the one which accounts
on the whole for the wide range of sizes which they present,
is the varying density of population in the areas served. In
the very largest cities a whole group of department stores
can operate, but when this is the case it is normally found
that they tend to become specialized: some will cater for
‘high-class’ trade while others will concentrate upon low
prices and quick returns; some will emphasize certain
departments, while others again, especially in the case of
London, will cater mainly for out-of-town customers. In
smaller towns the department store must cast its net wider:
it must attempt to handle at once high-, medium-, and low-
priced goods if it is to secure sufficient turnover for all its
departments, and this will quite definitely handicap it b
increasing the complexity of organization within eac
department. Thus the downward limit to effective depart-
ment store operation, in any given set of circumstances, is
probably set by the smallest scale upon which it can purchase
economically. To a certain extent this has been mct‘ft;y the
combination of department stores operating in different
towns under a common management with a common buying
organization. This tendency has not, of course, been con-
fined to stores operating on a small scale, several of the
largest cities being served by groups of this character, which
are among the most efficient picces of retailing machinery
in the country.

A sub<lass of department store is to be found in the
fixed-price store, of the type of Woolworths and Marks &
Spencers. It appears extremely probable, in view of the
published profits of the principal firms of this class, that at
present their total turnover does not fall short of the depart-
ment stores. No doubt much of the rapid expansion in this
class of retailing which has marked the past five years has
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been due to the effect of the depression, which on the one
hand has rendered their low-price policy acceptable to a

rowing clientele, and on the other brought an ever-increas-
ing range of goods within their price limits. Owing to their
centralized purchasing the downward limit to the efficient
operation of this type of store is far below that of the depart-
ment store proper, and the one-price store may vary very
considerably in size. There is thus little difference between
the range of goods handled in those operating in the large
and the small towns. For the same reason a great city may
have as many as a dozen branches of one of these organiza-
tions, each serving a given area, in preference to concentra-
ting all their activities under one roof.

It is probable that, between them, these two types of
retailing, which handle wide ranges of goods from a common
unit of distribution, have sales in the immediate vicinity of
£ 300 millions per annum. If we add to these the total retail
sales of the co-operative movement, which also represents a
‘normal’ society handling the whole range of retail services,
we find that some £ 500 millions of the retail turnover of the
country is handled by non-specialists. This is not far from
representing 2§ per cent. of the total retail trade of the
country.

Turning to the ‘specialist’ shop, grocer, butcher, draper,
we find it very difficult to allocate the proportionate turnover
of each class, with the exception of the tentative estimates
of Table II. If these be accepted, then it is probable that the
turnover of non-co-operative ‘specialist’ shops of other classes
(grocers’, dairies, fishmongers’, tobacconists’, chemists’,
ironmonger’s, drapers’, stationers’, furniture dealers’, and
miscellaneous) amount to some {1,170 millions or slightly
less than 60 per cent. of the total. This does not, of course,
include the whole of each class of goods coming upon the
retail market normally associated with each of these classes
of shop, as a very high percentage of textiles and clothing
passes through the hands of the department store and an
even larger percentage of foodstuffs through the co-operative
societies.

There remain the large number of amorphous ‘general’
shops, very many of them of the parlour-window type, which
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dabble in all classes of goods—mainly grocery, green-
grocery, sweets, and tobacco, without departmentalization.
It is extremely difficult even to make a plausible guess at
their joint annual turnover, but examination og‘u family
incomes in certain areas, including a number of proprietors
of such businesses, leads to the probability that it is some-
where round about £30 millions.!

It is not possible to produce statistics concerning the
normal sizes of each of these classes of specialist shop, but
observation and discussion reveal a few pointers. The
grocer’s, the draper’s, and the furniture shop appear to vary
in size between large and small towns much more widely
than do the tobacconist’s, the greengrocer’s, the butcher’s,
the dairy, and the boot shop. It is apparent, therefore, that
given a dense population, the members of the former group
operate effectively on a larger scale than the latter, as they
seize opportunities of large-scale operation when these occur.
In the latter group there appears to be a fairly strongly
indicated average size, from which departure is relatively
slight: in the former, a steady gradation of size according
to the concentration of population in the area served.

111

Having divided retail trade between specialist and
‘general’ shop, we proceed to a reclassification according to
type of organization. To a certain extent this overlags with
the previous catalogue, which was based upon the division
of turnover between different classes of outlet. Thus the
department store is clearly a separate type of retailing
organization, as well as a type of retail outlet. And the co-
operative society, which controls both departmentalized and

2 The Social Surwvey of Merseyside, 1934, vol. ii, p. 227, estimates the average weckly
net-earnings of the keepers of small general shops at 27s. 84. per week, on a basis of
thirty samples. This net income excludes rent, and in view of the high proportion
of “parlour’ shops included it is doubtful if a higher gross income than L100 per
annum could be assumed. This indicates an annual turnover in the immediate
vicinity of £400.

We estimate (above) the number of general and mixed business at 78,500. As some
ofthae,especiaﬂythoaelituatedinmnlams.mlikdytobeofhrgalize'aqd
properly belonging to the ‘grocery’ group, 75,000 only are considered to fall within
the class of small general shops. Thus the estimated total turnover of this clas,"
£400X 75,000, emerges as {30 millions.
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specialized shops, represents a type of organization distinct
from both. What the department store, the one-price store,
and the co-operative society have in common are the special
problems relating to handling 2 wide range of goods from
one centre.

There is another class of problem, however, which relates
to the advantages and difficulties involved in distributing a
narrow range of goods over a wide area. The multiple shop
or ‘chain store’ type of organization normally handles a
fairly small selection of goods, but operates over a whole
district or country. These department stores which are
operated from a common centre, the one-price store and the
larger co-operative societies, belong to this class of organiza-
tion also, but they are not typical members. Thus, having
already dealt with them, we can leave them aside and proceed
to the task of allocating to the multiple shops their share of
the £1,170 millions o% retail turnover which the excluded
groups do not handle.

r. Dobbs estimates the total number of multiple shops
at 30,000, and their average annual turnover at £10,000,
accounting for a total turnover of some £300 millions, or
approximately 20 per cent. of the retail turnover not
accounted for by department stores, one-price stores, and
general shops. But, as the importance of the multiple shop
1s far from being equal in all trades, its distribution must be
investigated. It is by no means easy to estimate the total
turnover of the multiple shops in each trade, although it is
safe to assume, on the basis of average employment given
in Table I, that, with the possible exception of grocery, they
have a larger average turnover than that of the normal
private store. Consequently the proportion of retail outlets
owned by the multiple companies underestimates their
importance. The highest proportion of multiple shops is
to Ee found in the druggist’s trade, where some 20 per cent.
of the retail outlets are members of one of the big combines.
In the meat trade some 11 per cent. of the shops are multiple,
in the grocery trade 9 per cent., in the boot and shoe trade
19 per cent.; in all cases the proportion of trade done is
almost certainly much larger. This may be compared with
the 20 per cent. of total retail trade, exclusive of department
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stores, co-operative societies, and general shops, which the
multiple groups enjoy, and with the proportion of multiple
shops in general to the total of shops, again making the
same exceptions, which appears to be in the immediate
neighbourhood of 7 per cent.

Consequently it may be said that in the druggist’s, the
butcher’s, the grocer’s, and the boot and shoe trade the
position of the multiple group is very strong, and their
policy is thus likely to be 2 major determinant of the position.
In the other branches of retailing, with the probable excep-
tion of tailoring and stationery, their influence is far less.
In greengrocery, for example, multiple shops are only to be
encountered in a few areas centering upon importing centres,
while in the fish trade their influence is negligible.

There remains a group, collectively very large, but small
individually, both as a proportion of multiple shops and of
the shops in the trades concerned, of multiple shops operated
by firms of producers in textiles, confectionery, tobacco,
sewing machines, and the radio trades as outlets for their

own produce. The influence of each of these is apparently
small.

IV

We are now in a position to commence the most impor-
tant part of our investigation of the structure of retailing; to
investigate the price policy of these different groups the
relative strength of which we have been attempting to
evaluate. The analysis of Chapter I, revealing the indeter-
minancy of retail costs on the one hand and the imperfection
of the retail market on the other, should have prepared the
reader for a certain degree of complexity in the problem. It
must be remembered, at the expense of reiteration, that a
perfect retail market does not mean identical retail prices
but identical prices for retailers performing the same services
—or identical prices for retailers performing different ser-
vices in circumstances where the provision of either involves
the same cost. Thus 24. provides Tke Times at breakfast in
a town, The Times during the day in a remote country house.
Butter at 15. 1d. per pound carried away, but delivered to
one’s door for 1s. 24. in town and 1s. 4d. in the country,
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forms a series of prices consistent with a perfect market for
retailing services. Branded goods sold at a fixed price under
all conditions do not. At the same time mere absence of
a uniform retail price-level is not in itself evidence of a per-
fect retail market, which implies that price differentials vary
in exact proportion with the cost of the services provided.
Thus ‘market price’, in the sense of a price consistent with
perfect competition, is not likely to be encountered.

As the avowed object of the co-operative societies is to
sell at market prices, returning any resulting profits to the
consumer by way of dividend, it will be consistent to com-
mence our survey from a study of their price policy. Ingeneral
the policy of co-operative societies appears to be to accept
the prices ruling among the private traders serving a similar
section of the community in the area in which they operate.
This, of course, is not the same thing as saying that they
increase the perfection of the market: the average price in
adistrict may be a monopoly price kept up by tacitagreement.
Moreover, as Professor Macgregor has pointed out in refer-
ence to the claims of the movement to accept current prices,
in very many industrial areas the importance of the co-
operative movement is such, and the proportion of retail
trade which it handles so large, that its own policy is the
major determinant of local food prices.

While, however, the claims of the movement to be com-
pletely inactive in the formation of retail prices cannot be
taken too seriously, this need not be regarded as a criticism.
The employment to which their undoubted influence is put
varies widely from place to place and from department to
department. In the past it was undoubtcdlfy true that the
competition of co-operative stores reduced food prices and
assisted to drive adulterated products from the market,? but
it appears probable that the function of providing foodstuffs
at the lowest possible margin has now passed into the hands
of the multiple combines. The co-operative claim that the
rriccs ruling in their stores for staple foodstuffs are the
owest which are compatible with fair treatment for em-
ployees, is incapable of exact proof one way or the other.

¥ See Marshall, Presidential Address to the Twenty-fist Annual Co-operative
Congress, 1889.
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Certainly the wages paid to their sales assistants and delivery
staff by most ctquerative societies tend to be higher than
those generally ruling in private retailing, but it is not cer-
tain that their organization is sufficiently perfect for the
maximum benefit to be derived from their Kigh-wage policy:
indeed, the relatively low standards of remuneration obtain-
ing when the higher grades are reached may handicap them
in the same way that the relatively high wages in the lower
grades assist them. The multiple shops tend to lose their
most effective workers to the co-operative socicties: the co-
operative movement does not appear to attract the higher
grades of administrative ability in the same way. In an
case the fact remains that for the general run of foodstuffs
co-operative prices are seldom the lowest available. This
emerges very clearly as the result of a private and impartial
inquiry, reported by Mr. J. A. Hough 1n his book Dividend
on Co—operative Purchases, pp. 111-12, which investigated
the relative co-operative and ‘private’ prices of staple food-
stuffs in February 1934. The areas covered were wide and
comprehensive; the findings of the inquiry are summarized
by Mr. Hough as follows:

‘(1) In all cases in the northern half of the country co-operative
prices were either the same or slightly higher than private trade prices;
in no individual instance were the general co-operative prices found
to be lower than private trade prices. This fact confirms the view
previously expressed that in most districts the local co-operative society
tends to dominate the price level, and outside prices are, in consequence,
fixed at a level, in most cases a fraction below the level of the co-
operative prices. In the southern half of the country co-operative
prices were the same as those charged by other traders, and in some
instances there was a suggestion of the co-operative prices being
slightly lower.

(2) In no individual instance was the margin of difference between
co-operative prices and private trade prices in a selected area found to
be equal to the rate of dividend per £ of sales paid by the co-operative
society operating in that area. This proves that any slightly higher
prices that may be charged in some instances by co-operative societics
do not pay for the whole of the dividend, but it is highly probable
that some part of the dividend is accounted for by slightly higher
prices, particularly in the case of societies paying a high rate of divi-
dend.’
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What then may be said about their general price policy?
One major and two minor conclusions seem fairly well
defined. Firstly, that co-operative dividend cannot be the
pure resultant of accepting the market price wherever a
society is operating, conducting business efficiently, and
distributing net profit, if ‘market price’ is to be considered
as a rough approximation to the ‘average cost of retailing’.
Ifit can %e considered that a competitive market price exists
for foodstuffs in common demand, and is fairly similar in
most urban areas, then co-operative societies operating in
areas of equal density of popufation would pay roughly equal
dividends. But this is not the case: dividends of societies
operating in similar circumstances vary from 1s. to 3s. This
variation is not the result of the vicissitudes of a year’s
trading: most societies tend to set themselves a rate of divi-
dend, to maintain it year by year, and to subordinate their
price policy to obtaining it. Moreover, and this finally
destroys the concept of dividend as a pure resultant, the
majority of the high-dividend societies are situated in the
north of England, while the average dividend of the southern
societies is distinctly lower. It is difficult to reconcile one-
self to the conclusion that retailing in Lancashire or in the
lowlands of Scotland is so much more profitable than it is
in the relatively prosperous south!

It follows from this that the co-operative societies in
fact adopt the practice, common to the whole of the retail
trade, ofP charging ‘what the traffic will bear’. Owing partly
to the wide range of retail prices existing everywhere, partly
to the effect o? co-operative prices themselves upon local
price-levels, it is never difficult to find local prices similar
to those charged by co-operative societies, and thus to pay
lip-service to the ‘market price’. In areas where the dividend
is highest the practice appears to have an historical basis:
these areas are in the main ones where the movement has
been established longest and where, consequently, the actual
effect of tradin$ at ‘market prices’ would 1n the days of the
pioneers have led to a wide margin for an efficiently run
store. The effect of ‘painless saving’ thus obtained appears to
have taken root in local co-operators, who continue to follow
a policy which in effect means making their savings through

4337 1
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paying fairly high prices, lending the resulting margin on
the average for six months to the society without interest
(the average period of investment of the surplus making up
an annually paid dividend, half of which will have lain for six
months in the till) and then receiving them in the formof divi-
dend. There is, however, one conflicting factor operative in
the areas in which co-operation has long been established. It
is the general practice of societies to follow the wise policy
of writing off their capital charges as rapidly as possible, and
in those districts where the proportion of recent capital
development is low, the high rate of dividend may be the
legitimate result of past economies—in exactly the same
way as the future dividends of a company may be increased
by a conservative depreciation policy. In these cases, there-
fore, an abnormally high dividend is not to be attributed
wholly to the practice of saving through dividends. But, in
general, in those districts where co-operative dividends are
. higher than the average, a certain reflection of the past is to
be observed in their prices.
Where this practice obtains it is probable that the result-
ing price policy of local societies will tend to maintain retail
rices at a relatively high level. Examination of the statistics
published by the Co-operative Union reveals that a very
clear correlation exists between a high-dividend policy and
a high proportion of co-operative trade per head of local
population. Thus the areas where co-operation is strongest
are the areas where one may expect its effect upon retail
prices to be most inflationary: this is particularly marked in
Scotland, where a high-dividend policy is all but universal
and where co-operative trade per hca?of the population is
far larger than in the rest of the United Kingdom. On the
other hand, a very large proportion of co-operative trading
is in the hands of societies following a low-dividend policy,
and although these societies do not supply so large a propor-
tion of the local retail turnover as the others, they have a
larger total membership and come into contact with a larger
circle of customers. Moreover, it appears to be this group
of societies which are extending their membership and turn-
over the more rapidly and, representing in the main as they
do districts where co-operation is of comparatively recent
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growth, are indicative of a changing attitude on the part of
the movement. It is thus difficult to say more about the
effect of co-operation upon retail prices in general than that
in the older areas it tends to exercise an upward pressure
and in the newer and more rapidly expanding one, a down-
ward pressure.

There are still one or two minor conclusions to establish.
The first of these is concerned with the provision of branded
and packeted goods. In general, retail societies tend to
supply brands made by the Co-operative Wholesale Society
in preference to those which are nationally advertised and
of which the retail prices are fixed by the manufacturers.
This practice on the part of manufacturers will be discussed
later 1n conjunction with the pricing policy of the ‘indepen-
dent’ retailer, in which it features very largely. It is only
necessary to note at this point that control of retail prices
gives the manufacturer power to extort monopoly profits,
at the expense of sharing some of the proceeds with the
retailer in order to induce him to handle the brand concerned.
Now the C.W.S,, in general, does not impose fixed prices
upon retail societies, and in those cases where it does seek
to exercise pressure suggests maximum prices instead of
maintaining minimum ones. Thus the influence of the co-
operative movement in this particular sphere—which is
becoming increasingly important—is definitely towards a
more perfect retail market. In place of the ‘national’ price,
societies are free to vary the retail price of these standardized
goods in accordance with local costs. In general the prices
finally established for these products tend to be below those
of their nationally advertised and price-maintained competi-

“tors. It is probably for this reason that certain proprietors of
branded goods refuse to sell through co-operative societies:
the general argument for maintained retail prices—that a
carefully nurtured reputation may be destroyed through dis-
criminating price-cutting on the part of retailers seeking
personal advertisement—can hardly be said to apply to the
repayment of dividend. .

The second minor conclusion relates to the effect of co-
operative competition upon milk and bread. It is common
knowledge that the position of co-operative trade is strongest
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in those classes of trade which are of a routine character—
where flexibility of organization and rapid adaptation of supply
to changing tastes are not essential. Moreover, the totafof
co-operative customers for milk and bread, the provision of
both of which conforms to these conditions, tends to be
more nearly coextensive with co-operative membership than
in any other branch. Thus they have a large and clearly
defined market, not liable to fluctuation and secured without
specific outlay upon advertisement, and a standardized pro-
duct to distribute. It is not surprising, therefore, that in
these two spheres the effect of co-operative competition has
on the whole been to enforce a certain degree of conformity
to the low-cost conditions which they enjoy, even though in
many cases the two departments concerned are known to
afford generous subsidies to other departments of co-opera-
tive trade where natural advantages are less. Since the in-
auguration of the Milk Marketing Board the co-operative
movement has been a constant force making for a lowering
of the distributors’ margin. (Or, more precisely, has been
a factor in moderating the claims of the distri utors.? In
some cases, one of the most interesting being in Scotland,
the area where co-operative dividend tends to be highest,
local societies have come into open conflict with their %ellow
distributors.

In the case of bread the Report of the Royal Commission
on Food Prices may be allowed to speak for itself. After
calling attention to the surprising uniformity of bread prices
in certain districts the commissioners continue:

‘in several cases the uniformity of price was stated to be definitely due
to the fixing of prices by the local Association of Master Bakers. . . .
The National Association of Master Bakers states that in most large
towns committees of the local associations recommend an advance or
a fall in price according to the flour market, but there is no pain or
penalty attaching to any trader who declines to act on the recom-
mendation. . . . We are told that in Glasgow, where there is no
authoritative body which fixes the wholesale price for the baking
trade as a2 whole, the price is fixed by the wholesale factories in
consultation from time to time and forms the basis of the Glasgow
prices.’

In the course of the next passages the co-operative move-
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ment as a whole (one or two inevitable exceci)tions being
cited) is cited as a factor making for low bread prices.

‘Witnesses from these societies have informed us that they are
frequently approached by the local master bakers with suggestions
that the price of bread should be raised. . . . . It appears to be the case
that co-operative societies do very often, owing to their refusal to act
with the local master bakers, keep down the price of bread to the
benefit not only of their own members but also of their rivals’ cus-
tomers.’

To summarize this section, then, it appears to be true
that in general the policy of the co-operative movement in
respect of retail price is to ‘charge what the traffic will bear’,
except in those cases where the resulting profits are so large
as to offend their sense of what is right and fair. This
limiting factor might more often be brought into play were
it not for the difhculty, which most co-operative societies
share with the department stores proper, of adequately ascer-
taining the separate costs of departments. ‘What the traffic
will bear’ depends upon the extent of the wish of local
members to use dividends as a vehicle for saving: it is this
which, in general, finally determines the effect of the local
co-operative society upon the perfection or imperfection of
the ﬁcal market. In consequence, it is of some interest to
conclude this section by a rough analysis of the total of
co-operative trade. In 1930 some §7 per cent. of the total
co-operative turnover was in the ‘grocery’ class—including
bread—and some § per cent. represented milk sales. It
is probably in these two classes that most of the beneficial
effect of co-operative trade upon the prices of competitors
is exercised. Meat, a class of trade in which, on the basis
of the Royal Commission on Food Prices, the influence of
co-operative prices is in the opposite direction, accounted
for some 9 per cent. of the total of co-operative turnover and
for just over 14 per cent. of the total retail sales of meat.
With the exception of drapery (8 per cent. of the co-opera-
tive total) which is a class so lacking in homogeneity and in
which the interest and the policies of local societies differ so
widely that generalization 1s impossible, all the other nume-
rous sections of retail turnover are individually very small.
Thus it appears that in only three classes of trade are the
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prices of co-operative societies likely to have any appreciable
effect upon retail prices in general.

In the course of the preceding passage a point arose which
renders it desirable for the price policy of department stores
to next engage our attention. It was suggested that the co-
operative societies were reduced to a practical policy of
‘charging what the traffic would bear’ in face of the major
difficulty of finding a ‘market price’ corresponding to average
costs of distribution on the one hand and the added difh-
culty of finding what was the cost of any one department on
the other. This problem, without the help of the assured
market of the co-operative societg or the hindrance of work-
ing to a dividend policy decided by consumers, is very largely
that of the department store. g'hc position is outlined
very clearly by Mr. Neal in Retailing and the Public. Given
the rental and maintenance charges of his expensive and
elaborate building, given the cost of employing an adequate
sales and delivery staff, the problem is to find a combination
of ‘lines’ of merchandise the net return on which will render
the maximum over and above these relatively fixed costs.
This entails selecting the right proportions of Eloods, and
pricing them at rates which, allowing for marking down
those goods which show no signs of moving at the original

rice, will maximize the net return. But the solution which

r. Neal suggests is a little too simple: he states (although
a condensation as brief as this does him very grave injustice):

“The basis for retail pricing is the percentage system. . . .. Roughly,
according to the class and type of trade, there will be a standard per-
centage for expenses, and this performance is expressed as a percentage
of turnover. This in turn gives rise to a standard percentage of gross
margin to be aimed at. . . . In effect this means that there always
exists a very constant ratio between purchase price and selling price.’
The difficulty in accepting this explanation lies in the ‘stan-
dard percentage for expenses’. If the retail market were
really perfect, and in each class of retailing the retail margin
was so clearly determined by competition that the gross
margin any retailer could hope to obtain in the long run in
return for supplying certain specified economies of location,
stock-holding, £livery, credit, and general amenities was
unequivocally fixed, then the problem of the department
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stores would be simplified: the task would then be purely
one of selecting the right proportion of each class of goods
to yield the maximum return compatible with the service
offered to the public. But the retail market is 7oz so perfect,
and no such objective scale exists.

If the alternative definition of ‘standard costs’ be taken—
the standard costs established by the store concerned, with
its unique reputation, clientele, and methods, then the pro-
blem of allocating the very heavy overhead costs of a depart-
ment store supervenes. It is probable, therefore, that
standard expenses are a very nebulous concept, and that the
department store in practice approaches its pricing pro-
blem from a slightly different angle. The general attractions
of a department store—reputation, site, incidental ameni-
ties—determine the prices which customers will give for its
various ‘lines’ of merchandise rather than adventure else-
where. Thus, like the seller of any branded commodity, it
is confronted with a series of sales which it can make at
different prices. It is far more in keeping with the normal
economic analysis of business activity to assume that the
store will in each department measure on the one hand the
estimated income resulting from each of a series of price-
levels, on the other the prime cost (sales staff salaries and
cost of stock) which can be measured fairly clearly for each
department if not for each commodity, and decide upon the
price which will maximize net return.

How far, and this is the practical problem which now
arises, can the store estimate the reaction of its market? At
this point a further elucidation of the situation in terms of
economic theory appears to justify a digression.

The normal concept of a market consists of a schedule of
the different quantities of one product of which the seller can
dispose at each successive point over a range of prices.
Given costs of production, and the ratio at which these
increase or decrease as production is increased, the most
profitable position for the seller to occupy is determined by
the ratio at which demand increases as prices fall. This
latter depends on two factors: ‘income elasticity’, or the
ratio between changes in the available income of purchasers
(which may result from a secular or cyclical change in the
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general income level, or from a fall in the price of other
goods which they habitually purchase, or from a fall in the
unit price of the goods under consideration) and changes in
the amount purchased, and the ‘elasticity of substitution’,
or the ratio in which different quantities of alternative com-
nll‘odities afford the same satisfaction as their relative prices
change.

Thus if the market is examined, as is normally the case,
against an assumed background of unchanged prices of
other goods and unchanged general level of income, the two
factors which determine the ratio between changes in price
and changes in demand are (4) the amount of income set
free by a fall or absorbed by a rise in the unit price of the
goods under consideration, () the ratio at which different
quantities of alternative goods give equal satisfaction at the
level of available income thus determined.

For the case of the seller of a single commodity the effects
of these two need not be distinguished. If he can estimate
how demand will change as he alters his price, he has all the
relevant data for his decisions. Although he will not trouble
to distinguish between them, it is probable ?f his market
is made up of persons with a2 wide range of different in-
comes) that at high prices, as his customers will then tend
to be wealthy persons, for whom changes in available income
resulting from changes in his price will be inappreciable,
the dominant factor will be elasticity of substitution, i.c. the
relative satisfaction which can be obtained from a given
quantity of his product compared with given quantities of
other products. At low prices, on the other hand, income
elasticity will be more important, as changes in his price
will appreciably alter the ‘available income’ of the less
well-to-do. (It is noteworthy, at this point, that the larger
the unit price of the goods concerned, the higher up the
scale of prices income elasticity will commence to be in-
fluential, and vice versa.) Thus it is probable that, at high
prices, changes in price will affect demand less than at low
ones. This does not, however, mean that sales will tend to
increase if prices fall very low, as the income thus set free
may be spent in other directions.

Abandoning the seller of the single product, the seller of
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a wide range of products is very vitally concerned with the
factors combined to make up the ratio of demand to prices
for each of his ‘lines’. If an increase in the demand for one
is obtained at the expense of a decrease in the demand for
another, then unless the former outweighs the latter, there
will be no net gain if the profits on both transactions are
the same. If the margin on the new ‘line’ is greater than that
on the old, however, 1t may pay to press the sale of the former
even at the expense of the sales of the latter. Thus the con-
ditions of demand for a department store (or any organiza-
tion either producing or selling more than one product) do
not lend themselves to simple two-dimensional representa-
tion in the form of a ‘demand curve’. The variables in the
problem of its sales manager are (4) the degree to which
articles which it sells can be substituted for each other as
relative prices change; (4) the degree to which they become
substitutable (either favourably or adversely) with the
‘products’ of other firms, and, (¢) the degree to which changes
in prices absorb or set free income which would be spent
with the firms concerned or with its rivals. And, to com-
plicate the problem, in each case the margin of profit (gross
yield — prime cost) on the article concerned must be taken
into account.

The market was defined, tautologically, as ‘a schedule of
quantities which would be sold’. The market of a depart-
ment store, if the concept is to be of any practical value,
must be a picture in the mind of the sales manager of
what can be sold (taking into account the compatibility of
simultaneous sales of closely competing products). The
theoretical classification of the previous section, combined
of course with the knowledge oF relative profitability which
he already possesses, is of some value in interpreting the
data from which his picture of the market must be con-
structed.

The profits of a department store depend upon maximizing
the maintainable net revenue from sales. These italicized
aspects of the objective are important: it is possible to
increase sales during one period at the expense of the
succeeding one (especially during ‘sales’) and it is possible
to embark upon 2 policy of expansion in one department

437 'q
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which is enormously successful from the point of view of
that department considered alone, but of which the reper-
cussions lessen the total sales of the firm by means of their
cffects upon other departments. Therefore what the sales
manager needs to know is the ‘potentiality for net expansion
of sales’ of those persons who are already customers of the
store and those who may reasonably be considered as possible
customers. He will need to know of whom the former grou
consists, where the latter may be sought, and how bo
groups will react, in terms of expenditure and substitution,
to a given sales policy. And his problem is wholly a dynamic
one—only those data are of value which will help him to
estimate how sales will expand or contract in each of his
different groups, and what the power of each group will be
to influence the net result. a lot of the most easily
available data will be quite useless, and a lot of the most
valuable, quite unobtainable.

We have defined ‘the market of a department store’, for
practical purpose, as its potentiality for net expansion. What
are the necessary data from which this may be estimated?
It was suggested previously that the preponderance of
high- or low-income groups among normal customers
would indicate a lesser or greater degree of sensitiveness to
price changes, but that the relatively greater sensitiveness
to price of the lower income group would tend to be accom-
panied by a greater ‘elasticity of substitution’ leading to
dangers of compensatory transfer of custom from one type
of goods to another. Thus it is essential to obtain some idea
of the relative importance of different income groups among
existing customers of the store.

Furthermore, in view of the way in which a transfer of
custom from one type of goods to another at the lower
income levels may be compensated for by the attraction of
new customers (by a price policy directed to stimulating
sales among the lower 1ncome group) it is also desirable, if
difficult, to ascertain at what income level the largest number
of potential customers are to be found.

The next step, therefore, is to arrange an ideal classifica-
tion of those data concerning the firm’s market which are
relevant to the problem.
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A. Customers already dealing with the stwre.

The firm will have some record of its regular customers:
these may be divided up into income groups. Probably
some further re-sorting of these income groups into ‘expen-
diture’ groups will be necessary. The basis of these expendi-
ture groups should not be estimates of what they now spend
with the f?rm, as this would be begging the question around
which the whole problem revolves. But social habits are a
basis of what each group might spend, and are therefore of
interest. Here the question of geographical location is

aramount, and the main division (at least for Great Britain)
1s between urban and rural customers. The precise inter-
pretation of this kind of classification would depend upon
a fairly intimate knowledge of the social life of the country
concerned. A further and probably easier classification would
be along professional lines.

Assuming that some classification of this kind is possible,
the next step is to find out how these expenditure groups are
represented among the customers of each department. It
will almost certainly be found, if this can be done, that the
distribution of the different expenditure groups will be
different in each department. This seems to provide some
guide to departmental policy (except, of course, in so far as
different departments are specifically designed to attract the
custom of one group only). For less specialized departments
it seems probable that those of which the customers include
a greater proportion of members of the higher income groups
than the aggregate of all departments may safely seek new
customers among those who ‘come in’ at a lower price level
in other departments. In the opposite case, when a pre-
ponderance of ‘low expenditure’ customers is found it might
prove profitable to introduce alternative goods of higher

quality.
B. Potential customers,

1. Casual customers. The previous classification pre-
supposed that some record of the regular customers of a
firm (not necessarily even nearly complete) was available.

And it was concerned with ‘regular’ customers—a definition
which would in practice be a purely arbitrary one determined
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by frequency of purchase. It is with the creation of these
regular customers, however, that the sales manager, in
search of steady revenue, is concerned. The customers of
one department are potential customers of others: this line
of development was indicated previously.

In addition to regular customers of one or more depart-
ments, any department store is bound to have a large
number of casual customers who are potentially regular
ones. It is, of course, impossible to find out anything about
these directly, but an indirect approach may yield results.
Assuming that it has been possible to get some kind of
classification of regular customers, which at least indicates
the distribution of income groups in different departments,
the ratio of regular to casual customers in each department
gives a basis from which to work. If the ratio of casual
customers is highest in the department where the proportion
of customers falling into the higher income groups is largest,
it seems probable that the quality of the stock may be
deficient. If the ratio is highest where low-income groups
preponderate, prices may be too high. Thus these ratios
between regular and casual customers in combination with
the classification of regular customers, may indicate where one
group of potential customers lies and how to approach them.

2. New customers. It does not appear possible to deal
with the question of attracting completely new customers in
a manner coherent with the rest ofP this analysis. The only
bridge between the problem of developing the potentialities
of an existing market and the distinct problem of the
possibilities of extending that market seems to be com-
parison between the proportions of the expenditure groups
in the population of the area from which the store alrea Z
draws most of its customers with the proportions which eac
of these groups make up of the total turnover of the firm.
This, combined with an estimate of the competitive sources
of supply of goods similar to those handled by the firm,
should give some indication of the most profitable field of
expansion. But the data for such an investigation would be
very difficult to obtain, and far from amenable to lucid inter-
pretation: no attempt is here made to suggest methods of
approach.
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If the argument of the preceding sections is correct, the
main basis of any valuable definition of the market of a
department store must be an accurate classification of its
customers into income, or rather expenditure, groups. What
data are likely to be available for this purpose?

The accounts of the credit customers of the firm provide
the first and most obvious source of information. If they
are numerous enough it should be possible, in a capital city
or indeed in any large town, to arrange them roughly into
income groups on the strength of their addresses. The fact
that this method is only applicable to urban customers does
not invalidate it, as we saw in an earlier section that these
should, for the purpose in hand, be segregated from rural
customers. Unfortunately credit customers are not equally
drawn from all income groups, and to argue direct from the
distribution of credit customers would be to give an undue
preXondcrancc to the higher ones.

nother possible source of information is the delivery
records. This also must be interpreted by relying upon
addresses as evidence of income and tends to overweight
high income groups.

The weakness of both these sources of information is their
tendency to overweight the higher income groups. It may be
feasible to discount these by means of sampling. One or two
assistants in each department might be detailed to keep a
record of the regular customers whom they recognize which,
multiplied by the number of assistants, would be compared
with the total number of credit and delivery customers. If
these two totals showed only slight discrepancy, the latter
could be accepted as a guide. If they did not, it would be
necessary to keep a record of the expenditure of the ‘recog-
nized regular customers’ by the same assistants over a month
or more. It might then be possible, though difficult, to sort
these into income groups on the basis of money spent,
although this, as we have seen, begs the questions we set
out to answer.

Or it may be possible, if some idea of the number of
regular customers can be obtained by sampling, to work on
the basis that a// the regular customers in the higher income
groups are credit customers, their incomes consisting of
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annual dividends or quarterly salaries, and that the lower
income groups should be credited with all the regular
customers who do not make use of credit. An analysis con-
ducted on this basis would necessarily be inaccurate, but it
would probably be of greater value for the purpose under
consideration than one founded on the suggestion of the
previous paragraph. '

The relative number in each of the income groups amon
the customers of each department might thus be cstimatccﬁ
It remains to compare the ratio o? ‘regular’ to ‘casual’
customers for each department, and this is a much more
straightforward task. The criterion of ‘regularity’ will have
been an arbitrarily assumed frequency of purchases, and the
number of regular customers is now known. The total
number of transactions over a period will in any case be
known: the minimum number of transactions to ‘qualify’ a
regular customer for purposes of this analysis will be known.
Therefore, if the total number of regular customers is
multiplied by the minimum number of purchases they must
have made, and the result subtracted from the total number
of purchases, the result will give the number of casual
customers. Many of the ‘regulars’ will make more than the
minimum number of purchases, but then many of the
‘casuals’ will make more than one: the two will tend to offset
each other. They will not do this exactly, but that does not
matter, as they will indicate the different ratios between
casual and regular customers in departments where higher
or lower income groups predominate, on a similar basis in
all cases. Thus, if the cause of error is the same for all the
data which are to be compared, it can be ignored as it will
not affect the conclusions.

The preceding suggestions are of necessity somewhat
inchoate. Their practical application would necessitate an
observant eye and a fairly intimate knowledge of the spend-
ing habits of all social cl{sses in the community concerned.
Especially is this true in the case of dividing customers up
into ‘expenditure groups’ on the basis of address, location,
and profession. But it seems probable that, where a large
firm 1s concerned, such an investigation might be freed from
very grave error, by the law of large numbers. It appears
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improbable that any difficulty would be experienced in
selecting one or two assistants to do this ‘sampling’ in each
department, and, provided the imperfection of the material
were recognized, the results should be a fairly reliable
guide to price and product policy in the different depart-
ments,

The manager of a department store thus equipped would
be in a position to estimate the net revenue resulting from
cach of a series of different price policies in each department:
he could anticipate probable results from an increase of price
or from changes in the quality of goods stocked, and could
thus maximize the contributions from each department to
overhead costs. It is not probable that an investigation of
the kind tentatively suggested above would indeed be
necessary: almost certainly the major concepts are already

resent in his brain. Many a business man has been regulat-
ing his affairs on a basis of marginal revenue and marginal
costs without being any the less efficient for never having
heard of them! And it appears that in practice the policy
of department stores is Far more consistent with such a
supposition than with the assumption that the insoluble
roblem of allocating overhead costs between departments
as been solved.

Consultations with general managers of department stores
tend to support this view. One of the largest and most
successful o? the departmental organizations operating in
England has altogether abandoned the idea ofP allocating
expenses between departments, even paper and string and
sales commissions being merely checked against the per-
centage of turnover they represented in the previous account-
ing period. The gross margins for each department are
determined by the board, sometimes in consultation with
the sales staft, on the basis of ‘what the traffic will bear’.
This is always calculated independently of the ‘normal’ gross
mark-up obtaining in the shops specializing in the class of
goods concerned. Individual prices are determined by
departmental managers, guided by the average gross margin
to which they are working: even at this stage a minimum of
attention is paid to the prices charged by competitors: one
case of price comparison in six months was cited to illustrate
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this point. ‘Loss leaders’ or goods sold below cost as a
method of advertisement are the responsibility of the general
manager and are, like all other types of advertisement,
regarded as general costs to which all departments must
contribute. Some departments indeed are definitely run
below prime cost as an advertisement, and, of course, a new
department is allowed time in which to build up its sales.
But the Fencral principle running through the whole pricing
policy of the firm is to charge what the traffic will bear above
prime cost, and to thus maximize the contribution to general
expenses of all departments.

Another store stated that certain classes of expenditure
were allocated, but not charEcd to, departments; that buyers
were given ideal mark-up figures to aim at, and that while
these figures were decided upon after taking departmental
costs into account, they were not based upon them. Two
factors taken into account were those cases in which a
strongly marked tendency for prices to approximate to a
definite figure operated in the outside market, and where
similar goods were on sale in other stores: in the latter case
prices were fixed a little lower.

These two examples appear to combine with our theo-
retical excursus to indicate that the department store bases
its pricing policy on making the best of its reputation and the
degree to which its general amenities attach customers to it.
It 1s indeed difficult to see what other policy it could follow:
departmental costs are not clearly d%ﬁnablc and ‘market
prices’ are very seldom clearly denoted. And, judging by a
courageous but completely unsuccessful attempt on the part
of an American group of department stores to chargc
differential prices for the provision of delivery and credit
facilities, their customers would not welcome a more
accurate allocation of expenses.

In contrast with the manner in which the department
stores appear to rely upon the inelasticity of demand in their
privaté markets, the multiple stores seem to concentrate
upon selecting those classes of goods for which demand is
most elastic—for which a slight difference in price will
attract the maximum amount of custom. Compared with
the department store, their problem is simple. Most of
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their economies lie in the field of buying: they can always
cater for the market on the best possible terms for any really
fopular class of goods, because their purchases are so large.

n many cases indeed they are in a position to control the
wholesale market and may easily exercise so great an in-
fluence over producers, once they have become the main
avenue of outlet for the producer’s output, that they can
obtain goods at little over prime cost. In so far, therefore,
as they are purely retailing organizations, the reason why
they have become one of the major forces keeping down the
prices of certain types of foodstuffs becomes apparent. They
tend to select those classes of goods for which demand 1is
most elastic, because it is for these that the economies of
large-scale wholesaling are most strongly marked. For the
same reason, like the co-operative societies and indeed the
department stores, which also have clearly marked price

oricies of their own, they tend to avoid the price-maintained

randed goods which are not of their own packing, as the
price policy of the manufacturers might not harmonize with
their own.

This analysis appears to be justified by results: the general
level of multiple-shop prices tends to be slightly lower than
the average because of their concentration upon standardized
goods in enormous demand,! but it can only be applied
without qualification in those cases where the firm concerned
is purelyaretailing concern. Inthe case of mostof the big mul-
tiple firms this is nottrue. By far thelargest group of multiple
shopsin the country is that in the grocery trade which includes
the three most famous of the multiple grocers together with
eight others, and is closely connected with a very large com-
bination interested mainly in the utilization of fats, most espe-
cially in the form of margarine and soap. In the meat trade
an almost equally large group, also composed of a series of

% This statement, like most of the judgements passed in the course of this chapter
upon the representative pricing policies of different groups of retailers, can be
supported or opposed with almost equal ease by means of lists of prices selected
from among the endless multiplicity of retail prices. Consequently, no comparative
examples of multiple and non-multiple prices are quoted. But the opinions to which
the writer has committed himself are based upon personal observations, upon con-
versations with private shopkeepers, the officers of the co-operative movemeat, and
of the multiple stores, and with observant consumers, and upon some years inside
experience of retail trading.

Q L
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firms operating under separate names, is intimately related
with interests controlling the production and oceanic
transport of meat. In the boot and shoe trade, in tailoring,
and in chemistry the retail chains are the direct outlets for
firms of producers which sell their own products almost to
the exclusion of anything else. In some cases the develop-
ment has been downward—the producer has opened his
own retail outlets; in others, retailers have become progres-
sively interested in manufacture. The general result is that
the typical multiple shop is not a pure retailer, but is bound
up with the financial fortunes of a producing interest. It is
therefore necessary to allow for the effect of this fact upon the
price policy which appears to be natural to the multiple shop:
perhaps the manner in which the historical development of
each group has taken place affords the most satisfactory
explanation. The grocery multiples originated for the most
part as pure retailers, and their price policy appears to have
been moulded throughout by this circumstance. In the case
of their financial connexion with the margarine industry, no
change of principle appears to have taken place: a retailing
organization already specializing in providing for the million
those articles of food for which demand was most elastic
(most elastic, that is to say, for the individual retailer, and
hence for any group not completely controlling the market)
obviously provided the ideal medium through which to
distribute a new foodstuff of which the low price was the
principal attraction. The same is probably true of the house-
hold soap with which the groups are connected. This natural
similarity of price policy 1s probably among the reasons for
which the centralized control of these groups has recently
been relaxed.

The history of the meat multiples is the exact reverse, but
the principle appears to be identical. These originated as a
specialized channel through which to distribute another
cheap foodstuff—imported meat. Thus they naturally relied
upon the effect of low prices to initiate their goods into the
public favour and appear to have adhered fairly consistently
to a similar policy. Their scale of operation indeed renders 1t
possible for them to differentiate in the classes of meat they
offer for sale in various districts, reserving the higher-priced
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cuts for the more wealthy districts and selling the coarser in
poorer neighbourhoods. This frees them from the problem
of the private butcher who very frequently is forced to sub-
sidize the yield on one class of meat by that of another—a
contingency resulting from the fact that nature provides
sirloins, ribs, and shin in a rigidly fixed ratio which does not
exactly correspond to the relatively greater demand for one
or the other type which may obtain in different districts.
This tendency indeed results in the appearance of small
multiple butchers in most towns of any size, handling both
English and imported meat and operating from five to
twenty shops. But the big firms, covering the whole country
from their depots in the importing centres, form by far the
dominant proportion of the multiple meat trade, and the
advantage of differentiating between districts, which they
share with their smaller brethren, is probably of secondary
importance to them. The one departure from what appears
to be their policy of reducing both costs and prices to a
minimum is connected with their use of ‘loss leaders’:
Lord Vestey in his evidence before the Royal Commission
on Food Prices stated that imported lamb was normally sold
at uneconomic prices in order to attract custom. Obviously,
therefore, in so far as this custom obtains, there is a tendency
for their influence to force retail meat prices away from the
relative costs of handling different classes of meat and thus
to handicap the effect o? their general policy upon the per-
fection of the retail market.

This low-price policy appears also to characterize the
greengrocery multiples: they are not, however, of great
importance except in a few areas, mainly districts surround-
ing importing centres, where the advantages of centralized
buying appear to outweigh the difficulty of estimating at a
purchasing centre the fluctuations in demand and supply
of a commodity of which the supply fluctuates considerably
and which is extremely perishable. The same may be said
of multiple fishmongers.

The multiple chemists appear to be in a similar position
and are, of course, much more important than in the two
last-mentioned trades. In view of the large number of
chemical products which are price-maintained and nationally
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advertised, they have not so free a hand as the other multiple
stores, but their manufacturing activities provide substitutes
for these, and their price policy appears to conform to the
normal multiple-shop pattern.

When we pass on to the boot and shoe trade, however, the
position is somewhat different. In most cases the multiple
stores in this trade have been organized to provide an outlet
for the goods of one particular producing interest, and their
policy in respect of prices, even allowing for the tendency
of the industry to effect economies of large-scale production,
does not seem to be quite identical with that common to the
other type of multiple store. The tendency of their heavy
expenditure upon advertisement is to split up the market
into groups attached to brands rather than products and thus
to create for themselves quasi-monopoly positions. This
position, and indeed this history, they share with the great
multiple tailors. In both cases, however, the form of distribu-
tion has been developed in order to introduce mass-produced
products into the market in place of more individualized,
probably better finished, but much more expensive small-
scale production. Consequently, although they may not
represent quite such an efficient form of low-cost distribution
as the other multiple groups, or even the retailing organiza-
tion they replace, it is probable that this cost is the price
which it is necessary to pay in order to enjoy the economies
of large-scale production.

Finally, when we come to the miscellaneous group of
small or smallish distribution chains organized as outlets for
the products of odd firms in nearly all the consumers’ goods
trades, it is difficult to say more than that their policy appears
to approximate more closely to that of the tailors and shoe-
makers than that of the food multiples.

The general conclusion to be derived from this study of
the price policies followed by department stores, co-operative
societies, and multiple shops is to indicate that the private
shop has been to a very large extent deprived of the chance
of handling those goods for which price appeal is of the great-
est importance, owing to the economies of mass purchase
or production and standardized distribution which large-
scale organization permits. Consequently, the private shop
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has in 2 good many trades been driven to specialization,
providing for small groups of consumers for which it is not
worth the while of the big group to provide, or building up a
special market by means of advertisement and liberal service.
In these cases the dominant factor in pricing policy is the
partial monoKoly thus obtained and the possibility of exploit-
ing it. In those trades where the competition of the big
groups is not important, and for all trades in those areas
where this is the case, it is not possible to lay down any
general principles.

One very important factor, however, remains to be dis-
cussed, which is of special relevance to the private trader.
As we have seen, department store, multiple store, and co-
operative society alike tend to avoid handling the very large
quantity of goods which are nationally advertised, and of
which the retail prices are fixed by the manufacturer.
Consequently, the private trader is the medium through
which these goods reach the public: what is the effect upon
his pricing policy?

As a fuller examination of this problem will be undertaken
at a later stage in this book when its importance in the
changing structure of retail distribution will have become
more apparent as the result of investigating these changes,
a brief summary must suffice for this static analysis. The
producer of branded and price-maintained goods is a quasi-
monopolist. He may share his monopoly profits with the
retailer, thus widening the retail margin in the trade con-
cerned and, by allowing a smaller investment in stocks to
Erovide a livcﬁhood, increase the number of retailers, Or

e may in part derive his monopoly profit from the retailer,
thus narrowing the retail margin and either tending to
reduce the number of retail outlets, or, where the retailer
is in a position to recoup himself, causing the distribution
of his product to be subsidized out of widened retail margins
on the other goods handled by the retailer. The impor-
tance of this factor in the price policy of the independent
retailer, together with an iné)ication of Ais importance to the
manufacturer of such products, may be illustrated by quo-
tations from a letter written to Marketing by an independent
retailer.,
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“The truth is, that, as things are to-day there is probably no type of
retail trader who is less independent than myself, and the group of
which I am a member.

‘Surely it is by now almost universally acknowledged that the days
when the independent retailer made his living from selling his own
brands of production have gone for ever. There is, of course, a very
large amount of this business still done, but it is no longer the mainstay
of the private trader’s turnover.

‘Far from it. The private trader is dependent for his business
almost exclusively on nationally advertised lines of branded goods,
and he will become even more 8o in the near future,

‘As competition for business increases, and with it, expenditure on
the national advertising of branded lines, so the independent trader
will assume an ever growing importance to the Independent Manu-
facturer. . . .

‘T suggest it is no exaggeration to say that in a very short space of
time, comparatively speaking, the counters of the co-operatives and
chain stores will no longer provide a ready outlet for this individual’s
products.

‘It is therefore clear that if the *“independent” retailer is, in fact,
completely dependent on the “independent” manufacturer, the latter
is also tied to the former with bonds which time can only strengthen.’

Not only does the producer of these goods fix prices over
the head of the retailer, but he proceeds in many cases to
subsidize his newspaper advertising and to dress his windows
free of charge. He may even proceed to pay the retailer for
the use of window space, in money or in Zind, to arrange
demonstrations in his shop, and to circularize his customers.

Nor does the influence of this practice, and of its prac-
titioner, stop here. Occasionally, shops will be found taking
advantage of leaks in the wholesaling machinery in order to
obtain supplies of price-maintained goods which they retail
at cost prices. Against these, unless they have purchased
directly from him, the manufacturer has no remedy, as there
exists no privity of contract between the two parties. It is,
however, as much to the advantage of the other retail traders,
who are loyally adhering to the resale conditions, to see
that these are universally observed, as it is to that of the
manufacturer. Thus in many trades there are associations
composed of both manufacturers and retailers, which are
principally concerned with the maintenance of resale terms
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but which inevitably extend their influence over most pro-
blems common to the trade. Insome, like the Tobacco Trades
Association, the leading role is played by manufacturers;
in others, like the Proprietary Articles Trade Association
in the chemistry trade, the retailer appears to exercise con-
siderable authority. These associations are of principal im-
portance in the chemistry, stationery, tobacco, bookselling,
motor and cycle, photography, and grocery trades.

These associations are not the only ones existing. In
most trades there are more or less closely knit national
associations, while in the Chamber of Commerce of the larger
town, with its departmentalized committees, local associa-
tions of greater or lesser stability and authority are frequently
encountered. The National Chamber of Trade effects a de
facto co-ordination of the activities of these local bodies.
Milk distributors are, of course, officially organized by the
Milk Marketing Board and have authority to impose an
agreed price upon all their members, membership being
a condition of registration. Master bakers usually have
associations nearly coextensive with the local trade.

Of special interest are the British Cycle and Motor-
Cycle Manufacturers and Traders’ Union, the associations
in the photography, the bookselling, and in the newspaper
trade. In the three former newcomers to the trade must
satisfy a joint committee that they have adequate premises
and technical knowledge of the trade before they can obtain
supplies. In the latter intending newsagents must either
buy out an existing business or prove that the area in which
they propose to operate is at present inadequately supplied.
Now in all these cases the weapon by means of which the
policy of the organized retailer is carried out is the withhold-
ing of supplies by manufacturers and wholesalers. There-
fore a clear limit is set to the extent to which limitation of
numbers is carried: the manufacturer will not consent to
a policy which would lessen the total demand for his pro-
duct in order to provide monopoly profits for established
retailers, unless he were able to augment his earnings by a
share in the monopoly profits (which via fixed retail prices
—the price of his co-operation—he can sometimes do). But
it is obviously to his advantage to prevent the reputation
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of his product suffering from its treatment by unskilled
hands, to avoid bad debts, or, in the newspaper trade, exces-
sive ‘returns’. Thus there is a range over which his interests
march closely with those of the retailer, and here the alliance
seems to be firmly cemented, although, as in many alliances,
the dominant power is not readily detectable.

Thus it is not possible to consider the ‘private trader’,
except erh?s in one or two trades such as greengrocery,
as the last defender of freedom and competitive practice
against the great monopoly interests of the multip{: shop,
the department store, and the co-operative society. He is
often the ‘agent’ of the large manufacturer whose goods he
handles, he 1s often part of a well-organized trade association,
and in these cases forces other than those of Pcrfcct competi-
tion dominate his pricing policy. Even the “cut-price’ sweet
and tobacco shops of London have an association of their
own, which seeks to prevent the trade becoming over-
crowded!



III
THE TREND OF CHANGE IN RETAIL TRADING

HE provisional estimate of the relative importance of
the cﬁffercnt types of retail organization with which
the preceding chapter was concerned could hardly be said
to present a picture of long-established and stable conditions,
but rather one of a branch of commerce, in a state of rapid
development, artificially arrested for inspection. Such is the
case: of the forces depicted some have probably worked
themselves out, others have yet to reach the apogee of their
owers. And while it is a comparatively easy task to cata-
ogue the various types of retail organization and trading
policy, and even to estimate their relative importance, it is
a much more difficult one to attempt to interpret contem-
gorary trends which are making for change. But the pro-

lems of retail trading, both those which are presented to the
retailer himself and those which the solution adopted presents
to the whole economy, cannot be understood except by
their light.

Some of the changes are obvious and need no elaborate
description. Principal among these is the steady growth
during the last decade in the relative importance of large-
scale retailing: the department store, the multiple shop, and
the co-operative movement appear to have been unii%rmly
advancing.

The annual sales of department stores, however, show a
slight and intermittent increase only upon their 1933 total,
culminating in an advance of 4 per cent. in 1935. As the
index of non-food sales for retail trade in general advanced,
as recorded by the Bank of England statistical service, by
12 per cent. during the same period, it appears that the
progress of the department store is suffering a temporary
slackening, which may or may not be indicative of permanent
decline. Unfortunately, no figures of department store sales
are available for the period before 1933, but there is little
doubt that their relative share in retail trade has increased

over the last decade.
43?7 o
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The same may be said, with more certainty, of co-opera-
tive trade. Total sales increased by 19 per cent. between
1924 and 1934, despite a fall of considerable proportions
in the retail price level. The movement does not appear to
be more than keeping pace with the general expansion of
retail trade since 1933, but it is unquestionably holding its
previous gains.

No figures are available concerning the turnover of the
multiple shops during the same period: the evidence of
factor, trade paper, and manufacturer, however, appear to
confirm the opinion derived from observation and from the
scrutiny of balance sheets, that the already considerable
pace of their development before 1931 has been accelerated
during the last five years.

‘What of the private shopkeeper? Has he been vanishin
before the onslaught of the big organizations or holding his
ground with diminished turnover? To this point we return
later, after having investigated two factors of the utmost
importance to the retail market. The post-War period has
witnessed a wholesale growth of new suburbs on the out-
skirts of nearly every town in the kingdom. Those suburbs,
of course, need retail facilities, and need them close at hand.
Moreover, a wholesale transformation, both in shoppin
habits and in place of residence, has been effected for aﬁ
classes by the development of motor transport. The private
car for the middle classes, and the ubiquitous motor-bus for
the workers, have increased the personal mobility of the
housewife on a shopping expedition, of the tradesman in
search of custom, and of the family in search of a place of
residence. The net consequences seem to allow of arrange-
ment under four main heads.

Firstly, the rural customer can now come to town, to a
greater extent than before, for ‘shopping goods’, and for
those articles the purchase of which demands the careful
comparison of price and quality. As a result the village or
small-town draper and furniture dealer may be expected to
have undergone a relative decline: the customers he drew in
the past from the surrounding country-side now go past him
to the nearest town. Therefore, in these and similarly
situated trades, one may expect the town to be benefiting at
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the expense of the village, the large town at the expense of
the small. And within the town itself a transformation has
taken place. The old-established shopping districts in the
centre of the town are often losing custom to their com-

etitors fringing the arterial roads towards the outskirts.

he avoidance of heavy traffic for the motorist, of delay and
expense for the bus passenger, tend to arrest customers at
the first array of well-stocked shops they encounter. Indeed,
it is possible that in some cases the reﬁltively small town is
diverting middle-class custom from the large on account of
traffic difficulties: this counteracting tendency is perhaps of
little importance, but is worth noting.

Secondly, an increasing proportion of those who earn their
living in towns tend to take up residence in the surrounding
country-side. This has resuﬁed in an increase in custom
for village and small-town shops dealing in day-to-day neces-
sities. The village grocer and fishmonger has thus had a
fresh source of custom brought to his door. Unfortunately
for him, however, the multiple shop and co-operative store
are not slow to follow their customers into the country, and
the increasing amount of local business may be more than
offset by the increasing intensity of local competition.

Thirdly, retailers of all classes whose business is of a
size to warrant the expenditure have taken to motor delivery,
frequently over a surprisingly wide area. Thisof course tends
to break up the ‘private market’ of the village shopkeeper,
and to render retailers in general more vulnerable to com-
petition from distant rivals. Indeed, the possibilities of
motor transport have been so fully exploited by some firms
as to produce a new technique of retailing. The co-operative
society at Chipping Norton, for example, serves a very large
country membership from one central shop with the aid of
a small fleet of ‘travelling shops’. But, apart from this
extreme form of development, the delivery of goods pur-
chased over the counter or by telephone has increased enor-
mously, and cannot but have added to the costs of firms
which undertake it. In so far as the customer, who con-
sciously or unconsciously pays for it, has come to demand
this service, the net result would appear to be to favour the
larger as against the smaller shop.
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Fourthly, the increase in general mobility appears to be
favouring a revival of the open-air retail market, or market
hall, especially for the sale of agricultural produce. Both
farmer and customer drive in, providing their own inward
and outward transport. Nor is dgis the only result; the possi-
bility of drawing custom from a wider area seems to be
popularizing the Zpe of retailing which relies upon the
smallest margin, the most rapid turnover, and the most

rimitive amenities, especially in the market towns. In the
nited States, under the title of ‘super markets’, a similar
development has been noticeable during the last few years.
Enterprising merchants have rented disused factories and
warehouses, erected stalls for the sale of their own wares on
a ‘cash and carry’ basis, and erected other stalls to rent to
persons desirous of adopting a similar policy. The title has
not been adopted in Great Britain, but the method may be
seen in operation in many country towns, the internal popu-
lation of which would probably be insufficient to support
this type of enterprise were it not possible to rely upon the
custom of the surrounding country-side. Thus the effect of
motor transport may well have been to still further break
uF the uniformity of retail prices and increase the difficulty
of speaking of ke retail price-level; the tendency described
above is as clearly a factor making for low retail prices as
the spread of motor delivery is one making for wider retail
margins.

Now, quite clearly, the changes in habitation and mobility
outlined above will have altered the costs of retail distribu-
tion and the appropriate number of retail outlets. And the
growth of large-scale retailing will, quite certainly, have
deprived the small retailer of custom wherever it has taken
place. The appropriate question, therefore, is, Have those
shops in the centres of towns whose customers have moved
to the suburbs, those shops everywhere whose custom has
been decreased by the competition of the larger organiza-
tions, and those rural shops whose customers have been
decanted into urban markets, tended to go out of business ?
If they have not, then in view of the high proportion of retail
costs which are overheads, it appears probable that retail
margins have been widening during the period. There will
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be strong grounds for suspcctinfg this to have happened if
we find that the sora/ number of shops has been increasing
more rapidly than the changes in habit and habitat appear
to warrant.

Let us, therefore, examine current criticism of the general
efficiency of retailing.

Broadly speaking, popular criticism of retailing revolves
around two principal points. The first of these is that since
1924 the ‘retail pnce-ﬁevcl' has steadily and to an increasing
extent diverged from the ‘wholesale’ price level. From this
premiss it is concluded that the representative retailer is
cither grossly inefficient, or that his apparent inefficiency as
a distributing agent in reality conceals a sinister and relent-
less efficiency as an instrument of extortion. Consequently,
it is argued that the fruits of technical progress fall to an
" increasing extent into his lap, instead otP being distributed
among the general body of honest citizens: as costs of pro-
duction fall, a rise in the standard of living, which might
have become general, is confined to the retailer, who is now
buying at lower wholesale prices but who is not lowering retail
prices to anything like a commensurate extent. The evidence
which is normally quoted in support of this criticism is the
divergence between the Ministry of Labour ‘Cost of Living’
Index and the Board of Trade “Wholesale Price’ Index.

The replies to this criticism are numerous, and, as far as
they go, well founded. The first consists of a denial that
the Ministry of Labour ‘Cost of Living’ Index is in any way
representative of the general body of retail prices, as the
commodity basis upon which it is founded is too narrow,
and as it is devoted to the somewhat peculiar purpose of
ascertaining what the value of money would be to a hypo-
thetical and extremely conservative working-class family
intent on maintaining the standard of living and the habits
of consumption to which it was accustomed in 1914.

Combined with this is an even more emphatic disavowal
of the Board of Trade Wholesale Index as representative of
the wholesale prices paid by the retailers: it is correctly

ointed out that the Board of Trade Index is composed very
argely of raw materials, and of semi-manufactured goods
like metal ingots in the very earliest stages of their progress
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towards the finished article which the retailer buys and sells.
Both these arguments are quite unshakable.

This demolition of the statistical evidence which is nor-
mally put forward by the more ephemeral critics of retail-
ing does not, of course, either deny that some divergence
between wholesale and retail prices has become apparent,
and appears to be increasing, or render it impossible to
Producc statistical evidence that it has taken f:\ce. It is,
indeed, normally accompanied by an acknowledgement that
some such movement has occurred and by an explanation
or justification of this phenomenon. Before proceeding to
consider these explanations, however, it will be as well to
consider the other basis upon which criticism of the retailing
system commonly rests, and to clear the air as far as its
liability to similar statistical attack is concerned.

Between 1924 and 1936 the number of workers registered
under the distributive trades in Great Britain and Northern
Ireland increased by some 100 per cent. This enormous
increase is frequently quoted, with apparent justification, as
evidence of unwarrantable and unnecessary expansion. This
conclusion is criticized by the ‘defenders’ of retailing on the
ground that the figures only represent employees and that a
corresponding number of small shopkeepers have been
force«:lP out of business and into subordinate employment
by the competition of multiple shops and of co-operative
and department stores. On this occasion, the onus of pro-
ducing reliable statistical evidence is upon the ‘defenders’,
as upon the earlier one it was upon the critics. The present
writer is aware of no evidence 1n support of the contention
that large numbers of small retailers have been forced out
of business and, as will appear when we attempt to get a
statistical summary of the whole situation, the direct opposite
seems to be true. All that is available to the contrary is the
record of bankruptcies among retailers, and one cannot
argue from the death rate alone to the growth or decline of
a group to which entry is effected by other than physiological
causes. Witness the trouble which the authors of the earlier
estimates of the trend of population in London made for
themselves by arguing from the Bills of Mortality without
allowing for immigration!
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Thus on the basis of the statistics which are now public
property, there is little more than a ‘strong feeling’ that
retail prices have been increasing relatively to wholesale
ones, but a fairly clear balance of evidence in favour of the
opinion that the costs of retail distribution have increased.
A number of explanations of these admitted phenomena,
apart from disputes, like those which have been recently
examined, about the statistical reliability of their foundation,
have been put forward, and it is now proposed to enumerate
these, leaving consideration of their probable correctness to
a later stage, but paying some attention in passing to the
extent to which they are compatible one with another.

The first of these explanations is associated with the
name of Professor Bowley, who has shown with admirable
clarity the inevitable effects of time-lags and the irreducible
costs of finishing and distributive processes in ‘damping
down’ the sympathetic movement between wholesale and
retail prices. The influence of these factors is to be seen even
in comparing two such fundamentally incomparable records
as the R’Iinistry of Labour Cost of Living Index with the
Board of Trade Wholesale Index: all the major, and many
of the minor, movements of the former follow the latter very
closely some two months later, although they fluctuate over
a narrower range. This becomes very clearly apparent if
the two are drawn to scale on a chart which shows the move-
ments of both.

Secondly, it is argued, with great pertinency, that during
a period of fairly rapid technical advance the costs of dis-
tribution must rise for two closely related reasons. As in-
dustry grows more concentrated, in order that the economies
of large-scale production may be fully enjoyed, both the
cost of transport to, and the cost of keeping in touch with,
the final retail outlets, will compose a larger part of final
retail price. Moreover, the progressive economies of mecha-
nization and standardization cannot be introduced into retail
distribution as they can into production: consequently, it
is quite inevitable that the retailing system should grow
progressivelfy less efficient than the productive system, and
must, therefore, continue to grow relatively more costly.

Thirdly, connected with the preceding argument but
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really distinct from it, are the effects of changes in the stan-
dard of living. Itshould be noted, however, that the standard
of living is a resultant, and not a cause, of economic changes.
If the effect of technical progress is inevitably to make the
costs of retailing relatively higher, it is only the increase
in the #ef result 1n productivity which is available to elevate
standards. Given this net result, however, it is probably true
that the increase in real income will tend to be spent increas-
ingly upon services rather than concrete goods, in harmony
with the tendency which has been universally observed to
exist in advancing economies. Some of these services,
delivery of goods, the provision of rest-rooms and music,
and the like, will be provided by the retailers and paid for
by additions to retail prices.

Fourthly, and again connected with the previous argu-
ment, we are reminded that transfers of income from clga‘;s
to class, mainly in favour of the more lowly paid strata of
the working class, have been taking place for the last two
decades, and the result has been, it 1s argued, an increase in
the need for retail outlets, as the increase in the income of
the poor means an increase in the demand for concrete
consumers’ goods, as opposed to the Icrsonal services upon
which the now relatively impoverished super-tax payers used
to spend their money. Should this argument be correct, and
its premisses valid, the result would, in part, counteract the
previous one. If the net margin of increased productive
efficiency over unchanged or decreased distributive efficiency
is going to those members of the community who, of neces-
sity, spend it upon concrete commodities, then it cannot
increase the demand for services. All that would happen in
these circumstances would be that retailers would increase
the supply of ‘retailing services’ proper (i.c. would concen-
trate upon distribution) and lessen those services which they
provided which were not essential to the distribution of
consumable goods.

Finally, it is often stated that the extensive rebuilding
operations of the post-war period, and the consequent ‘local
migrations’ of urban population, have necessitated a rapid
increase in the number of shops and a consequent redun-
dancy which has tended to increase the costs of the retailer
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by lessening individual turnover. There are reasons which
lead one to minimize the importance of this factor in the
situation, but for the present it suffices to note that, in so far
as it is of importance, it conflicts with the two preceding
a&guments sufficiently to lessen their effectiveness. The
effect of such a general increase in the cost of distribution
would be to lessen the ‘net margin’ of increased efficiency.

Any or all of these factors may have been operative during
the last decade. None of them, especially in view of the fact
that all except the first contain an element of conflict with
the rest, scems either to provide a complete explanation of
the data, or to combine with the others to do so.

Those contemporary changes in the organization of retail-
ing, or, more precisely, in the relative importance of different
ty{pcs of retailer, which were discussed at the commencement
of this chapter, do not in themselves provide evidence of any
increase in the number of shops, although they provide
examples of circumstances in which an increase might legiti-
mately be expected.

Be the number of shops what it may, the question which
is relevant to our investigation is, ‘How fast are they increas-
ing? The increase in the number of distributive workers
is normally assumed to have taken place pari passu with the
retirement or bankruptcy of the individual shopkeeper. A
typical statement upon this point is that of Mr. Neal.

“The figures only deal with insured workers, so that if; as is known
to be the case during the years in question, there has been a considerable
disappearance of the small employer who was outside insurance, and
he has been replaced by the insured employee of, for example, multiple
firms, the total number of insured workers would be automatically
swollen.’

‘As is known to be the case’, however, is not proof.t
The number of multiple shops and of co-operative societies
branches are known to have increased and individual small
employers are known to have failed during the period: with

* And opinions of equal standing may be produced to the contrary. ‘In spite
of the growth of large-scale business and combinations the evidence does not indicate
that the small trader is being eliminated in London. In point of number of under-
takings as distinct from output or persons engaged, the small shop still pre-
dominates." New Survey of London Life and Labour, 1933, vol. v, p. 163.

4337 N
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one exception there is no published evidence known to the
present writer which shows that the total number of shops
has either increased or decreased. The exception consists
of the work of Dr. P. Ford (Ecomomic gounal, Sept.
1935, June 1936, and Manchester School, Nov. 1936). The
former article covers a period from 1901 to 1921 and from
1921 to 1931, and shows that a relative decline between
1901 and 1921 was followed by an expansion from 1921 to
1931. The latter, dealing with the \ﬁcst Riding of York-
shire, shows an increase of 11 per cent. in the number of
shops per thousand of population from 1922 to 1927.
Taking the smaller towns separately, he records a growth
of 63 per cent. in the number of shops per thousand of

opulation. Dr. Ford points out, quite nghtly, that changes
in the total numbers of shops are of little significance, and
stresses the point that in some trades the total was declining,
and that the principal increase was in those trades serving
new classes of retail demand. But his investigations reveal
a net advance, rather than decline, in numbers. The record
of bankruptcy among retailers, so frequently advanced as
evidence of the rapid decline of the independent shopkeeper,
cannot be admitted in the face of these conclusions, unless
it be accompanied by figures giving ingress to independent
retailing. Countries with the highest death rate are not
always those with the most rapidly decreasiar;ig or slowly
increasing population: common factors may affect the fer-
tility and mortalit{ rates,

This is certainly the case with retailing as, indeed, Mr.
Neal elsewhere points out. The ease with which the gen-
sioner or heir to a small legacy can set up in retail trade is
only equal to the rapidity with which he can (and does) go
bankrupt or suffer a less dramatic extinction. The process
is apparent everywhere, most especially in the service towns,
where a certain type of house-agent specializes in the busi-
ness of disposing of superfluous shop premises to a rapid
succession of inexperienced optimists: it belongs properly
to extractive rather than to distributive industry. Therefore,
as we do not know the rate of entry to independent retail-
ing, the rate of egress can tell us very little. What little it
can tell us seems to indicate that the rate of bankruptcy
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among retailers tends to move more with good trade, than
with bad, the conclusion being that when few enter, few fail.
For example, the lowest annual total of bankruptcy among
retailers over the period 1924-31 was in 1926—a year
disorganized by the general strike. The total rose from
1929 to 1930, but fell by some 6 per cent. from 1930 to
1931. In view of facts like these, it is manifest that the
failure of those who should never have been encouraged to
start is a dominant factor in the rate of bankruptcy, which
thus loses all value as evidence of a net increase or decline
in the number of shopkeepers.

For much the same reasons as the record of bankruptcy
does not provide conclusive evidence concerning growth or
decline, the totals of new shops assessed to income-tax
provided by the Commissioners for Inland Revenue (which
terminated in 1929) do not form a reliable basis from which
to estimate the rate of increase. Here the stumbling-block
consists of the number of shops which are converted out
of dwelling houses. The annual totals increase steadily
from five thousand in 1924 to seven thousand in 1928,
remaining approximately the same in 1929.

It is, however, possible to estimate what the net rate of
growth of the total number of shops has been during the
past few years, and in view of the importance of the question
and the total lack of information available, the reader is
invited to follow some fairly complicated statistical reasoning.

In wholehearted agreement with the importance which
economists were increasingly attributing to the distributive
system, the present writer, in 1932, attempted to form an
estimate of the number of shops in England more exact than
the popular one. For this he relied upon a thorough survey
of Kelly’s Directories, to the management of which concern
he is indebted for considerable assistance, and for informa-
tion concerning their methods of compilation. This work
has now been superseded by the occupation survey of the
1931 Census, which includes ‘Proprietors and Managers
of Retail Business’ in its returns. But the fact that the
forty-nine volumes of Kelly’s Directory which covered
England when this estimate was being prepared had been
compiled for different years during the period 1924-33,
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which was a serious handicap to the work of estimating the
totals of 1932, provides a basis of comparison with the
census figures for an estimate of the rate of growth of shops.

The method is obvious and simple: eleven of the areas
covered by the 1932 estimate! were recorded by Kelly's
Directories in 1931. These figures, for the total and for
each of the comparable classes, have been compared with
the census returns. The census record is accepted as
probably the more accurate of the two; as the methods both
of the census authorities and of the compilers of Kelly's
Directories are uniform throughout the country, differences
between the census totals and the estimate totals are con-
sidered to be due to the divergencies between their methods
of classification. Thus if for one class of shop the census
total for 1931 is § per cent. greater than the estimate total
compiled in 1931 for the same area, it is presumed that the
total compiled for any area, in any year, by the estimate
methods will give a result for the class of shop concerned
falling short of that which the application of census methods
would have yielded by 4:76 per cent. Therefore in those
areas where the estimate totals were compiled for other
years than 1931, the estimate figures are reduced to those
which the application of census methods in that year would
have yielded. This total is then compared with the census.
return for 1931, and the increase or decrease per annum
recorded. This method is not ideal: its defects are too
manifest to enumerate, but its defence must be that it is
the only method possible of application. It obviously will
not work if the 1931 areas covered by the estimate are not
representative, and if the numbers in the corresponding
census classes are so different that the process of adjustment
unduly distorts the evidence of growth.

The reader is perhaps the best judge of these criteria.
The areas upon which the comparison for 1931 is based are
Bedfordshire, Berkshire, Bucks, Dorset, Gloucestershire,
Hampshire and the Isle of Wight, Huntingdonshire,
Northamptonshire, Oxfordshire, Somerset, and Wiltshire.
As will be seen they weight the figures in favour of the rural

1 In the course of the succeeding comparisons of this total with that of the census,
it will be referred to as ‘the estimate’.
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areas of the South and avoid both the depressed areas and
those in which the bulk of new industry is developing. The
inclusion of Northants., of Hampshire with its then idle
shipyards, and of Oxford with Morris and Pressed Steel do
something to redress the balance.

The next test is comparison of totals. The census gives
the numer of proprietors and managers of retail businesses
as §6,844 for this area: the estimate based on Kelly's §9,954.
This difference of §-2 per cent. is serious, but fortunately
it is possible to explain it in a satisfactory manner. Com-
paring the census number of general shops for the area,
4,798, with the estimate, 8, 50, we find that the excess of the
estimate in this class, 3,755, more than accounts for the
excess of the total estimate, 3,110. If it is remembered
that the class of general shops includes the tiniest ‘house-
shop’ which can only at the best provide enough to supple-
ment an income earned elsewhere, it seems probable that
Kelly’s Directories and the census are comparable, the one
record including and the other excluding this particular
class of shop. The remainder of the discrepancy is so small
that its absence rather than its presence would give rise to
doubt.

One other method of testing the comparability of the
total estimate with the census is that of observing the
deviation of the local ratios of shops to population from their
national average in both cases. Taking 1931 for the census
and the recorded dates for the estimates, we find that accord-
ing to the census there were in England in 1931, 71-3 per-
sons per shop: according to the estimate, at the dates
recorded, 68-8. These figures are for county areas, excluding
the greater towns: taking the nine largest towns separately
we have, census 66-4, estimate §7-3. The average deviations
from these averages are: census, county areas 8-8 per cent.,
towns 6-9 per cent: estimate, county areas II-1 per cent.,
towns 10°9 per cent. The census figures are the ‘smoother’,
but it is somewhat difficult to decide whether the assumption
necessary to make this fact into a valid criticism of the
estimate figures, i.e. that the number of retail outlets tends
to be a constant function of population, is a justifiable one.
Moreover, if we take the average population per general
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shop given by the estimate (all areas) 462, we find that the
average deviation of 36 per cent. is enough to explain the
greater relative smoothness of the census figures if we
assume the latter to exclude some 44 per cent. of the
general shops.

Before proceeding to consider the different classes of
shops there are two further relevant facts to note. Firstl
the census occupation reports include unemployed witK
employed: as there is no available information concerning
unemployment among the managers of retail shops, and as
an unemployed shop proprietor is something of an anomaly,
the census figures are taken as they stand. Secondly, there
is the problem arising out of the possibility that the pro-
prietor or manager of a retail business may reside in an area
which is across the town or country boundary from his shop.
There is nothing to be done about this, except to note the
greater smoothness of the figures when the areas are grouped
as far as possible into economically distinct regions, which
may be partly due to the elimination of this factor.

Now, having provisionally assumed that the totals are
comparable, and include all the shops that provide either
livelihood or principal occupation if the estimate totals are
adjusted to the proportion of the census in the ‘comparable
area’, the major problem of comparing classes arises. And
here a proviso must be entered, dealing with the essential
unreality of any hard-and-fast classification of retail outlets.t
If one attempts to define an ironmonger or a draper, to take
two classes of shop of which the limits seem sharEly marked,
one finds that the former shades off impercepti K into the
china and furniture shop, in which latter it mects the draper.
And if, in hope of defining the essential ironmonger or
draper, one has recourse to The Ironmonger or The Drapers’
Record one finds their columns full of accusations against
other types of trades of encroachment upon their more
profitable sales. Drapers display vacuum cleaners, iron-
mongers sell American cloth, and both are only united in

t The writer, when an ironmonger’s amistant, has sold bot-water fittings, hearth-
rugs, and a goat to the same customer. He also has the authority of Mr. A. P.
Lerner for the existence of a shop in Bethnal Green which undertakes the joint
sale of cat’s-meat and ladies’ underwear.
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their definition of the limits of retail trading to denounce
‘coupon’ advertisement schemes.

Thus we may expect that when the lines of demarcation

are not clear there will tend to be some differences in the

roportions of different catetgories in the comparable areas.

hus a further possibility of error arises: even if the ‘com-
parable areas’ are representative. If either the census or the
estimate are not self-consistent between different areas in
the distribution of borderline cases, or if the error is not
uniform in both groups, the adjusted totals will not provide
a reliable record of growth. On the other hand, if the error
is uniform there is no harm done: should the estimate record
an unduly high proportion of confectioners-cum-tobacconists
as confectioners in a// cases, the result, given the correction
necessary to render the 1931 figures comparable with the
census, will be reliable.

There exists a very obvious method of checking gross
errors in this field. If one examines the figures for the
growth of any particular kind of shop, and if all the com-
parisons between 1931 and pre-1931 estimates record
growth, while all comparisons with post-1931 estimates
record decline, then there is evidence of an unsuitable
multiplier obtained from the 1931 ratio. The only case in
which this occurs is that of boots, when a minus sign
characterizes all past-1931 entries, indicating that the pro-
portion of estimate to census for boot shops in 1931 was
unduly high. This is not due to the inclusion of North-
amptonshire in the ‘comparable area’ as might be supposed,
because the ratio of estimate to census for boot shops in that
county is below the average for the whole of the ‘comparable
area’. Indeed there seems to be something particularly
elusive about the enumeration of boot shops, perhaps due
to the large number of boot repairers who hover on the
verge of retail trade. If these are being reduced in number,
as is probably the case, by the spread of the multiple shop
and the mechanized cheap repair shop, the increased
rapidity of decline in the years recording post-1931 develop-
ments 1s in part justified by common sense. The probability
of the enumeration of 1931 being on one side or the other
at fault is, however, increased by comparing the totals.
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They may be compared with results obtained in different
areas by investigations on behalf of the Daily Mail and the
Ewvening News and by an investigation conducted by Mr.
Elbourne. The ratio of totals is as follows: estimate 100,
census §4, Daily Mail 219, Evening News 94, Elbourne 9.
In face of discrepancies like these it is difficult to arrive at
any certainty. .

In none of the other cases does the sign show any undue
disposition to change after 1931 in such a manner as to
excite suspicion.

There is one other mysterious case, however, in which the
wide difference between the census total and the estimate
total for 1931 in the comparable area gives rise to some
grounds for suspicion: that of fishmongers. The ratio is,
estimate 100; census 217: this is pretty clearly due to the
inclusion of fried-fish sellers in the census returns and their
exclusion by the estimate. But this renders their comparison
somewhat unreal, because the two types of shop probably
tend to cater for two fairly distinct markets. Therefore the
result of the comparison is in this case also far from reliable
as an indication of the rate of increase.

Apart from these two classes there are no others in which
all the figures in a class behave in an unduly mysterious
manner; but one interesting point should be here noted.
Often, when an abnormally high (or low) rate of growth is
recorded for an area, the cause is geographical, because only
one part of an economically united whole is under con-
sideration. This is especially true when towns are considered
apart from the rest of the counties in which they are situated.
Two factors combine to make these cases unreal in their
results: the managers and proprietors may reside inside the
town and do business in the surrounding country, or vice
versa, and the bulk of the suburbs may lie inside or outside
the town boundary. One may cite Hull and the East Riding
of Yorkshire as an example, or Devon and Cornwall with
the largest centre of population in either county living on
their mutual boundary.

It is in order to eliminate the disturbance caused by these
factors that the Table has been prepared: as far as possible
the country has been divided into areas possessed of a
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certain economic individuality. The extent to which this
result has been achieved may be estimated by a comparison
of the rates of growth of all shops. Somewhat surprisingly
the south coast, fourth in order of growth of population,
heads the list, with the Metropolitan area, first in order of

rowth of population, a bad second. This is explained,

owever, by the low rate of increase in London itself: side
by side with this increase of shops in the outlying areas and
new suburbs there is going on a steady consolidation of
trade into the hands of the multiple shops and department
stores in the centre. Next comes Yorkshire, and somewhat
unexpectedly, Lancashire. In spite of its prosperity and its
rapid growth of population the east Midlands come low
on the list, perhaps as a result of a fairly rapid collapse of
individual enterprise before the multiple shop. The case of
East Anglia, adjacent to this area, shows signs of the same
causes at work, whatever they may be. In the Welsh
Marches population and shops are declining together, while
in the extreme north-west the fall in population is accom-
panied by an annual increase of 1-8 per cent. in the number
of shops.

There are two forces at work apart from the obvious
interrelation between local industrial and commercial pros-

erity. The development of new suburbs in most towns, the
increase in the habit of living ‘in the country’ due to motor
transport, and the development of village life, all combine to
increase the number of shops. The development of multiple
shops, except when they buy out existing retailers and until
their competition succeeds in closing their rivals, acts in the
same way. On the other hand, the transport facilities which
let the townsman dwell in the country may carry both him
and the erstwhile customer of the village shop into the town
to do his shopping at the ‘Stores’, while in the long run the
growth of the multiple shop must be at the expense of the
small independent shopkeeper.

Even the relation between ‘prosperity’ and a rise in the
number of shops is not an inevitable one. Probably the
figures are wrong, but the increase in Northumberland and
Durham in both greengrocers and fishmongers (types of
retailing which require a minimum of capital) may be

4337 °
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evidence of victims of depression secking an alternative
occupation.

This series of examples serves to illustrate the relation,
or lack of unitary relation, between prosperity, growth of
population, and the increase of shops; it fails to do more than
partly smooth out the wide variations in the rate of growth
of shops in the same class. It only eliminates those due to
geographical considerations. Let us consider those which
remain, The widest variations occur in grocers, dairies, and
general shops. In the majority of cases the movements are
compensatory among themselves. In the west midlands
group, for example, the fall in grocers and dairies is offset
by a rise in general shops: in the north-west & fall in the
number of general shops is offset by an increase in grocers
and dairies.

The line of demarcation between the three groups is very
narrow: most general shops are mainly grocers, most grocers
sell butter and eggs, and many of the multiple grocers’ shops
call themselves dairies. Consequently, there seems to be
every reason for taking them all together: if this course be
taken, as in the Table, we get a much smoother and more
feasible record of growth. For example the 47 per cent.
increase in the number of dairies in the depopulating Welsh
Marches thus becomes part of an increase of 2 per cent. in
the number of shops calgng themselves dairies, grocers, and
general shops. Owing to the great similarity of the three
groups in the composite class, one cannot draw conclusions
from the ‘internal’ movement, and can only argue with any
certainty about the growth of the composite class.

The same is true of tobacconists and confectioners: both
sell each other’s wares in a smaller or larger proportion and
the fluctuations in their rates of growth are mainly comple-
mentary. Therefore one may, with some certainty, combine
the two groups. As an example of the difficulty of exact
classification of these two groups, it is noteworthy that,
while the number of outlets for sweetstuffs is notoriously
very large, the census total for England is in the neigh-
bourhood of 33,000, and while the number of tobacco
licences issued in 1931 was some §00,000, the census gives
a return of some 13,000 tobacconists. And probably the
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same arrangement can be applied to hardware and furniture
shops: the ‘pure’ furniture shop and ‘pure’ ironmonger are
quite distinct, but they are rare and the two species shade
off into each other by imperceptible gradations.

Thus we come to the Table, in which the figures are
rearranged to eliminate the results of unrealistic classification
and arbitrary geographical boundaries.

TasLe 1

The Average Annual Rate of Growsh of Various Classes of
Shops, and of Population, for a Series of Areas in England®

Total | Class Popu-
Area| shops | A B c D E F G | H| I |lation
% | % | % | % | % |[%]| % |%|%| %] %
§2 50 10 60| 1100| 100| —60| 70| 80| 90| o031
89| 170 1000| 70 10| 140 10| 12:0| 140| 60| 123

H

3

3 §6| 30| 30| 60| 150| 30|~100| 0O §o| o§
4 §1|—40|—60 30 10| 12:0|—240f 10| 1270| 40| 072
[ 19|~—50]| 30 10| 140 40 1o|—10| 30| 109
6 |—19 10| =40 4'0 2.0 |—6-0]—100| 20(—2-0 o013
7 20| o00]|—20 —40| —50|—40| 90f—30| o008
8 | —o38 20 10| —go0 30 |—70| 150[~30i{—70|—60|—001
9 so| 160}] o0 10 —30| 40| §so(—80 0.20
10 | 16.0| 100 140 17:0} 140| 70 ol o063
1z 18] 50| 60f 360 oo| —60] 60| 60|—40|—032
12 c0| 40 00| ~20 80 |—90| —50| 30|-30|—§50|—038

Classes as above; total for all England

64| 63| 47| 83| 12:4] 73] —68] 56| 94| 36

dAreas: 1, Lancashire; 2, London, Essex, Hertfordshire, Middlesex, and Surrey;
3» Yorkshire; 4, Derbyshire, Staffs, Warwickshire, and Worcester; s, Lincoln,
Notts., Leicester, and Rutland; 6, Cambridgeshire, Norfolk, and Suffolk;
7, Durham and Northumberland; 8, Hereford and Shropshire; 9, Devon and
Cornwall; 10, Kent and Sussex; 11, Cumberland and Westmorland; 12, Mon-
mouthshire.

Classess A, General Grocers and Dairies; B, Confectioners and Tobacconists;
C, Greengrocers; D, Fishmongers; 5, Hardware and Furniture; F, Boots;
G, Drapers and dealers in Textiles; H, Chemists; I, Butchers.

1 Blank spaces have been left in those cases where the deficiencies of the technique
employed (noted in the text) have led to results too far removed from probability.
The least reliable of these estimates, also for reasons given in the text, are those
relating to fishmongers and bootshop:

The results of inspecting this Table are soon enumerated.
Taking the grocery group we find the only decline recorded
in the two midland groups. This is probably due to the
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growth of multiple shops and the spread of co-operation, as
both districts record an increase in population above the
national average and both are comparatively prosperous.
The Metropolitan and south-eastern districts show the most
rapid increase, as one would expect from their post-war
development, and even the depressed areas and those with
declining population show some advance.

Confectionery and tobacco show much the same develo
ment combined, the midland group show a decline 1n
relation to the growth of population, while elsewhere develop-
ment seems to have been hampered by depression rather
than by depopulation.

Greengrocery is an interesting group, showing as it does
the only class which advanced in number eve ere. This
is no doubt accounted for by the fact that while the tastes of
the consumer have been changing in favour of salads and
fruit, there has, as yet, been no change in the ‘atomic’ nature
of this branch of distribution. It does not seem possible to
establish any correlation between the growth of green-
grocers and cither the growth of population or relative
prosperity.

The class of fishmongers is probably, for reasons pre-
viously enumerated, unreliable as a basis for any deductions.
Furniture and hardware shops, as one would expect, show
a rate of growth very sensitive to the rate of growth of popu-
lation, with the exception of the east midlands group.

Boot shops are also somewhat unaccountable in their
behaviour, except for their relative increase (in common with
all other types of shop) in the south-east.

Clothing shops in general, and textile shops, seem to have
developed in the Metropolitan and south-east districts to the
exclusion of the rest of the kingdom, with the surprising
exception of the not-too-prosperous north-west, which is
also declining in population.

Chemists’ shops do not seem to rely for their multiplica-
tion or decrease upon either prosperity or growth of popula-
tion. Both Yorkshire and Lancashire have been increasing
fast while the east midlands were declining in spite of an
increasing population. Decreasing fopulation may mean an
increase in the proportion of elderly persons, but it scems
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that their wants are covered by established chemists, as wit-
ness the decline in the Welsh Marches.

Lastly, butchers seem to be independent of prosperity,
incrcasing in London, Lancashire, and Yorkshire alike, but
very sensitive to changes in population.

Examination of the growth of shops recorded in local
directories which are published annually yield figures which
seem to support the general conclusions arrived at. A few
examples are catalogued in Table II.

Tasee II
Annual Average Rate of Growth of Shops, 1925-32

Canterbury
Brightont Worthing | & Herne Bay| Cambridge?
% % % %
Bakers . . . H o 1 -2
Bootshops . . 7 H H -3
Butchers . . . 4 2 b 3
Confectioners . [ 4 8 o
Grocers . 3 3 3 -1
Drapers . 4 [ ] -2

It is also interesting to note that the changes in the numbers are by no means
arrived at by continuous movements. For example, in Brighton, when the annual
average of increase of all these types of shop taken together is 4 per cent., the yearly
movements of the totals are:

1926 . =+ 6 per cent. 1929 . -+ 4 per cent.
1927 . -5 per cent. 1930 . -+ 9 per cent.
19288 . 41 percent, 193t . 3 percent.

t Brighton 1925-31.
3 Cambridge is in one of the few areas where the number of shops is declining.

What most clearly emerges from all this is an impression
of a tremendously rapid multiplication of shops. No doubt
the figures are defective in nearly all cases: it is for this
reason that they have not been subjected to any more com-
plicated statistical treatment. Their great weakness lies in
the fact that they cover different areas for different times
and thus, for purposes of strict reasoning, the averaging of the
rate of growth of one area from 1924 to 1930 with that of
another for 1930 to 1932 outrages every canon of statistical
science. But they show rates of growth which have been in
operation, it may be for a longer or for a shorter time, during
the period, and they indicate that, whatever the fluctuations
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of the rate of growth, its order of magnitude over the whole
period in nearly all the areas, and for nearly all classes of
shops, has been such as to constitute a serious problem.

On the basis of this evidence of the growth in the number
of retail outlets, further consideration of the reasons put
forward in explanation is necessary.

The first of these, increased technical efficiency, can be
dismissed in a few sentences. All that need be said is that
the increase in the number of distributive workers and in
the number of shops is altogether disproportionate to any
increase in the efficiency of the consumption industries in
general of which it is possible to conceive as taking place in
the time. This is evident from the growth in the number of
workers registered in the distributive trades during the
period: at a time in which the total number of registered
workers was in the neighbourhood of twelve millions, the
number of distributive workers rose in less than ten years
from one million to two. Taking this increase in comparison
with the total number registered and allowing for unregis-
tered employers and for independent workers, an increase
in efficiency of some 88 per cent. per annum would have been
necessary in order for the increase in distributive workers
to have been due to this cause, even if the community had
elected to take the whole of the increase in its potential
income in the form of distributive services. Therefore
increased productive efficiency must be ruled out of court as
a principal cause, although it remains as an undoubtedly
effective factor in the situation.

It is probable that although the community would not
elect to take the whole of an increase in productivity in the
form of increased retail services it might well take some, and
undoubtedly since the War there has sprung up a genuine
desire on the part of the consumer for more services from
his retailer. But here again the magnitude of the change is
altogether disproportionate. This may be seen most clcar:g
by comparing the development of retail distribution wi
that of the laundry industry, which has undergone a con-
siderable expansion since the War as a result of changing
tastes. Yet the number of registered workers in this trade
has only risen from 113,000 in 1924 to 153,000 in 1934—
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an increase of §o per cent. against the 100 per cent. increase
in distribution. If the change in tastes since 1924 has only
led to a demand for the labour of an additional 50,000
laundry workers, it is hard to believe that a genuine desire
to have parcels sent home and to have doors opened by
commissionaires can independently account for the employ-
ment of an additional million in distribution!

The next possible explanation is one to which it is neces-
sary to devote a little more space. This is the explanation
based upon the growth and migration of population. During
the intercensal period 1921-31, the average annual growth
of population was o-§52 per cent. for England and Wales.
During the period 1924-31 the average annual increase in
the number of workers registered in the United Kingdom
under the Distributive Trades was §-§, a rate of increase
almost ten times as rapid.

Population was not only growing, however, but migrat-
ing: if the forty English counties and the cities of Birming-
ham, Bradford, Bristol, Hull, Leeds, Liverpool, London,
Manchester, and Sheflield are taken separately, the rate of
growth ranges from— 3-8 per cent. in Cumberland to 30-8
per cent in Middlesex. More important still, in evidence
of the general migratory character of the period, is the fact
that, while the average rate of growth for England and
Wales was §+§2 per cent, in only seven cases out of the
forty-nine did the rate of growth fall between 4:5 and 6-5
per cent. In seven cases population declined, while in eight
the rate of growth exceeded 10 per cent.

In these circumstances a considerable proportion of the
increase in retail outlets was undoubtedly due to the neces-
sity of providing retail facilities in new residential areas and
to the impossibility of a corresponding shrinkage in areas of
dwindling population. Some light may be shed upon the
degree to which this cause was effective by comparing local
changes in population with the record of new shop buildings
assessed for income-tax. This comparison underestimates
the growth of shops because, for reasons previously set forth,
new shops exceed new shop buildings in number.

Take first those counties in which population was station-
ary, of which Durham, with an annual average intercensal
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increase of 0-0§ per cent., and Suffolk with o-01 per cent.
are t{pical: in the former the annual average increase in the
number of shop buildings was 1-17 per cent,, in the latter
1-19 per cent. With these may be compared the two counties
which were growing most rapidly in population, Middlesex
and Surrey. The average annual increase for the former is
;f:opulation, 3-08 per cent., shop buildings 3-93 per cent.:
or the latter, population 2-7 per cent., shop buildings 3-86
per cent.

These figures, however, are based on the county as an
area, and considerable migration may take place within the
borders of a county which is not growing as a whole. This
also may require new retail facilities. Let us therefore
examine the proportion of new shop buildings to new dwell-
ings. In Durham the former are 3-3 per cent of the latter,
in Suffolk 4:4 per cent,, in Middlesex 3-9 per cent., in
Surrey 3-7 per cent. Thus the proportion of new shop
buildings to new dwellings, in these four very dissimilar
counties, is very similar; the two growing counties fall
together between two stationary ones and the figure for all
England, 3-7 per cent., is very nearly the mean. It therefore
seems that the proportion of new shops to new dwellings
has been fairly constant: examination of a series of sample
counties shows proportions which fluctuate fairly closel
about the national mean, with the exception of Cumberland,
the county with the most rapidly decreasing saopulation, and
London, which for obvious reasons is in a class of its own.
The percentage in the former case is 1-8 per cent,, in the
latter 9-0 per cent.

What conclusions can be drawn from these two facts, that
in all counties the rate of growth of shops exceeds that of
population, and that the rroportion of new shops to new
houses does not vary greatly? The former seems to indicate
that everywhere the ratio of shops to population is increasing,
the latter that the increase is due to migration. It is doubt-
ful, however, if the figures relating new shop buildings to
new houses are of very great value, owing to the extensive
re-housing operations of the period: while the average inter-
censal increase in population was o-§§ per cent. that of
houses was 1-9 per cent. In all areas, new housing was in
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progress, irrespective of migration, and the constant propor-
tion of new shop buildings to new houses seems to be
evidence of factors at work to increase the number of shops
in all areas, during a period in which social policy was
directed towards the rapid development of state-subsidized
housing. Indeed in one year of the period the ratio of non-
subsidized to subsidized houses fell to 1 : 4. The close
correlation between new shop buildings and houses thus
appears to be fortuitous. In support of this view may be
adduced the fact that in the three counties in which popula-
tion grew most rapidly the number of persons per shop was
104'9, 934, and 88-8, as against the national average of 70.
Further evidence supporting these conclusions is to be
derived from the industrial surveys of the depressed areas
published by the Board of Trade. In Lancashire the average
annual increase of distributive workers (1923-31) was §-3
per cent., against the national §:§ per cent.! Even this
trifling difference is attributable to the fact that the term
‘Distributive Trades’ covers numerous wholesale and export
dealers who are extremely numerous in the city of Manches-
ter and whose business was extremely depressed, this
accounting for the fact that Manchester taken alone shows
an increase of only 10-8 per cent. for the whole period.
Indeed, within this area, of which the staple industry has
been stagnant during the whole time, the Chorley and
Preston area showed an increase of 67:8 per cent., and
Oldham and Moseley area an increase of 61-7 per cent. in
the number of workers registered in the Distributive Trades.

The authors of the Survey conclude, ‘The survey region
has benefited in employment from the expansion of distribu-
tion which has been found in the country as 2 whole.” Every
rart of the region, whether expanding or declining in popu-

ation, and whether growing or shrinking industrially, shows
this increase in employment.

On Merseyside? the annual average increase in distribu-
tive workers from 1924 to 1930 was 10 per cent. ‘By 1930
this industry found employment for 75, 500 persons, or nearly
four times as many as any other single industry in the area.’

Y Industrial Survey of Lancashire Area, B. of T., 1932.

3 Industrial Survey of Merseyside Area, B. of T, 1932.
437 P
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On the north-east coast area! the annual rate of growth
of employment in the distributive trades was 3-9 per cent.:
the annual rate of growth of population o-o1 per cent. The
author of the Memorandum on Distribution attributes this
increase partly to changes in the location of population
within the area and partly to the changes in the organization
or scale of doing business, laying particular stress on the
growth of motor delivery services.

In South Wales? the four counties covered by the survey
lost between 1923 and 1931 no less than 123 per cent. of
their 1923 population: the sub-areas included in the area
show different reductions in population, but only one, Car-
marthen, shows any gain. Thus all the movements of popu-
lation, with one trifling exception, have been away from
rather than within the area. The number of workers in
distributive trades registered within the area in 1930 shows
an increase of 46 per cent. on 1923: those in actual employ-
ment show an increase of 30 per cent.

In the south-west of Scotlands the population has declined
by o-1 per cent. since the 1921 Census, and there is no
evidence of intercounty migration on a large scale, as the
changes in population, with the exception of Dumbarton
which is down 2 per cent, have been less than 1 per cent. in
all areas. Between 1923 and 1930 the number of persons
in distributive trades rose by 33 per cent. This evidence
seems to prove conclusively that growth and migration of

opulation were not responsible for the whole of the increases
in the cost of distribution during the period, and that the
main causes of the movement must be sought elsewhere.
2 Industrial Survey of the North-East Coast Area, B. of T, 1933.

3 Industrial Survey of South Wales, B. of T, 1932,
3 Industrial Survey of South West Scotland, B. of T, 1933.
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THE NATURE OF THE RETAIL MARKET

E must now examine those peculiarities of retail

markets which apparently allow increasing numbers
of retailers to accompany an increasing gap between whole-
sale and retail prices. Besides the reasons commonly put
forward for the increase of employment in distribution, for
the growing disparity between wholesale and retail price
levels, and ?or the multiplication of retail outlets—technical
progress, changing standards, and migration of population
—we must investigate the results of the partial and qualified
monopoly which the retailer enjoys. Now this is a question
which the increasing prevalence of partial monopoly, or
‘imperfect competition’ in the realm of production, as well
as in that of distribution, has of late years brought to an
increasing extent to the somewhat belated attention of theo-
retical economists. A body of theory, upon the essentials of
which agreement is fairly general, has been evolved con-
cerning the subject, and some understanding of its major
concepts, and of those of its conclusions which bear upon
the specific problems of retailing, is essential to the under-
standing of these latter.

As a preliminary it is of great interest to run through a
representative series of opinions of the leading economists
concerning retailing, in historical order. It will then be seen
how closely the concept of partial monopoly and the growing
recognition of its importance has been bound up with ques-
tions arising out of retail trade.

As in duty bound, we commence with Adam Smith. He
commences his discussion with an eloquent recognition of
the utilities of time, place, and divisibility which the retailer
creates, and proceeds:

“The capital of the retailer replaces, together with its profit, that of
the merchant of whom he purchases goods, and thereby enables him
to continue his business. The retailer himself is the only productive
labour whom it directly employs. In his profits consists the whole
value which its employment adds to the annual produce of the land
and labour of the society. . . .
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“The prejudices of some political writers against shopkeepers and
tradesmen are altogether without foundation. So far from it being
necessary either to tax them or reduce their number, they can never
be multiplied so as to hurt the public though they may be so as to hurt
one another, The quantity of grocery goods, for example, which can
be sold in a particular town, is limited by the demand of that town,
and its neighbourhood. The capital, therefore, which can be employed
in the grocery trade, cannot exceed what is sufficient to purchase that
quantity. If this capital is divided between two different grocers,
their competition will tend to make both of them sell cheaper than if
it was in the hands of one only; and if it were divided among twenty,
their competition would be just so much the greater and the chance
of their combining together, in order to raise the price, just so much
the less. Their competition might, perhaps, ruin some of themselves;
but to take care of this is the business of the parties concerned, and
may be safely left to their own discretion. Some of them, perhaps,
may sometimes decoy a weak customer to buy what he has no occasion
for. This evil, however, is of little importance to deserve the public
attention, nor would it necessarily be prevented by restricting their
numbers.” (Wealth of Nations, ch. V.)

This wholehearted confidence in the power of competition
to protect the consumer is, of course, typical of the manand the
period. The only danger for him is combination, and, despite
the somewhatsinister note of ‘this is the business of the parties
concerned and may be safely left to their own discretion’, it is
regarded as axiomatic that the probability of formal or tacit
combination is in inverse ratio to the number of competitors.

Ricardo refrains from any mention of the subject, and
probably for this reason both Senior and McCulloch echo
the sentiments of Adam Smith without further investigation.
John Stuart Mill, who accepted the theoretical apparatus of
his predecessors with very little criticism, but displayed some
originality in its application to social problems, recognized
the unorthodox behaviour of retail prices, and attributed
their vagaries to the relative ignorance of the retail customer,
and to the influence of habit.

‘Either from indolence, or from carelessness, or because people
think it fine to pay and ask no question, three-fourths of those who
can afford it give much higher prices than necessary for the things
they consume; while the poor often do the same from ignorance and
defect of judgement, want of time for searching and making inquiry
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and not infrequently from coercion, open or disguised.” (Principles
of Political Economy, Bk. 111, ch. I, § 5.)

The sufficiency of competition in protecting the customer
is now not quite so confidently enunciated. If, over a fairly
narrow range, discrepancies of price do not frighten away
customers, it is clear that the sort of competition which is
the direct resultant of the retailer’s decision to maximize his
profits will not in all cases lead to prices being at 2 minimum.
Competition to sell at the absolute lowest price a5 an end in
itself has no place in economic theory. Prices are only as low
as is consistent with the efficient sellers’ solvency when the
customers are intensely sensitive to price.

The same reflection is suggested by Macleod.

‘Persons who engage in trade must live by their trade; they must,
therefore, necessarily charge their customer such prices as will enable
them to support themselves out of the profits. Hence, when transactions
are very trifling in number and magnitude, they must charge very high
prices in order to enable them to live. . .. Itis this circumstance that
compels small shopkeepers in country districts to chargesuch high prices
for their goods, to the great indignation of many well meaning but unre-
flective persons.” (Principles of Economical Philosophy, vol. ii, p. 46.)

It does not become quite clear in the context why the
number of transactions 1s small: if the argument is to be
confined to very sparsely populated districts, then it is quite
consistent with the earlier view of Smith, but, if Mill’s
qualification be accepted, it appears probable that the pheno-
menon of relatively small turnovers and resulting high prices
may appear anywhere.

This is put very clearly and forcefully by Cairnes, an
economist whose present reputation is by no means com-
mensurate with his capacity.

‘In each place of sale there is but one seller, and though it is possible
to compare his prices with the prices demanded elsewhere by others
this cannot always be done at the moment, and may involve much
inconvenience and delay. . . . This is one circumstance that dis-
tinguishes retail from wholesale selling. The other lies in the advan-
tage which his superior knowledge gives the seller over the buyer in
the transaction taking place between them—a superiority which has
no counterpart in the relations of wholesale dealers.

‘Not only in different localities, but often in different shops in the
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same locality, it is quite usual to find the same articles, and the same
quality, selling at widely different prices at the same time; and this
quite in excess of what the special conditions of particular localities
or situations might account for. This is not a satisfactory state of
things: but though perhaps in some degree inevitable, because due to
what we may regard as essential incidents of retail trading, the evil is,
at least in this country, greatly aggravated by a cause which is quite
removable, and which, we may hope, is in process of being removed.
‘This is the excessive amount of capital, which, from one cause or
another, has found its way into the business of mere distribution. . . .

“The source of this evil is, thus, the sluggish action of competition:
and the remedy must be sought in the quickening of this action. . . .
The definite result towards which such a process would tend is mani-
festly a reduction of the existing capital of retail dealing to an amount
which would be no more than adequate to perform the services
required of it." ( Leading Principles of Political Economy, p. 129 et seq.)

This excellent piece of analysis, combining and surpassing
the views both of Mill and Macleod, is capped very definitely
by Pareto.

‘In retail trade, the influence of competition is frequently negligible.
Retail sellers are extremely numerous, and their combined capital is
equal to 2 much larger sum than that necessary to finance distribu-
tion. . . . It is noteworthy that the losses caused by this imperfect
organisation of distribution are much greater than the cost of main-
taining the superfluous retailers and of paying interest upon their
capital. Ifit be assumed that, in a certain country, the total of these two
sums was 100 per annum, it would be of great advantage to the con-
sumers to pay directly this sum of 100 to their parasites, provided that
they could be assured of a retail price level resulting from an efficient
system of distribution.” (Manuel, French edition of 1909, pp. 460-1.)

After this, the sober and restrained comments of Marshall
on the subject remind one, not unseasonably, that there are
other elements besides that of monopoll in the problems of
retailing. He delivers himself in the Principles very much
in the manner of Mill.

‘A man may not trouble himself much about small retail purchases:
he may give half a crown for a packet of paper in one shop, which
he could have got for two shillings in another. But it is otherwise
with wholesale prices. A manufacturer cannot sell a ream of paper
for six shillings which his neighbour is selling for five." (Principles of
Economics. ed. 6., p. 328 n.)
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In his inaugural address to the Co-operative Congress of
1889 he had much to say concerning the inefficiency and
redundancy of retail traders, but in Industry and Trade he
is content with a cautious discussion of the imperfections of
the retail market without, moreover, committing himself to
any opinion concerning the relative strength of the forces
in ’ciperat.lon. ) L

aussig, who calls our attention to the non-monopolistic
elements in retail prices and to the service which the retailer
renders, says:

‘Imagine that any one intending to buy a pair of shoes or a suit of
clothes was called on to send notices of his proposed purchase a week
or two in advance, to give a preliminary account of the thing wanted,
and then to accept an appointment for a stated place or time at which
the purchase could be made. It is easy to see how the work of retailing
could be systematised, how the selling force would be kept constantly
employed, how stocks would be kept to the minimum. As things
now stand we pay heavily for the privilege of freedom in the use of
our time, for vacillation and choice, for the maintenance of a stock
and staff adequate for all tastes and all emergencies. It is common
to speak of the waste of competition: much of it is in reality the waste
necessarily involved in liberty.” (Quoted Pigou, Economics of W elfare,

ed. 3, p. 320n.)

The fact that the retailer renders services to the consumer,
however, was recognized (and almost as clearly stated) by
Adam Smith. This fact does not do more than justify the
existence of the retailer: it does not explain why retail prices
are what they are, only why there is 2 retail as distinct from
a wholesale, price-level.

Wicksell, returning to the peculiar conditions of the retail
market, carries the theory of partial monopoly a little further:

*In conclusion, we should not forget that practically every retailer
possesses, within his immediate circle, what we may call an actual
sales monopoly, even if, as we shall soon see, it is based only on the
ignorance and lack of organization of the buyers. . . . The result is,
not infrequently, an excess of retailers, apparently, for the convenience,
but really to the injury of the consumer. If, for example, two shops
of the same kind are situated at different ends of the same street, it
would be natural that their respective markets would meet in the
middle of the street. Now if 2 new shop is opened in the middle of
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the street each of the others will, sooner or later, lose some of its
customers to the new shop, since the people living round the middle
of the street believe that, if they get the same goods at the same price,
they are saving time and trouble by making their purchases at the
nearest shop. In this, however, they are mistaken, for the original
shops which have now lost some of their customers without being
able to reduce their overhead expenses to a corresponding degree, will
gradually be compelled to raise their priccs—and the same applies to
the new competitors who have been obliged from the beginning to
content themselves with a smaller turnover . . . competition may
sometimes raise prices instead of always lowering them, as one would
expect.” (Lectures, vol. i, pp. 87-8.)

And finally, Birck:

‘If now an additional seller comes into the market, the price should
fall according to general principles: asa rule this does not happen because
the retailers find that the small turnover does not cover the unchanged
general expenses, and they come to a tacit agreement to keep to a
higher price. . . . Competition in relation to the consumer is too often
substituted by the common intention of the retailers, created by their
common need, to drive up prices. . . . It is peculiar that where the
multitude of retailers fix a high profit on sales, the larger concerns do
not attempt to beat down the price. The large department stores in
Copenhagen must—apart from certain specially advertised articles—
be said to keep even higher prices than the middle-sized retail shop.’
(Theory of Marginal Value, p. 290.)

He continues to urge upon his fellow economists the
fundamental importance of a further development of a body
of theory devoted to explaining the phenomena of partial
monopoly. He was fully justified in his opinion that it was
impossible to come to any final conclusions about retailing
problems, or even about the possibility of coming to final
conclusions about them, until this task had been fulfilled.
It has now been carried out, at least in part; we shall proceed
to survey the results, as an essential preliminary to any inter-
pretation of the data now available concerning retail trade.

A timely warning to those readers who may have been led
to anticipate an exposition of ‘the new economics’ seems to
be indicated at this point. Of new and sensational bodies
of doctrine of the type, mainly connected with monet
theory, which appear on the average once a quarter, this
book knows nothing. Much of the subject-matter of this
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section is anticipated in the extracts from earlier economists
(quoted above): the only difference is that problems pre-
viously hinted at have now been made the subject of syste-
matic analysis. Indeed, the general corpus of economic theory
exhibits a coherence and a continuity which the layman,
misled by the differences of economists upon minor questions
and questions of application, seldom suspects. Economists
from generation to generation may change the angle from
which they approach a subject, or the subject upon which
most of contemporary interest is concentrated may change,
or individual economists, as they often do, may make mis-
takes. But their methods have remained fundamentally the
same, from Adam Smith to the present day; even Marx,
when handling economic questions, used concepts with
which orthodox economists were familiar, and most present-
day Marxists when dealing with economic problems appear
to borrow their weapons from the armoury of Mr. J. H.
Hobson, who employs tools common to all economists, even
if his workmanship 1s somewhat individual and distinct. At
the same time, the tools of economic analysis have been
getting sharper and capable of operation with a greater
degree of precision. And, in the same way as the axe of the
primitive carpenter has developed into forms as diverse as
the adze, the chisel, and the plane, so some of the concepts
with which the earlier economists were content to work have
been found to be of greater value for the explanation of the
world of events after separation into the various elements of
which they were composed, or rather, to revert to the analogy
of the axe, after the possibility of the development of
specialized instruments from a common parent has been
recognized and utilized.

The most important of these ‘technical innovations’, and
one which has played a leading part in the deliberations of
theoretical economists for the last decade in particular, is
the separation of the different implications which lie hidden
in the word ‘competition’. With the completion of this dis-
section has come a much sharper insight into questions of
partial monopoly, and, because ‘perfect competition’ and
complete monopoly are both equally rare in the real world,
a much closer contact between economic theory and the

4337 Q
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economic events which theory must interpret. A large num-
ber of critics have contributed to this clarification: in a
general summary of this nature it would be invidious to
name or quote any of them. But, commencing from the
meaning of ‘competition’, it is now possible to develop in
outline a body of economic doctrine which provides a satis-
factory explanation of the whole class ofP phenomena of
which retailing forms a part.

What does the word ‘competition’ imply? It is a word
which has very little meaning standing alone, like the word
‘excellence’. Excellence in growing tulips, and excellence in
the art of being prime munister, is ‘excellence’ in either
context, but it requires very different virtues and abilities
in the two examples; it leads to very different results, and
. any attempt to transpose the possessors of those qualifica-
tions, on the plea that they were both excellent and, there-
fore, both alike, might result in the death of valuable plants,
and, perhaps, in the fall of empires. In the same way ‘com-
petition’ under Queensberry rules and ‘competition’ 1n all-in
wrestling are not the same thing, and, if the assumptions
proper to one are made concerning the other, the conclusions
arrived at will be incorrect.

Competition, in economic terminology, has at least one
"meaning which is essential to the concept, and upon which
it finally rests. This is, that, within the boundaries of the
civil and criminal law, every person is free to obtain as large
an income as he can from his possessions and abilities. But
it does not follow from this that the dominant passion of the
human race is the desire to increase money incomes. ‘In-
come’, to have any real significance, must mean ‘general
income of satisfaction’, and the satisfactions which men can
experience are fortunately various. To many of them money
is the key, but some of them can only be obtained by the
sacrifice of earning capacity. And we are not called upon, as
economists, to come to any decision about the relative estima-
tion which men place upon these satisfactions: the Spanish
beggar asleep in the cathedral has as good a claim to the
title of ‘economic man’ as has Mr. Henry Ford, or, indeed,
St. Francis of Assisi. All three of them maximize their
incomes of physical and spiritual satisfactions in face of the
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opportunities they enjoy and the obstacles with which life
confronts them. But most of the opportunities and obstacles
in life are man-made, arising out of the attempts of other
people to maximize #heir incomes. The beggar’s preference
for a life of indolence would be a potential obstacle to Mr.
Ford should he desire to establish a factory in Spain, while
the handiwork of Mr. Ford may well prove to be an obstacle
to the beggar’s inclination for sleep. The principle may
easily be extended: some men have abilities which others
wish to employ, others have possessions, of which the usu-
fruct is desired by their fellows. All of them will sacrifice
as little satisfaction as they can, in one way or another, and
obtain as much. If they are free to strike a balance in this
way, then, as the aspirations of one put 2 limit to those of
another, they ‘compete’.

This is all which is fundamental to the concept of competi-
tion. It is important to see how alien elements, or rather
chcial qualifications, were introduced into the concept as
the body of economic theory commenced to grow about the
skeleton of ‘perfect competition’. For a very long time it has
been axiomatic among economists that under conditions of
‘perfect competition’ the economic resources of the com-
munity would yield the maximum results in terms of satis-
faction. It will be observed that competition is now perfect
competition. The fundamental idea behind this argument
is that under conditions of ‘perfect’ competition the only
way in which the individual could increase his income was
by excelling his neighbour in the service of the community.
Thus the manufacturer who could produce motor-cars most
cheaply, i.e. with the smallest expenditure of the efforts and
physical resources of the community, the barber, who, at the
established price, could shave most rapidly and cleanly,
would be rewarded by relatively high incomes for their
services to their fellows.

It is essential, for the understanding of what follows, to
be quite clear about the foundation of assumptions, in addi-
tion to the assumption of ‘competition’, upon which all this
rests. In the first place it assumes that there is, confronting
each producer, one price, and one price only, at which he
can sell his product. If he attempts to charge a higher price
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he will not sell anything at all, and if he sells at a lower price,
he will make losses and, sooner or later, go out of business.

There is only one price at which he can sell his goods,
because, if the same goods are offered at different prices, the
seller whose price is the lowest will be sold out before the
others are approached. If they are aware that is happening
they will put their prices down, while the original seller,
informed by the rapigity with which his stocks are vanishing,
will put his prices up. Those who have bought at the origi-
nal low price will resell some of their purchases in order to
make a profit, and the result will be that after these pre-
liminary alarums and excursions only one price will obtain.
This will be the price at which the total quantity offered for
sale is taken off to the market. So runs the explanation of
why only one price can be current in a single market. Itis
easy to see that only in a professional market, like that for
wheat or raw copper, are these conditions likely to be found.
Thus in addition to ‘competition’, perfecs competition as-
sumes a market in which the conditions of a produce exchange
obtain: the seller sells at the current price, which he cannot
alter. It is obvious that the range of commodities to the
sale of which conditions of such strictness apply must, in the
real world, be extremely narrow.

The preceding paragraph portrayed a market in which it
was assumed that a fixed quantity, like the lots in an auction
or the contents of a fish market on a Saturday night, was
available, and that all of it had to be disposed of. If, for
this picture, we substitute that of a market through which
supplies are constantly flowing to the consumer, exactly the
same arguments apply, with one exception. In so far as they
are the same, it is the quantity which it is anticipated will be
coming on to the market over a specified time, instead of the
quantity now available, which sets the price. But the cxc?-
tion is of some importance, because it shows that the condi-
tions of the perfect market, which, as we have seen, perfect
competition presupposes, are even stricter than has so far
appeared.

It follows from the general principle that one satisfies one’s
most urgent wants first, known to the economists as the
principle of diminishing marginal utility, that the larger the
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quantity upon the market at a given time, or expected to pass
through the market during a given period, the lower will be
the price which it will fetch. Now if, when the producer
is pﬁmnin his operations, he finds that the market price
(for him, the price which is expected to rule when his output
reaches the market) is uncomfortably low, he may, if his
normal output forms a large enough proportion of total out-
put for a variation in it to alter the market price, decide to
produce a slightly smaller quantity in order to obtain a
slightly higher price. If he can do this, the conditions of
perfect comﬂctition do not exist, because, instead of con-
forming to the market price, he can alter it. Thus, in order
that the conditions of perfect competition may hold good,
the individual producer must either produce an insignificant
amount compared with the total quantity coming upon the
market, so that his variation in output will not alter the
market price, or, if he produces a larger proportion than
this, the alternative sources which supply the market in
conjunction with him must be able to expand production,
without increasing their costs, so as to supply a quantity
equal to that by which he is reducing output, thus causing
the price to remain unaltered. An example of the first kind
is to be found in the relation between the output of a farm in
western Canada and the price of wheat at Winnipeg: as an
example of the second may be taken an hypothetical fire in
a factory of one of the great producers of cheap cigarettes,
the result of which would almost certainly be a boom in the
sales of his rivals, while his normal output was missing from
the market, unaccompanied by any rise in price. This second
example brings to light another point about perfect com-
petition, not, however, a new one, but one which was im-
plicit in the idea of a perfect market. This is that the product
which is under consideration must be homogeneous: the
market which we are considering is the market for one pro-
duct only, and unless the buyer is indifferent as to the source
from which his requirements are supplied this will not be
the case. If the buyer is prepared to accept one brand of
cigarettes when another at the same price is not available,
then they are both, for the economist, the same product.
Virginia and Turkish cigarettes at the same price are not the
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same product, because the smoker accustomed to the one
will not accept the other as 2 perfect substitute,

We can now catalogue the conditions of the ‘perfect
market’ which have been added on to the concept of com-
petition to make it into ‘perfect competition’.

I. There can only be one price prevailing in the mar-
ket at the same time.

II. No producer can, by his individual efforts, alter that
price: he must accept it and either produce or refrain
from producing as his cost conditions allow.

III. As a corollary of I, the product of all the producers
must be interchangeable: the consumer must be in-
different between them.

It has not yet been proven that such a state of affairs
would result in the most efficient employment of the efforts
and resources of the community. Nor has it been explained
how the one price which we assumed to exist in each market
was arrived at. Further tacit assumptions embodied in the
concept of ‘perfect competition’ which are not to be found
in the definition of ‘competition’ will be revealed as we per-
form these tasks.

To do so we must take a broad view, embracing the eco-
nomic life of the whole community. At any given time the
economic resources of a community consist of a given
quantity of fixed plant and raw materials, the body of techni-
cal knowledge which is available, and the amount of labour
which members of the community are prepared to do in
order to obtain different levels of income. If we assume that
those monetary difficulties which often prevent full employ-
ment have been overcome, so that no artificial barrier pre-
vents all those who wish to barter labour for income from
doing so, it is clear that co-operative groups of workers and
of the owners of equipment and stocks will be formed,
exhausting the whole of the economic resources available.
The amount of equipment and stocks will depend on the
activities of the past, the amount of labour which people are
willing to do wiﬁ depend upon how much income they want
and how hard they are prepared to work in order to get it.
In an advanced society the division of labour has rendered
it possible for a larger real income to be obtained by means
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of the production of each commodity becoming concentrated
in the hands of those who produce it, sell it, and spend the
proceeds in drawing from the pool of products resulting
from similar specialization on the part of others, For the
same reason that they specialize, producers will co-operate
in order that the division of labour between industries may
be still further subdivided into specialization upon each
separate process. The term ‘co-operative group’ is employed
in this context with due deliberation: it does not matter for
the questions under discussion whether the group is organ-
ized by one man or by a committee, whether the owners
of the fixed plant hire the labour or whether the labourers
hire the ﬁxcé) plant. Those questions are ‘What will deter-
mine the size of these co-operative groups?’ and, ‘How will
the resources of the community be allocated between the
co-operating groups which produce each separate product’

Tll:;c second question is the easier one. Given their money
income, members of the community will proceed to allocate
their expenditure between the different objects of consump-
tion in such a manner that the satisfaction they dérive from
the last shilling spent in one direction is equal to the satisfac-
tion they get from the last shilling spent in another. This
involves nothing more complicated, of course, than to
announce that they behave with ordinary common sense:
the only way in which one can speak of a man ‘wasting
money’ from his individual point ofP view is to imply that he
spends money on one thing when he would derive greater
satisfaction from spending 1t on another. The result of this
action on the part of everybody will be that a relative scale
of preference, expressed in money, will hold for the whole
community. If costs of production are now taken into
account, costs resulting from the degree to which those who
desire income are prepared to work in order to get it, and the
rate at which, to aid them, they are prepared to pay for the
hire of equipment, that quantity o? each product will be
produced of which the price is equal to the cost of produc-
tion. Ifa lesser quantity is produced, then the price will rise,
much or little, according to the place of the product on the
communal scale, i.e, to the amount of other things people
are prepared to give up in order to obtain their normal
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uantity of it, and the incomes of the producers will rise.

s their incomes are now in excess of those of the producers
of other goods, the demand for which is falling oft, some of
the producers of other goods will change over to the produc-
tion of the goods which are deficient, until the incomes of
all doing work of equal skill and irksomeness in all forms of

roduction are sufficiently uniform to prevent any further
intra-industrial migration.

In terms of our original definition of competition, we can
now see how the balance between the conflicting interests of
all our ‘economic subjects’ can produce a kind of harmony.
In each industry production wiﬁ be carried up to the point
at which the money payment which is necessary to secure
the last amount of effort necessary to produce the ‘ideal out-
put’, as defined above, is equal to the sum which the most
reluctant consumer who will buy at all when that quantity
is offered will pay for the product. As men are so diverse in
their tastes, it is safe to assume that they can be ranged in
order of their desire to enjoy any good, or their reluctance to
undergo any effort. Thus all those who produce the product,
except the last man to be attracted by the wage, and all those
who enjoy the product, except the last consumer who will
be prepared to pay the price, may be assumed to get more
than they sacrifice from the transaction. This will be the
case in all industries, as we have seen, and consequently it
follows that, given the tastes of the community and the
capacity of the producers, any deviation from this balance
of interests, this ‘condition of equilibrium’, would mean
that in one industry the reward of effort was in excess of that
in another—in other words that the resources of the com-
munity were not being distributed according to the general
balance of preference of its members.

So far this part of our analysis has been carried on upon
the assumption that the market is perfect, as defined at an
earlier stage, and no reasons have been produced showing
why it is probable that it will not be. Moreover, part of the
preceding passage sounded as if éndividual producers could
migrate from industry to industry. Now, bearing in mind
what was said about the conditions of a perfect market, it is
clear that the factors which determine the size of the most
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efficient co-operating groups of producers will affect both
the extent to which 1t 1s possible for small numbers of pro-
ducers to change their industrial location, and the degree to
which it is possible that, for any one product, the price shall
be independent of the actions of any one group of producers.
We must, therefore, answer the second question, “What will
determine the size of the group of producers?’ before pro-
ceeding further.

Under modern conditions the most efficient size of the
‘firm’, as we may as well call the productive group from now
on, is mainly determined by a balance between the economies
of large-scale production, which are essentially the advan-
tages gained by splitting up and re-splitting processes of
production into specialized operations, and the growing cost
and difficulty of effectively co-ordinating all these processes
as their number increases. In any given state of technical
knowledge and stage of development of the art of scientific
management, it is certain that, from the point of view of

roducing as cheaply as possible, an ideal size for the firm
1n any one industry will exist. If the firm is smaller, technical
inefficiency will outweigh the ease and cheapness of manage-
ment, while, if it is larger, then almost certainly it will be
top-heavy with expenses of management. At the ideal size
the firm will enjoy as many of the economies of specialization
as are possible without incurring a sufficient increase in the
costs of co-ordination and supervision to outweigh them.
This condition will be at a different scale of production in
different industries: in some, like printing, it may be satis-
fied by quite a small firm, while in others, like the motor-car
industry, the ideal size for the firm is probably very large
indeed. If the market is perfect, as previously defined, it is
obvious that only firms of the idea{) size, and thus of the
maximum efficiency, will be able to operate. Nor is this all:
they will only be able to produce that quantity at which the
cost of production is lowest. So far, in comparing the
efficiency of different scales of production, we have been
comparing firms of different sizes, and we have seen that as
the size of the firm increased from the very small to the very
large, efficiency would increase over the range of sizes in which
the economies of specialization outweighed the difficulty of

437 2
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manafement, would reach a maximum at the ideal size, and
would then decline as the latter commenced to outweigh the
former. If we assume the ideal size of plant to have been
installed, and review the costs for which it can produce
different outputs, we shall find that the same phenomena
recur. At low outputs, below those for which the plant
was designed, the burden of fixed costs—rent of buildings,
interest on fixed capital equipment, salaries of directors, &c.,
will have to be split up over a smaller number of units pro-
duced, and cost per unit will therefore be high. As output
increases this burden of fixed costs will become progressively
lighter per unit produced, but a point will be reached, when
the output for which the firm was designed is being pro-
duced, beyond which any increase in proguction can only be
secured at the expense of higher costs. Overtime, at special
rates, will have to be worked, stocks of raw materials will
exceed the available storage capacity, additional workers
will be falling over each other's feet, and so on. These
increased expenses will outweigh the fall in overhead costs,
and the cost of production will again rise. Therefore, if the
market is perfect, the price will be equal to the cost of the
most efficient size of firm, operating at its most efficient scale
of output. If more, or less, is produced, costs will exceed
this price, as we have seen, and thus the quantity which can
be produced will be quite definite. No alteration in the
output of a single firm can, by the definition of the perfect
market, alter the price, and only by producing one output
can the firm cover its costs.

But now, reviewing the definition of the perfect market, a
difficulty arises. Is it reasonable to suppose that in all cases
the ideal firm, which may be very large and which tends to
get larger with every technical advance, will not be able to
influence price by means of altering its output? It will be
recollected that this would be the case, (4) if the output of
the firm was an insignificant part of total output, (4) it other
sources of supply could increase their output, without a/ter-
ing their costs, when the first firm reduced output. We have
now good reason to doubt if (4) exists in very many cases,
and strong grounds for sup{)osing that (), if it can occur at
all, will be quite exceptional. Thus, even without question-
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ing the other elements in the definition of the perfect market
(the indifference of consumers between the products of
different firms), it appears very probable that to argue direct
from the results of perfect competition to the desirability of
unleashing ‘competition’ in its unqualified form upon the
world is quite unjustifiable.

The concept of ‘perfect competition’ is thus revealed nos
as the naturarand inevitable result of competition, but as a
sort of code of Queensberry rules for economic competitors,
a code which the earlier economists, with very little qualifica-
tion, assumed to be normal in the conditions of the real
world. Under more modern conditions it is becoming
increasingly clear that perfect competition is only com]peti-
tion in special circumstances, and in somewhat unusual cir-
cumstances.

Let us, therefore, relax the highly improbable conditions
of the perfect market, to the extent that we allow the output
of the producer to have some effect upon the price at which
he can sell. He is now confronted »or with the market price
to which he must conform, but with a series of possible
prices at which he can sell and, associated with them, a series
of quantities which, at each price, the market will take from
him. How will he ‘compete’: what steps will he take to
maximize his income? He will behave in exactly the same
way as the producer for the perfect market: he will increase
production all the time it pays him to do so, and stop at the
point when a further increase would lessen his income. The
circumstances of the two producers are different, however,
in one very fundamental respect. The producer under condi-
tions of perfect competition will only ge concerned with his
costs: the price per unit he will get for his product is fixed
for him. He wilf produce until the addirional cost of produc-
ing one more unit is equal to the additional revenue he will
obtain from its sale. (This principle of action is fundamental
to all competition, perfect or imperfect, but leads to very
different results in the two cases.) As the price is the same
whatever his output, the gain from one more unit produced
will be the price of that unit: as the average cost of produc-
tion, however, is different for each different quantity pro-
duced, the additional cost of producing one more unit will
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not be the same as the average cost of production. It will be
the prime cost (wages, raw materials, g:c) of the additional
unit, combined with the altered share of the burden of over-
head costs to be carried by a single unit. This will be less
than average cost all the time that production falls short of
the point at which average cost is at a minimum, because
average cost is falling, and, clearly, the addition of any
?uantity to a series which causes the average of the series to
all must be less than the previous average. If the average
height of a regiment of soldiers before a new recruit enlists
is six feet, and, after he is counted in with them, is five feet
eleven inches, then the height of the recruit must have been
less than five feet eleven. In the same way the specific cost
of that additional unit which brings the total of production
up to that point at which average cost is at 2 minimum must
be equal to average cost, and the succeeding one, which
causes output to exceed the point of minimum average cost,
must have a specific cost exceeding the average. As we have
seen, the condition of a perfect market ensures that the price
shall be equal to the minimum average cost of production,
and as the previous paragraph shows, the specific cost of
producing each additional unit short of the quantity at which
average cost is at a minimum is less than the minimum
average cost (which is equal to the price). Therefore it is
less than the additional revenue which its sale would pro-
duce. Therefore the total net income of the producer will
be less than it might have been, if he stops short of the point
at which the cost of producing one more unit would be equal
to the gain from its sale; therefore he will produce until the
two are equal and then stop.
Let us apply this same principle of action to the producer
- for an imperfect market. As he increases his output the
price of his product will fall: thus the same argument which
illustrated the relationship between average cost of produc-
tion and the specific cost of each additional unit produced
will hold for the revenue obtained. If the price which the
firm can obtain for increased quantities produced is falling,
as it is almost certain to be, then the specific addition to
revenue from the sale of each additional unit must be less
than the average price. This is quite easily grasped if one
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takes a simple example. If twenty units of the product can
be sold at f1o0o each, and twengv—onc at £99 each, the
additional revenue from the production and sale of the
twenty-first unit will be the new unit price, minus the fall
in price multiplied by the previous output, i.e. £99—/20
(20x £1), which is £79.

Now, as we have seen, the common principle of action for
competitors under all circumstances is to continue produc-
tion up to the point at which the specific cost of producing
one more unit equals the specific gain from its sale. If the
demand curve of the firm is falling, the point at which these
two are equal will occur at a scale of production below that
which the firm is operating most efficiently. A moment’s
reflection will make the reason clear. The specific cost of
each additional unit is rising as it approaches the point at
which average cost of production is at a minimum, and, by
definition, rising faster than the average cost (which is
falling). Over the same range of quantities, as the demand
curve is falling, the specific addition to revenue is falling
faster, Thus they are bound to meet before the point of
minimum average cost is reached. This is only another way
of saying that the monopolist will restrict production. The
important thing about this method is that it shows how the
element of monopoly, which may be slight or may be large
but is nearly always present in a large firm’s market, will be
exploited if the J)ro ucer for such a market follows exactly
the same methods as the producer whose market is competi-
tive. Thus it breaks down the clear-cut line of division
between the wicked monopolist, who, all agree, should be
restricted by law, and the virtuous competitor, in whose
hands the consumer may be safely left.

But, it will be asked, will not the high profit earned by
any firm in a strong position invite competition and thus
reduce price to the competitive level? The answer is that it
need not do so. To return to some of the quotations from
the economists concerning retail conditions, one cannot
argue that because there is a large number of competitors
the market is perfect. The first explanation put forward,
that of Adam Smith, 1s that it will be to the interest of retailers
to form a tacit combination to keep prices up. Another, that
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of Birck, is that as the market is divided between a number
of firms, the sales of each will so decrease that overhead
charges per unit sold will increase. This is obviously in-
correct—ijust because costs have risen all round, there 1s no
need for prices to rise. If the market is fairly perfect the
weakest firm will go bankrupt, their customers will go to the
others, whose costs will thus fall, and costs will equate
themselves to prices in the normal manner. But if the entry
of new firms, as it may do, causes the market to become more
imperfect (collecting, as a new shop may do, customers from
two other shops by establishing itself between them), then it
is possible and probable that ‘competition’ may reduce

rofits without reducing prices. The real crux of the matter
i1s the effect of new firms upon the degree of perfection of the
market: nothing else matters.

We are now 1n a position to restate the theory of competi-
tion in a series of propositions.

i. There is no difference between the behaviour of the
‘competitor’ and the ‘monopolist’: both behave in the man-
ner defined as competitive at the beginning of the chapter,
but their differing circumstances lead to different results.

ii. Perfect competition is not the same as ‘leaving things
alone’. It is a special case of competition, and, where it
occurs, it leads to the ideal output of the commodity con-
cerned. Thus it is a desirable state of affairs: much economic
legislation is devoted to obtaining the results of perfect com-
petition (without legislators always being quite aware what
they are doing).

i Imperfect competition always leads to a misemploy-
ment of the resources of the community: it makes prices
too high and sales too low: it leads to too many firms existing
in each industry, all producing below their capacity.

iv. Imperfect competition is the direct result of ‘letting
things alone’ and allowing people to ‘compete’. It does not,
as perfect competition does, automatically correct mistakes
in the scale of output, but tends rather to render them per-
manent.

v. The fundamental condition of imperfect competition
is that the individual firm should be able to affect the price
which its product fetches, either by means of restricting
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output or by advertisement. This may be because (4) the
most efficient size of firm is very large compared with the
total demand for the product in question, or because (4)
the product of the different firms in the industry is not com-
pletely homogeneous (customers are not indifferent between
them).

vi.) Where competition is imperfect because consumers
have a preference (rational or irrational) for the product of
one firm over others, it is impossible to say what the result
of the entry of new firms into the industry will be. They
will ‘increase competition’ in a quite undefinable sense, but
unless they make the market more perfect they will not
diminish costs. Indeed, if they do make the market more

erfect, as one of the implications of the imperfect market
1s too many firms, all working below capacity, and as the
diminution of waste implies operation at full capacity, they
will reduce the number of firms below the original one, and
run some risk of being eliminated themselves. Thus it is
probable that a rapid multiplication of firms is a sign that
competition is becoming Jess perfect.

This concludes our excursion into pure theory.

The path is now laid open to an explanation of the growth
in the costs of retailing in terms of imperfect competition.
There is no doubt that the retail market is extremely im-
perfect: the sales of a retailer do not take place at prices
determined by forces outside his control (except when they
are fixed by the manufacturer), but are, within limits, deter-
mined by the price which he sets. He is in this position
because retail consumers are not indifferent between the
sources from which they obtain their supplies. It is im-

ortant, however, to differentiate between the various reasons
or this state of affairs: the consumers’ preference between
retailers may be rational or irrational. (This dichotomy
cannot be strictly maintained on logical grounds—if a person
decides to do a thing the economist cannot go behind that
decision, qua economist: other people’s decisions and prefer-
ences, whether or not they are foolish according to his
individual judgement, are the data from which he com-
mences. But on ‘common-sense’ grounds the line is easy to
draw, even if it is an imaginary line.)



128 THE NATURE OF THE RETAIL MARKET

In the first place come questions of location. It is obvious
that the whole country, and indeed the whole of one really
large city, like Manchester, is not one retail market. There
are limits imposed, mainly by the leisure at the disposal of
the housewife, to the area over which she can do her shop-
ping. The area over which it is worth her while to compare
prices depends largely upon the amount of her income,
relative to the amount she intends to spend in any given way.
Even with a very low income and pleng of free time it would
not be ‘worth the trouble’ to go farther than the grocer’s
shop on the corner of the street in search of a larger two-
pennyworth of salt, while even with a comfortable income
combined with scanty leisure, a fairly extensive tour of the
local shopping centre, possibly even a trip to a larger town,
would be justifiable before purchasing new clothes. Con-
siderations such as these explain why, for example, the
street-corner general shop appears to be most firmly estab-
lished in those districts where it has, in the fairly recent past,
been usual for the housewife to be also a wage-earner.

In the second place come questions of information. Just
as the consumer cannot indulge in unlimited peregrinations,
so he cannot afford time for completely exhaustive com-
parisons of price: in nine cases out of ten he is an ‘amateur’
purchaser, without inclination to acquire any complete know-
ledge of the range of prices which the market can offer.
Consequently he tends to draw his supplies from those shops
which he has in the past found ‘reasonable’ without much
inquiry into individual prices. This habit is the foundation
of the practice of selling ‘leading lines’: a retailer may sell
a few well-known products at sensationally low prices, often
indeed below whoﬁsale cost, in order to obtain a reputation
for cheapness which he can spread like a cloak over his
iniquities in other and less obvious cases.

Thirdly, and closely related to the preceding paragraph,
come what may be termed questions of confidence. If 2
particular product has been sold at one price for a very long
time, it is quite possible that that price may become as it
were a ‘specification’ in the mind of the consumer: if the
price changes upwards he will feel that he has been cheated,
and if it changes downwards he will lose his confidence in
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the article. Thus a fairly wide range of retail prices may
become ‘traditional’, because the risk of changing them, for
the retailer, outweighs the profitability of altering them to
fit changed conditions of suPply. This also rests upon the
economy of the consumers’ time which he derives from
forming habits of expenditure.

Fourthly, there are those circumscribing amenities of dis-
tribution to which the consumer is extremely sensitive. It
is obvious that X’s premises are more comfortable than 27s;
one trial of each will serve to convince that X’s people will
deliver to-day and 2”s only to-morrow. These qualities can
be very easi]}; ascertained, while a comparison of the con-
stantly changing prices of X'and 2 is a laborious and never-
ending task,

The general effect of the circumstances which it is pos-
sible to divide roughly under these four heads is that they
render it possible §or any retailer to raise his prices above
those of his neighbours to an appreciable extent gefore losing
sufficient customers to them for the defection to outweigh
the increased revenue from the remaining ones. If his neigh-
bours follow suit he can raise prices still higher, and if,
attracted by the level of profits being made in the locality,
another retailer adds himself to their company, it will be to
his advantage to create a similar position for himself. Should
he try to ‘cut’ prices, he will probably find that he does not
attract to his shop sufficient of the established customers of
those who were operating in the district before his advent to
cover his costs, and, almost inevitably, he will set out to
build up for himself a private market among the inhabitants
of his immediate vicinity, those whom he can attract to his
shop by leading lines, and those whom he can secure by the
offer of special services.

All this is very much like the more formal picture of the
operations of an imperfect market which was drawn in the
previous pages: it explains why there should be waste in
retailing, why there should be too many shops, and why none
of them should be serving as many customers as it might.
‘What it does not explain, however, is the reason why all these
stigmata of imperfect competition are increasing with the
rapidity which seems to be the case; this reason is probably

4337 8
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to be found in the almost unbroken fall in wholesale
prices during the period under review. Since its commence-
ment, at first for reasons connected with the deflationary
effect of the return of Great Britain to the gold standard at
too high a parity, and then on account of the great depres-
sion, the wholesale prices of consumers’ goods were steadily
going down. As the wholesale price-level fell, it appears
that retailers in general tended to let retail prices lag gehind
them, and to spend a considerable proportion of their in-
creasing margins upon attaching customers more firmly to
them by means of providing more and more expensive
services. And the new firms, which the comparative pros-
perity of retailing, combined with the migration and growth
of population, have enticed into retail trade, appear to have
attempted to consolidate their position by similar methods.
Therefore the retail market has been steadily becoming
more imperfect, mainly because considerable expenditure
has been devoted to the task of making it so, i.c. to attaching
consumers more firmly to particular sources of supply. As
a result of this increased imperfection of the market the
profits of established retailers have, from time to time, tem-
porarily increased, thus tempting new retailers into the trade,
whose advent again increases the total cost of retailing. And
so the process appears to have gone on.

This does not mean that competition has been absent,
although it certainly implies the absence of ‘perfect’ com-
petition. It means that competition has been present and
extremely active, only it has taken the form of a competitive
‘bidding up’ of the costs of retail distribution rather than
of a competitive reduction of retail prices. It is quite clear
from the preceding analysis of the reasons which attach
customers to a particular shop, how this has been done.
Now shops, wherever they may be placed, have an advantage
of location for at least some consumers who previously
traded in places less *handy’ for them. And, although whole-
sale prices have been falling, they have seldom been falling
fast enough for an appreciable reduction—a reduction suffi-
cient to make itself felt by the consumer—to have been
possible in one step. This is especially true for commodities
of which the unit price has been small. There are limits to
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which even a considerable reduction in wholesale price,
considered as a percentage of the price per ton, can be
translated into reductions in the price of units which are
priced in pence, limits resulting from the limited divisibility
of currency. It must in this connexion be observed that for
all practical purposes the farthing is regarded rather as a
nuisance than a coin, and a halfpenny is the smallest possible
amount by which most prices can be reduced.

Thus, not only the insensitiveness of the consumer to
minute changes in price, but the impossibility of making
these changes in some cases, have combined to render the
competitive offer of services and general amenities the most
effective method of maximizing retail profits. Another factor
working in the same direction, especially in depressed indus-
trial districts, has been the possibility of employing cheap
juvenile labour for delivery on an unprecedented scale. In
many areas before the depression most juvenile labour went
into industry: this becoming impossible, it became available,
at very low wages, for employment in distribution.

Altogether, therefore, it appears to be as safe as any

eneral assumption can be to conclude that the dominant
actors in the growth of retail costs have been the imperfec-
tion of the retail market, and the opportunities which a
period of falling wholesale prices and unemployment has
provided for that imperfection to be deliberately increased.
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THE CHANGING COSTS OF RETAIL TRADING IN
GREAT BRITAIN

I

N the light of the data which are now available concerning

the growth in number of retail outlets, and of the analysis
of the nature of the retail market contained in the last
chapter, it is desirable to attempt to estimate the changes in
the total cost of the process of retail distribution s the con-
sumer (thus including both costs and profits) over the same
period. We may reasonably expect it to have advanced
considerably.

The following pages embody an attempt to ascertain how
the total cost of retailing has increased from 1924 to 1931
in Great Britain. The figures illustrating the remarkable
growth of employment in the distributive trades are, of
course, public hproperty and need not again be cauoted; from
time to time, figures like those of Mr. Colin Clark! for the
trend of retail wage costs per £1 of sales are published, but
the structure of retailing is so complex and of such diversity
that it is doubtful whether even the joint statistics of the
I.A.R.D. and the Bank of England are based upon samples
wide enough to be truly representative. And, even if these
latter are a reliable guide to changes in the courses of sales
and prices, they tell us nothing of what Eroportion of our
resources is being devoted to retail distribution, or of how
that proportion is changing.

II

As a necessary preliminary to an examination of changes
in the total cost otj:'etail distribution, there emerges the task
of constructing wholesale and retail indices of the prices of
finished consumers’ goods. Neither the cost of living index
of the Ministry of Labour, nor any of the numerous whole-
sale price indices, excellent as they are within their proper
spheres, is suitable for this purpose. Consequently an
3 The National Income, p. 153.
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attempt has been made to arrive at a somewhat more accurate
picture of the behaviour of the prices of consumers’ goods
since 1924. Before that date too many disturbing influences
were at work for the statistics to have any value for our pur-
pose, while comparable pre-War figures are not available
and, if they were, would lack the ‘social homogeneity’ which
any period must possess, for the study of price movements
by means of an index number to have any real meaning.

The wholesale price-level of ‘retailed’ goods is calculated
as follows. Colin Clark’s indices for the wholesale prices of
milk, ‘other foods’, and ‘other manufactures’ are taken,
together with their weights, from his index of consumption
prices.! To them is added an index for boots and clothing,
constructed from the Board of Trade index of wholesale
textile prices, combined with an estimate of the normal cost
of making up garments? and a weighted average of the
import and export prices of boots and shoes. The whole is
included at Clark’s weighting for his similar index. He
includes an index of the retail prices of drink, tobacco, and
newspapers; as, almost without exception, these goods are
sold at prices fixed by the manufacturer, it is fairly safe to
assume that wholesale and retail prices move along parallel
lines. Therefore this index has been incorporated in the
wholesale index at Clark’s weight.

The wholesale price of coal is taken from the Statist index;
the two coal prices therein are reduced to a 1924 basis
and averaged. The Ministry of Labour cost-of-living index
gives an approximate ratio of 12 : 1 between the weighting
of food and milk (taken together) and coal; this propor-
tion probabz{ weights coal more highly than is correct for
a general index, as it represents working-class consumption
only. Coal is therefore included in the wholesale index at a
ratio of 7 : 91 to food and milk.

No attempt is made to include the prices of motors, petrol,
lighting, amusements or transport, as these ‘commodities’

Y The National Income, ch. x. All succeeding references to this writer refer to
this chapter.

* Wages in the clothing industries are regulated by a trade board, and thus vary
with the cost-of-living index. In order to allow for the rapid growth of the rayon

industry during the period the weights as between that and other fabrics are changed
from year to year.
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are considered to lie outside the boundaries of retail trade.
The index thus formulated is presented as a rough guide to
the movements of the wholesale price-level of those goods
which pass through the retailing system.

Taste [
The Wholesale Price-level of ‘Retailed Goods
1924 1925 1926 1937 1928 1929 1930  I93X
100 899 943 900 g4 877  So3 93¢

II1

The next task is to formulate a retail price index com-
parable with the above, and here the MmistrK of Labour
cost-of-living figures are the only guide. In the following
tables the Ministry’s indices for food (including milk),
clothing and footwear, coal, and ‘other items’ have been
included. Food, clothing, and coal have been reweighted in
the same way as the corresponding items in the wholesale
index. Some inaccuracy is inevitably involved in this pro-
cedure, because the Ministry's index is concerned only with
working-class expenditure, and while the reweighting of the
items may serve to bring the results into a more comparable
shape, the nature of the sampling upon which they are based
necessarily conceals changes which have taken place in the
relative price-levels of different qualities of the same com-
modity. But a still greater difficulty arises in the comparison
of the ‘other items’ group in the Ministry’s index with the
remaining articles in the wholesale index. The latter is very
much more comprehensive than the former, and the dis-
crepancies involved in reweighting and comparing the two
are obvious and considerable. Moreover, the differences in
quality which vitiate the comparison of the other groups
reappear in a more formidable shape. However, as it is the
only information available, it must be employed, although
the result can only provide the roughest of approximations
to the price movements which we seck to detect. It is there-
fore included in the retail price index, but at a lower weight
than the corresponding items in the wholesale index; the
weights of the latter are §15, 31§ for miscellaneous manu-
factures and 200 for dnnk, tobacco, and newspapers; to
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include the Ministry group at the same weight, as it does
not include drink or so wide a range of manufactures, would
be to render the retail index unduly insensitive, and it is
therefore given a weight of 415.

This somewhat dubious method provides the retail price
index; the wholesale price index is repeated for comparison:

Tasre 11

1924 I93§ 1926 X927 1928 X929 Ig9j0 IQ3I
Retail price index 500 1004 987 956 950 939 gor 841
Wholesale price index 100 899 942 goo 904 877 8oz 73§

Iv

The next step is to estimate, year by year, the wholesale
value of the combined total of retailed consumers’ goods
produced in Great Britain and imported. The method is as
follows: from the 1924 census of production is derived the
total wholesale value of the goods which enter into retail
trade, and the numbers of workers engaged in their produc-
tion during that year in each branch of industry concerned.
These latter provide a basis from which to calculate output
in succeeding years, and, in conjunction with the wholesale
index, to estimate its value. To complete the 1924 total
there must be added, firstly, an estimate of the net imports
of consumers’ goods, which is obtained by a careful analysis
of the import and export statistics; secondly, the figures

rovided by the Ministry of Agriculture covering the output
of finished foods by agriculture and fishing (deducting those
foodstuffs which, like wheat, appear in the census production
as components of the gross output of other industries);
thirdly, an estimate for coal. The Samuel Report estimates
the domestic consumption of coal in 1924 to have been
33,750,000 tons; combining this, at its wholesale value,
with the other total we arrive at a grand total of £1,749
millions for the wholesale value of the turnover of retail
trade.

Similar estimates for the following years can be compiled
by a slightly more involved method. The import and export
statistics and the agricultural and fishing figures are available
year by year; the Samuel Report cites evidence in support
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of the view that the domestic consumption of coal will not
alter appreciably during the decade succeeding 1924, and
this is assumed to be the case. The volume of home pro-
duction, however, is more difficult to estimate; the only
guide to changes in output is the Ministry of Labour record
of the number of workers registered in each industry; this
may be corrected by deducting for each induslt}y the average
percentage of unemployment for the year. Unfortunately,
the classification of the Ministry is not identical with that
of the census of production. The procedure adopted is to
substitute the Ministry figures for those of the census,
employing those groupings which most nearly coincide, and
thus to obtain for each industry a per capiza output by divid-
ing the gross output in 1924, as recorded by the census, by
the number of workers employed in 1924 in the most closely
comparable Ministry of Labour group. In some cases fairly
bold approximations have to be made where the discrepancy
between the two classifications is great.

For each year subsequent to 1924 the number of workers
employed in each industrial group is multiplied by the value
of gross output per head in 1924 ; this provides a preliminary
estimate of the volume of output in terms of 1924 pounds.
Two corrections must, however, be made before these figures
can be employed, as they show a fall in 1928 which is due
to the changes which took place in the basis upon which
employment statistics were compiled in that year, and as
they do not allow for changes in industrial efficiency. Per-
sons aged 65 and upwards ceased to be insurable under the
Unemployment Insurance Acts as from the 2nd of January
1928; consequently the multipliers for output per head
cease to apply. It is estimated that in 1927 (July)! of a total
of 12,131,000 insured persons, 447,000 were over 6§; the
estimates of output for 1928 and subsequent years are con-
sequently multiplied by 1-038. Unfortunatelly, this method
ignores the differing proportions of elderly workers in
different industries, and the variety of their output per head,
but in view of the general imperfection of the statistics
concerned it is doubtful if more elaborate treatment would
- be justified.

1 Jide the Ministry of Labour Cazette.
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The correction of the output estimates for changes in out-
put per head is a more difficult task. When these estimates
were first compiled (1933) only the preliminary surveys of
the 1930 census of production were available; they pro-
vided figures for output per head in the food, drink, to-
bacco, clothing, textile, leather, printing, paper and stationery
industries, industries comprising the majority of those pro-
ducing finished consumers’ goods. The changes in output
per head do not differ greatly between these industries, and
an unweighted average exhibits a decline in the value of
output per head of 4-4 per cent. on 1924. As the wholesale

rice-level fell in 1930 to 85§ per cent. of 1924 (the index
Eere employed refers only to home manufacturers of con-
sumers’ goods), the rise in ‘volume’ of output per head in
1930 was 11-8 on 1924. Ifthis rise be assumed to have been
a smooth and continuous process, taking all industries to-
gether, a series of multipliers for the annual estimates of
output compiled on the basis of the 1924 figures can be
employed to allow for growing efficiency. It is now possible
to reduce the estimates of home production (which are of
course in 1924 values) to their wholesale values, and to add
to them the figures for coal, net imports, agricultural
produce, and fish, thus obtaining an annual record of the
wholesale (or rather factory) value of the total turnover of
retail trade.

Some apprehension may well be felt concerning the relia-
bility of results arrived at by such a roundabout method,
and the writer therefore refrained from publishing them in
their original form. The majority of the detailed results of
the 1930 Census of Production are now, however, available,
covering those industries which in 1924 produced 88-1 per
cent. of the goods under consideration. If the 1930 value
of the output of these industries be multiplied by 100/88-1,
assuming that the group of small industries representing
11-9 of the total output in 1924 have grown at the same rate
as the majority, a grand total of £1,754 millions for the
wholesale value of retail turnover in 1930 is arrived at, and
this is very close indeed to the estimate of £1,758 millions
which the original method produces. Inview of thissimilarity

the 192 §—9 estimates are presented with some confidence.
4837 T
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Tasiz 111
Factory Value of Retail Turnover
(£000,000"s)
1924 . 1,749 5928 . 5787
1918 . 1,783 1929 . 5818
1926 . 1,731 1930 . 5,754
1927 . 1,738 193¢ . 5,856

It is now possible also to construct an index of the
‘volume’ of retail turnover, on the assumption that annual
wholesale values expressed in terms of what the same expen-
diture would have purchased in 1924, give a rough approxi-
mation to physical volume.

TanLe IV
Volume of Retail Turnover

1924 r928 1936 1937 1938 r9a9 1930 1932
10000 1030 1080 1093 3139 3183 1344 13350

\4

It is now necessary, as a preliminary to estimating the
total cost of retailing in 1924, to ascertain the total cost
of distributing consumers’ goods in that year, which includes
the cost of wholesale distribution and of transport. This is
estimated by Clark to have been [g§50 millions, on his
estimate of ‘total consumption’, which differs from the
figures quoted above as the wholesale value of retail turnover
by the inclusion of several classes of goods which do not pass
through the retailing system. His ratio of distribution costs
to wholesale value is 550 : 1,87; if the same ratio be applied
to our total the cost of distribution appears as [g14°§
millions. But in view of the particular types of commodity
which the former total includes and the latter ignores, it is
probable that this is somewhat too high, and the total cost
of distributing retailed consumers’ goods in 1924 is therefore
assumed to be in the immediate vicinity of £§10 millions.

VI

On this foundation it is possible to erect a recombination
of the preceding data, which indicates the approximate
value otp total retail sales in 1924, and which can also be
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employed to show the course of subsequent changes. The
method is as follows: the sum of the wholesale value of the
components of retail turnover with the total costs of dis-
tribution for 1924 provides an estimate of total retail value
for that year, For following years the 1924 retail total is
multiplied by the ‘volume’ index and reduced to current
values by the retail price index; the result is as follows:

TasLe V
Total Value of Retail Turnover
(£oo0,000's)
1924 . 2,259 1928 . 2,423
1928 . 2,337 1929 . 2,§10
1926 . 2,342 1930 . 2,532
1927 . 2,361 193¢ . 2,299

As in the case of the wholesale estimates the method by
which these totals are derived is so indirect, and is open to
such possibilities of major error, that the writer would
hesitate to present them were it not for the fact that an
independent estimate is possible and seems to confirm their
accuracy. It is possible to check the 1930 total in the
following manner.

The U.K. Temperance Alliance estimates expenditure
upon alcoholic liquors in that year at £277-§ millions. Mr.
Colin Clark, to whom I am greatly indebted for this and
other services, has worked back Feaveryear’s estimate for
total expenditure on food from 1932 to 1930, producing
a total of {1,173 millions. Other retail sales, including
motors and petrol, but excluding tobacco, are estimated by
the Bank of lgngland Statistical Department at {932 millions.
Working back Feaveryear’s estimate of petrol sold for private
consumption, wededuct £18- ¢ millions g-om this total; on the
basis of the 1930 census of production it seems probable that
allowing for net exports, the proportion of cars destined for
employment as taxis, and retail margins, a further deduction
of f 30 millions is sufficient to cover the retail value of private
motor-cars. Finally, the retail value of the consumption of
tobacco must be added, which Feaveryear estimates at
£136 millions, bringing the total up to 2};,480 millions.

As this is an estimate of sa/es, and the total of Table V
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is of the retail value of output plus imports, the slight
divergence of 2 per cent. is probagly accounted for by the
accumulation of stocks in the early stages of the depression.
If this is the case, then the estimate of the total cost of retail-
ing for that year as presented in Table VI is probably some-
what inflated and should be only slightly in excess of
£560 millions.

Vil

In order to arrive at estimates of the cost of retailing
during the period under review it is now only necessary to
ascertain the cost of ‘wholesaling’ and the cost of transport
of retailed goods. The former may be easily, if somewhat
arbitrarily, disposed of by accepting the assumption that
wholesalers’ charges amount to § per cent. on the retail
value of all consumers’ goods taken together, and have
remained unchanged since 1924. The latter present a more
difficult problem. Railway rates have fallen, and a consider-
able amount of traffic has passed out of the hands of the
railway companies into those of the road haulier; both these
movements testify to a lower cost per ton-mile, but neither
sheds any light upon the extent to which transport costs
enter into retail prices over and above wholesalers’ charges.
Some industries have been becoming more concentrated
over the period, some have been moving closer to the great
centres of population, some have been becoming more
scattered. While all these changes have affected transport
costs, and while their general effect has probably been to
decrease them, it is difhcult to come to any precise conclu-
sions concerning the general trend of change from year to

ear.
7 In these circumstances it is boldly assumed that the
total cost of transporting retailed consumers’ goods (before
their final sale) has varied with their total ‘physical volume’
(see Table IV) and that the appropriate rail costs of 1924
can be taken as a basis. Clark estimates that in 1924 the
cost of rail transport for finished consumers’ goods was £26
millions and the joint transport cost of bunker and domestic
coal was £13 millions. The Samuel Report estimates the
normal consumption of domestic coal at 33-7¢ million tons,
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and bunker requirements at 18-77 millions. Allowing for
the fact that the haul of domestic coal tends to be longer than
that of bunker coal, £9 million may be assumed to represent
the transport of domestic coal, giving a total transport cost
of £3 millions for retailed goods in 1924. For the succeed-
ing years wholesalers’ charges are calculated upon total
retail values, and transport charges upon physical volume in
the same way. Thus it is possible to present finally an
estimate of the total cost of retailing for each of the years
1924 to 1931.
TasLe VI

The factory | The total
alue of walue of Costs of The total

retail retail awholesaling cost of
turnover turmover | and transport|  retailing
(£000,000's) | (£000,000's) | (£000,000’s) | (£o00,000s)

1924 1,749 2,259 148 362
1925 1,783 2,337 153 40t
1926 1,73L 2,342 153 458
1917 1,72t 2,361 14 483
1928 1,787 2,423 160 476
1929 1,818 2,810 166 529
1930 5L,754 2,532 17t 6o7
1931 1,556 2,299 157 586

These totals are somewhat surprising. It must be remem-
bered, however, that they do not represent an advance of
similar proportions in retail margins: they refer to a steadily
growing volume of retail turnover. Moreover, there is one

undamental defect in this compilation which can only be
guarded against by a generalized warning. The volume and
value of goods at wholesale is the value of goods produced
and imported: this is not necessarily identical with the
quantity resasled in the same year. This affects the estimates
of wholesale and retail value alike, as the estimates of retail
sales are derived from the vo/ume index and the retail price
index. Thus for the years in which stocks were accumulating
the total cost of retailing shown in the table is artificially
inflated. This is an unavoidable weakness in the method
employed: its recognition leads one to expect that while the
trend 1n retailing costs depicted is not necessarily incorrect,
the year-to-year figures may be suspect. In particular is
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this true of 1930—a year in which stocks were accumulating,
as invariably occurs Xuring the onset of depression—and the
total for that year, and probably for 1927, clearly require
scaling down,

To what extent is external corroboration possible? In the
first place it is possible to provide a certain amount of evi-
dence which is only ?artially independent, as it depends
upon the acceptance of the estimates of total retail turnover
employed above. It relates to the value of retail sales per
head of distributive workers employed, and gives a rough
indication of the trend of wages costs during the period,
allowing of course for the fact that all distributive workers
are not shop assistants, and that if the proportion of shop
assistants included in the Ministry of Labour totals of dis-
tributive workers was falling during the period the trend of
retail wages costs would be exaggerated.

TazsLe VII
X924 x9as x9a6 X937 1928 12939 1930 1931
Index of value of sales per
worker . . 200 98 93 89 90 89 %9 79

Index of retail pri::u . 100 3004 987 956 950 939 9ot 848

It will be noted that the index falls with considerably
greater rapidity than the index of retail prices, showing over
the period an appreciable rise in the average labour costs of
distribution. This is clearly shown by an index illustrating
the changing ratio of expenses to sales. Returning to our
estimate of the total costs of retailing, this index is obtained
by dividing the total costs of retailing by the value of retail
sales for each year:

1024 192§ 1926 1927 3938 1939 X930 2931
100 107 318 128 123 133 149 162

This record of costs includes profits, as it is obtained by
subtraction. At this point one can pass over to completely
external and indepcncﬁnt evidence: it can be compared with
the cost ratios of a group of large and not unrepresentative
retail co-operative societies, which are available since 1928.

7928 r929 1930  I93f
100 107 11t 123
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For purposes of comparison our national index can be

rebased:
1928 1929 X930 193X
100 108 128 129

It is also possible to obtain from statistics published by
the Co-operative Union an index showing the changes in
wage costs per L1 of sales (unfortunately this cannot be
carried back further than 1925).

1925 J9a6  x9a7 X928 1929 I930  I193f
100 104§ 302'3 106§ 1081 1128 1351

The disproportionate increase in 1931 is due to the rapid
fall in prices in that year, combined with the impact of the
depression on those industrial areas where the co-operative
movement is strongest. It is of interest to note that the
increase in the co-operative costs, although considerable, is
appreciably less than those of the general average, of which,
it forms a very considerable proportion.

It appears, therefore, that a very considerable increase
in the total cost of retailing took place between 1924 and
1931. Much of this increase, especially at the latter part of
the period, must have been the inevitable result of falling
wholesale prices working in conjunction with a relatively
‘sticky’ retail price-level. To the extent to which this cause
was the predominating one the growth may be expected to
be temporary and the recent stability and still more recent
upward trends of wholesale prices may be expected to reverse
it. The same may be said of that increase in the number of
retail outlets which may be referred to the same cause. Yet
it does not appear probable that the whole of an increase of
the order of magnitude shown can be explained in terms of
‘natural’ time-lag. Certainly the increase in wage costs can-
not be referred to the same cause, except in so far as it
may be argued that the reluctance of the average retailer
to reduce his staff during depression has led to a heavy
fall in sales per head. This clearly comes into the picture,
especially in the case of the co-operative figures quoted, but
the rapid growth in the percentage of distributive workers
unemployed during the period renders it impossible of
universal application. Consequently it may be assumed that
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the forces inherent in the manifest imperfection of the retail
market were in the ascendant during the period and that a
substantial proportion of the advances in cost recorded are
of a permanent character.

Such evidence as is available for the post-1931 period
appear indeed to indicate that such has been the case. We
are now upon the eve of an organized attempt to commence
the serious compilation and analysis of retail statistics, and
it would be unwise to attempt to anticipate the conclusions
of the Statistical Department of the Bank of England upon
the information which it has collected. The general conclu-
sion which we set out to establish, however, that the growth
in the number of shops during the period of falling prices
was accompanied by increasing total costs of retailing, and
that the scale of that increase was too large to accept of
any explanation except in terms of the theory of imperfect
competition, is extremely unlikely to be invalidated.



VI
THE TREND OF CURRENT CONTROVERSY

I
THE question of how far perfect diagnosis need be

before it is made the basis for curative treatment is one
which presents problems common to medical and economic
science. The patient may die, or the disease may continue
to increase until it becomes ineradicable, while the diagnosti-
cian is still in search of a formula or uncertain about the
interpretations of ambiguous data. This is the real ‘Doctor’s
Dilemma’, and the doctor himself cannot resolve it. Every
fresh diagnosis which is made, however, alters the situation:
it may render remedies previously proposed of doubtful
value, or of certain efficiency, or it may reveal a situation in
which no known treatment promises relief.

Consequently, the best method of approach to a discussion
of those remedies which have been suggested for the alleged
ill health of the final stage in our distributive system would
seem to be, firstly, to summarize what appears to be the
mostaccurate diagnosis; secondly, to enumerate the proposed
panaceas, in each case indicating the precise evil they are
designed to eradicate; and thirdly, to evaluate, in the light
of our analysis of the situation, both the relative importance
of the evils and the probable efficiency of the proposed cures.

We have produced evidence in favour of the view that
there has been a tendency in the past decade, strongly
marked from 1924 to 1931 and almost certainly persisting
to-day, for the total costs of retailing to increase to the con-
sumer, and for this increase to be accompanied by an increase
in the costs, as well as the profits, of the retailer, and by a
very rapid increase in the number of shops. Furthermore,
we have proved (it is hoped) that the increase in the total
cost of retailing was considerably greater than the growth of
productive efficiency during the period could have justified,
or than changes in the tastes of the consumer might have
independently called forth, and also that the increase in the
number of shops was in excess of that necessitated by the

4337 v
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migration of population or by the results of rehousing
schemes.

This rapid increase of costs we attributed mainly to the
imperfection of the retail market, i.e. to the ‘amateur’
status of the retail purchaser, which leaves initiative in the
hands of seller rather than buyer in respect of price and
service policy, and thus, almost inevitably, has led to com-
petition between retailers taking the form of a competitive
‘bidding up’ of costs, which has rendered the retail market
still more imperfect, but which appears also to have kept the
profits of retailers down to a ‘normal’ level. And another
closely related factor in the situation was suggested to be the
discount policy of those producers of consumers’ goods who
‘maintain’ the retail prices of their products. In both cases
the root of the problem was found to lie in market conditions
which led retailers to seek command of more resources than
were strictly necessary for their function of distribution,
and, having obtained them, to underemploy them. Conse-

uently, the test which must be applied to any proposal
or the reform of retailing which cYaims to do more than
merely eliminate some technical inefficiency peculiar to a
single branch of trade, is to inquire either what its effects
will be upon the ‘perfection of the market’, or, how far it
promises to reproduce the effects of a perfect market by means
of some other method than that of ‘tree consumer’s choice’.

And at this stage the characteristics of a perfect market
may well be passed in review. The presence of perfect com-
petition in a market for manufactured products connotes a
single price, equal to the cost of production of the most
efficient sized plant operating at the optimum scale of pro-
duction. As we have seen there are difficulties attached to
the application of this concept to the market for retailing
services. The quantity of retailing services provided is not
capable of exact measurement, nor are they separately priced,
apart from the retail cErices of which they form a component
part. Thus the conditions of a perfect market in retailing
services, which would result in retail margins exactly com-
mensurate with ‘service’ provided, can hardly be expected
to exist. In order for them to do so as the result of free
consumer’s choice an enormous quantity of energy and time
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would have to be devoted by the individual consumer.
Cases exist, such as the market for women’s clothing, in
which the exercise of meticulous choice is in itself a pleasur-
able occupation, or such as the market for stable working-
class foodstuffs, when vigilance is a stern economic necessity.
In these instances the conditions of a perfect market often
appear to obtain, but they ma]y be regarded as exceptional in
respect of retailing in general,

f, then, the main characteristics of a perfect market,
the recognizable single price and the clearf; marked opti-
mum of scale and of output, cannot be applied as practical
tests to the world of rctaifing, by what criteria are proposals
for reform to be judged? By two only: do they promise to
lower retail margins to the consumer, and do they propose
to check the drift of economic resources into retailing?
Because, if the conditions of perfect competition are hard
to detect when they exist in retail markets, this is not true of
the opposite tendency. The growth in the total numbers of
retail outlets, in the total cost of retailing, in the total numbers
registered as normally employed in retailing and in the pro-
portion of these unemployed, all point in the same direction.

The main headings under which proposals for reform
may be classified and examined are:

(4) Proposals to regulate the number of shops by means
of a licensing system.

(%) Proposals for the extension, or, alternatively, for the
abolition, of systems of retail price maintenance.

(¢) Proposals, or aspirations, for the extension of con-
sumers’ co-operation over a wider field.

I1

The first of these, proposals to regulate the numbers
and/or qualifications ofP retailers by licence, emanate from
a surprisingly large number of sources and are advanced for
the most widely varying reasons. One may detect among the
defenders of existing voluntary schemes, and the proposals
for more comprehensive and compulsory ones, motives in-
cluding the interests of existing shopkeepers, the interests
of manufacturers, the interests of employees, dislike of
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disorder, enthusiasm for town planning, concern with the
low standards of many small shopkeepers, and, lastly, pure
misunderstanding of the problem.

As an example of a voluntary scheme already in successful
operation, we may cite the Distance Limit Policy operated
by the National Federation of Newsagents, in co-operation
with the Newspaper Proprictors Association. (For a fuller
description of the scheme the reader is referred to the Report
of the Committee on Restraint of Trade.) Briefly the objects
of the scheme are to prevent newcomers from setting up in
business close to existing newsagents. The aspirant must
cither buy an existing business or satisfy a committee, com-
posed of newsagents, wholesalers, and representatives of the

ublishers, that the district in which he proposes to set up
1s not properly served by the existing newsagents. Some
25 per cent. only of applicants to these committees are
successful. The interests of the parties concerned in this
arrangement are sufficiently clear without any further exposi-
tion. There is no pretence that the function of a newsagent
is a skilled or specialized one, or that the maintenance of
standards approaching the professional is desirable. This
claim, however, is maintained by associations other than
those of chemists, dentists, and the like, whose claim is
clearly legitimate. Dealers in photographic materials, for
example, limit entry to their ranks by means of a somewhat
elastic ‘professional’ standard, while at their 1934 conference
the Federation of Grocers’ Association instructed their Coun-
cil to investigate the possibility of a voluntz? scheme for the
registration of qualified grocers. But it is of interest to note,
in this connexion,an extract from the Grocer of July 21st,1934,
quoted by Hoffman in his pamphlet Skops and the State:

“The rock bottom fact has to be faced that there are now too many
shops and too much competition for retail trade, not all of it by a long
way of a desirable character.’

Schemes of this type, whether full grown or in the em-
bryo stages, whether openly restricting ent? or maintaining
hypothetical professional standards, are fairly clearly de-
signed in the interest either of the retailers, as in the case of
the newsagents, or, as in the case of the Tobacco Trades
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Association, in order to assume the maximum of control by
the manufacturers over the conditions of retail sale. In these
circumstances it would be unfair to criticize them as ineffec-
tual attempts to render the retailing world more efficient and
its operations less costly: it would equally be redundant to
praise them for any efficiency they may provide: it would
equally be unwise to accept the advice of their protagonists
in instituting schemes of reform. They are devoted to the
preservation of existing sectional interests.
On a somewhat different level one must discuss the pro-
osals of Mr. Hoffman and the Shop Assistants Union.!
e proposes the registration of all existing shops.

‘Once registration was carried through, it should be within the
power of some competent Judicial Authority set up for the purpose by
the state, having some local knowledge, to grant 'a Certificate or
Licence only to such shopkeepers in future who proved either that
the needs of the community were not being properly catered for, or
that there was some new form of distribution in his undertaking.

‘It is not intended by this suggestion that the granting of the
certificate or licence would be any guarantee of the services which
would be rendered by the licensee. The intention is to rather prepare
the way for qualitative service by the prevention of more shops being
opened in a market which is already catering fully for the require-
ments of the people. . . .

‘It may be urged that competition is being removed. The answer
to that is, in this country there is more than enough competition
going round in shopland to last for the next 50 years. The same
answer is sufficient for those who urge a monopoly would be created.
In any case, if a prejudicial monopoly was being created in a district
that could be urged before the Commissioners as a reason for a new-
comer to be let in; moreover, if the Labour Party’s proposal for a
Consumers’ council were set up, there would be protection for the
public in that way. Undertakings, understandings, arrangements in
respect to prices do occur now under the existing circumstances.
What we do know is that the unregulated opening of shops is wasteful
and expensive, and works untold wrong to hundreds and thousands of
employed persons.’

The main concern of Mr. Hoffman is with the welfare of
distributive workers, and proposals affecting the working
conditions of some two mllion wage earners clearly bulk

1 Shops and the State.
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sufficiently largely to clear their advocate of any charge of
‘sectarianism’. And he sces in the rapid multiplication of
shops a menace to the standard of living of shop assistants.

“Those who desire to see Distribution a public service, staffed with
those who have knowledge of the goods they are handling, happy and
proud to serve the community, secure in their occupation, relieved of
those terrible anxieties which now beset them morning, noon and
night, must be prepared to stamp out that form of competition which
drags all down to the level of the lowest and worst.’

But his proposals, as they stand, amount to presentin
secure monopolies to existing retailers (in place of their
existing ‘insecure monorolies') in the hope tﬁat a share of
the monopoly profit will go to the worker in the industry.
Now to lessen (or rather stabilize) the number of retailers
will no doubt do something to lessen the flow of resources
into distribution, It will thus, by reducing the rate of re-
cruitment of distributive workers, do something to lessen
the rapidly growing incidence of unemployment among
them. But the large number of shops is not a cause, but
an effect, of the imperfection of the retail market. Merely to
restrict entry will increase the profits of existing retailers,
because, by lessening the incidence of overhead costs in a
bigger turnover it will lessen the average cost of operation.
Only if it makes the market more perfect, however, i.c. if it
makes buyers more indifferent between different sources of
supply and more sensitive to changes in price, will the
increase in efficiency resulting from restricted entry to retail-
ing be reflected in a fall of the cost of retailing to the con-
sumer. Securing their existing market to retailers does not,
on the face of it, promise to have this result.

In fairness to Mr. Hoffman it must be remembered that
he does not propose to leave matters here. The powers of
the licensing commission, as he points out, should be exer-
cised in the interests of the consumer, and he also envisages
a general control over retail prices via 2 consumers’ council.
Thedanger of the proposals as they stand, however, especially
in view of the general sympathy which bodies like chambers
of commerce have recently been evincing for similar pro-
posals, is that they are far more likely to be put into practice
at an early date than is the establishment of any effective



THE TREND OF CURRENT CONTROVERSY 151

consumers’ council, and it is also extremely unlikely that, as
far as one can make effective political forecasts, any licensing
authorities likely to be set up will be free from bias or un-
swayed by influence.

Another aspect of the proposals is also open to criticism:
it may be as well to let the interested party speak for itself.
The IZader writer of the Co-operative News for 23 February
1935 comments as follows:

‘Mr. Hoffman’s solution is registration and licensing of all shops.
In recent articles we have pointed out how that idea is growing in
strength among private traders.

‘No co-operator will deny that the distributive trades require re-
organisation. Re-organisation is obviously necessary, and it is bound
to come. What the co-operative movement must watch is that in the
name of re-organisation co-operative progress is not throttled. There
must be a licensing authority to operate a licensing system. A
right of objection to the granting of licenses is bound up with
the establishment of an authority. If Mr. Hoffman’s plan even-
tuates, no new co-operative shop could be opened anywhere with-
out first facing the licensing body and the full blast of objections
from already established private traders or multiple shops. Licens-
ing would suit every type of business except the co-operative
movement. It would virtually guarantee the market of the small
trader and the combine, and, applied under capitalism with no control
over prices, it would make it easier to enforce price extortions on the
consumer. The co-operative movement would be the chief victim of
such a system, unless it was framed to exempt mutual organisations not
trading for private profit. Otherwise, co-operators can only oppose it,
for all-in licensing with no exemption for co-operative societies would
mean that a great working class movement had been put in chains,
and the capitalist control of distribution had been made a legal per-
manency.

“There is, however, one big principle which we must keep in mind.
If the grocers in an area decide that there are enough grocery shops
for that area; or the drapers, or butchers, or greengrocers, or fish-
mongers decide similarly; they might conceivably have some title to
impress the fact upon whatever licensing authority may be set up.
Some regard might be had for their view that somebody else should -
be prevented from planting a shop to win trade and profit for himself;
but that would set up the principle that our present suppliers, who
live on the profit they make out of essential services, should be allowed
to corner the distributive trade for themselves. An entirely different
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situation arises when the members of a co-operative society, settling
in a particular area, decide that they want to be supplied with their
goods from their own shop, and it is the purchasers and prospective pur-
chasers who have the chief title to decide on a matter of that kind.’

The amount of weight one should attach to this criticism
depends, of course, upon the value which is to be put upon
consumers’ co-operation as a solution to the distributive
problem. As this is to be treated by itself in a later section,
we must here postpone judgement, passing on to three more
proposals for the regulation of entry to retailing, which seem
to be of sufficient importance to merit serious consideration.
The one of these which seems to follow most directly in order
of relation from the scheme of Mr. Hoffman, who writes
from the point of view of the shop assistant, is the work of
Mr. Neal, in his book Retailing and the Public. The author
is intimately connected with the direction of large-scale
retailing, and in fairness to him it must be noted that his
tentative proposals for zoning and licensing shops form a
very minor part of a fairly long work devoted to explaining
the mechanism of retailing and making six{ggestions for the
improvement of its technical efficiency. He introduces the
subject by saying:

‘And yet, with the signal set at danger, and at a time when the
surest hope is concentration, we are standing by while a combination
of circumstances is certainly maintaining, if not adding to, the multi-
plicity of distributive outlets. We appear, therefore, to be blinding
ourselves to the fact that there comes a point where an increase of
competition in a relatively scattered industry is failing in its presumed
purpose: and is as likely as not to assist in raising prices by adding to
the expense of winning business.’

Here, it will be observed, Mr. Neal, with his firm grasp
of the realities of retail policy, has put his finger on the vital
spot. He does not speak of ‘increased overhead costs’—
which can only increase prices if they lead to tacit or formal
combinations or agreements—but of the increased cost of
winning business. It is one of the characteristics of an im-
perfect market, as we have scen, that the optimum size. of
productive or distributive unit cannot operate at full capacity,
because of the cost (either positive by means of advertise-
ment, or negative, by reason of the decrease in prices which
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is the condition of increased sales) of increasing its scale of
operation. The obstacle to expansion, however, is not the
existence of a host of small and ineflicient retailers as such.
It lies in the adherence of consumers to specific sources of
supply, and this can as well exist in 2 market composed of a
small number of efficient department stores, all thwarting
each other’s attempts at expansion to full capacity, as in
a market which one optimum size distributive unit cannot
expand to cover because of the obstinate adherence of groups
of consumers, each to some small and (possibly) less efficient
shop. The small shop may be undesirable because it is dirty,
or because it lures its proprietor by the promise of a fictitious
freedom and an improbable chance of future opulence to
accept an incredibly low standard of life for himself and,
only too often, for his children. It may be a blot on the fair
urban landscape of Manchester or Stoke-on-Trent. It is
not, however, except in so far as its presence gives rise to
tacit combination, or results from the subsidies of manufac-
turers in search of a large number of outlets, a cause of high
retail costs and prices. It is a symptom of the causes which
make them possible and call it into being as their agency.

Consequently, Mr. Neal’s tentative proposals for licensing
and zoning retail outlets, excellent as they are from the point
of view of town-planning, do not, any more than the pro-

osals mentioned before, really affect the point at issue.
hey would, of course, affect the incomes of the surviving
shopkeepers. As he points out (p. 190):

‘For the remaining shopkeepers of that town it should offer the
possibility of more efficient and satisfactory trading. Accordingly,
were they charged with the duty of assisting as an organised body in
the liquidation of the position, 1t is not unreasonable to suppose that
it might prove to be worth their while even to incur some small levy
for the purpose.’

It might indeed] It remains to discuss two slightly
different sets of proposals, one emanating from the Com-
mission on the Registration of Shops in the Irish Free State,
and the other from an Irish economist. The former, of
which the proposals are outlined below, appears to have done
very little in the way of breaking new theoretical or statistical

ground in arriving at its conclusions, but appears to have
4337 x
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accepted fairly whole-heartedly the 1927 Report of the
Tribunal on Prices. The passage in this document which
bears most closely upon the point at issue runs as follows:

‘We are agreed that there are too many retail shops in this country,
and that the multiplicity of shops does not create competition or tend
to reduce prices. It has in fact the contrary effect. Prices are fixed at
levels which enable the least efficient shop to live, and it is allowed to
live to the advantage of the more efficient shops in the same trade and
at the expense of the consuming public. Every shop in excess of the
most economical number adds its burden of unnecessary overhead and
running expenses to the prices of goods consumed.

‘We are also agreed that a substantial reduction in the number of
shops, accompanied by supervision of prices by the Prices Board would
enable material reductions in the prices of arucles of general consump-
tion to be realised. The only practical means of securing this reduc-
tion which occurred to and has been considered by us is the licensing
of shops; but the subject is one of such difficulty and complexity that
we are not prepared with the information at our disposal to make any
definite recommendation.’

It is not necessary, in view of what has been said before,
to spend much time in sorting out the arguments in this
assage. To bring it into line with the analysis of Chapter IV
1t would be necessary to say ‘the multiplicity of shops does
not create perfect competition, and therefore does not tend
to reduce prices’, and again it would be necessary to rephrase
the passage about prices being fixed at levels which allow
the most 1nefficient shop to live. Clearly there is no reason
why retail prices should be fixed at this level unless they are
fixed by manufacturers for reasons of their own. The correct
description of the position would be to say that the conditions
of the market are such that when retailers act in a manner
calculated to maximize their profits the result is a large num-
ber of shops, all operating below capacity. The concept,
which appears to be in the minds of the Tribunal, of a single
retail price-level common to all shops, and set by the cost
of operating the ‘marginal shop’, is extremely misleading.
But the report is indeed on firm ground when it recog-
nizes that, if the number of shops was reduced, the average
costs of operation could be lowered, and in addition, that
this would provide conditions under which it would be
possible for prices to be lowered, although special legislative
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grcssure might be necessary to make use of this possibility.
ince the presentation of this report the Free State Govern-
ment has assumed powers to control retail prices, although,
so far as is known at present, those powers do not yet seem
to have been extensively employed. A census of distribution
is also in course of tabulation for the Free State: therefore
the proposals of the Commissioners must be interpreted in
a context of existing or developing machinery for the control
of the monopolies which licensing by itself would tend to
create or to confirm.

The novelty in their proposals lies in an attempt to avoid
a rcrctition of the wholesale creation of vested interests
resulting from the licensing of public-houses in England, by
means of a dual system of registration for premises, and of
licenses attaching not to premises but to individuals. It is
proposed that only licensed retailers in specified registered
premises should be allowed to operate. Otherwise the pro-
posals run fairly closely parallel to others: considerations of
sanitation and town-planning are evoked in connexion with
the registration of premises and considerations of personal

ualifications and existing retail facilities in connexion with
the issue of new licences.

Finally we must include a very ingenious suggestion con-
cerning the taxation of retailers put forward by Mr. Joseph
Johnson before the Statistical and Social Inquiry Society of
Ireland in 1927:

‘Hitherto it has been the custom to tax persons who make a profit.
For obvious reasons this custom is likely to continue. If our analysis
is sound there are, however, excellent reasons why certain other
persons should be taxed for not making a profit. The inefficient retail
trader on the margin of a number of retail trades, which is in any case
excessive, seems to be the main cause of high prices, and his high
prices to be the main cause of the high prices and high rates of gross
profit of his more efficient rivals. Why not raise the margin of business
efficiency by taxing these unprofitable servants of the community out
of existence as business men?

*As it actually operates in the case of retail trade the income tax
systeny appears to be a tax on honesty and proper business organisation,
and a premium on all the unbusinesslike qualities which depress the
margin of efficiency and indirectly maintain maximum retail prices.

*A licence duty of about £s for each establishment, payable by all
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retailers whether they make a profit or not, but credited as & prepay-
ment of income tax in the case of those who prove to be liable for that
amount of income tax or more, would operate in the opposite direction.
The efficient would have to pay no more taxation in all than before,
and would have no possible excuse for raising prices. The incidence
of the tax would thus be on the less efficient or the less honest. The
tendency would be for their numbers to diminish and the tax would
be operated in such a way as to result in the survival of the optimum
number of retailers by the elimination of the unfit.

“The raising of the margin of business efficiency would tend to
lower prices and rates of gross profit. At the same time the nef profits
of the survivors would be quite likely to increase, in consequence of the
increase in average turnover and the diminished incidence of overhead
charges.

“There would, however, be a possible danger of 2 positive and
partial monopoly being abused. A theoretical remedy for this is to
foster the growth of consumers’ co-operative socicties. One possible
method of doing this is to levy the retailers licence duty at a lower
rate on such societies. It would be more scientific, and also more
effective from this point of view, to substitute & “‘turnover tax"
at a rate which should not exceed 19, for the licence duty, to treat
this as in the other case, as a prepayment of income tax, but not
refundable, and to levy the “turnover tax” on consumers’ co-operative
societies at a lower rate, or altogether exempt them from it.’

As in the report of the Tribunal on Prices, the blame is
put on the inefhicient marginal retailer who fixed high prices.
It is only in a perfect market, however, that prices are deter-
mined by the marginal firm. Thus the most admirably
ingenious proposals to tax this mythical person out of exis-
tence lose weight as a method of remedying the imperfection
of the retail market, though they would remain of consider-
able interest as a method of eliminating the inefficient which
might be put into practice pari passu with measures of price
control, were it not for the fact that any measure of price
control which re-created the conditions of a perfect market,
i.e. those in which only the optimum firm could operate at
its most efficient scale of operation, would automatically
eliminate them.

And this is the fundamental weakness common to all
these attempts to eliminate the ineficient retailer in the
interests of reducing distributive waste. If he can exist at
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all, then the retail market must be so imperfect that his
climination would only lead to the redivision of the spoils
among the survivors. {f it is possible by measures of legisla-
tion to reduce distributive waste, he will automatically be
eliminated, provided that suitable steps are taken to see that
he does not ‘hang on’ at the expense of reducing the wages
and increasing the hours of his employees. Therefore, if the
job can be done at all, he does not matter; while if it cannot,
there is no reason for driving him out of business in order to
add to the profits of multiple shops and department stores.

I11

We must now pass on to consider proposals for the regu-
lation of retail prices. These fall into two groups—proposals
for regulation by the State and arguments in favour of the
existing system by which manufacturers fix the retail prices
of their products, allow a discount off these to retailers, and
refuse supplies to any retailer who does not conform to the
published conditions of resale.

State regulation, as we have seen, is a necessary condition
for the proper functioning of any system of licensing retail
outlets and restricting their number. It may operate in two
ways, either by the publication of scales of maximum prices
or by the establishment of consumers’ councils to which
appeal may be made in cases in which charges are considered
to be unreasonable. The fundamental objection to these
proposals is that legal maxima always tend to become
minima, as a glance at the history of railway rate legislation
will show. Either in the case of published prices decreed
by a central authori?, or in the case of precedents estab-
lished by decisions of a consumers’ council, it appears to be
almost certain that the maximum prices recognized by the
authorities would come to rule in the market, regardless of
the costs of distribution. These prices would necessarily be
set high enough to cover the costs of efficient distributive
establishments operating under the most difficult condition,
i.e. providing for the consumer of a very sparsely populated
district, where shops must be available, but where the
number of customers must of necessity be so small that no
efficiency of organization could render the costs of retailing
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very low, or serving depressed areas where customers are
numerous but the average purchase so small as to ensure
a disproportionate cost in the cost of serving, wrapping, and
the like. Consequently, a level of prices which would enable
these necessary distributive services to carry on would be
high enough to ensure wholly disproportionate profits for
more fortunately placed retailers, %‘he language employed
by the Free State Tribunal on Prices would indeed apply to
the situation thus created.

Alternatively, it might be possible to ‘zone’ retailers
according to the necessary costs of distribution necessitated
by the peculiar circumstances of the markets they serve, in
the same way as trade-union rates of wages in, for example,
the building trades, vary from district to district according
to variations in the cost of living. But, as the second example
of a type of high-cost area quoted above makes clear, it is
not possible to determine the necessary costs of retailing in
an area according to some simple single criterion such as
density of population. Thus the establishment of maximum
prices, graded by areas so as to eliminate superfluous profit,
would be a stupendous task even for the most elementary
products like bread. When it is considered how fashions in
clothing, furniture, and even food change, how wide a range
of qualities may be obtained in almost any product, and how
unhomogeneous a class of goods may be covered by a name
like ‘stockings’, the impossibility of establishing a system of
price regulation sufficiently flexible and yet sufficiently
accurate will be realized. {nevitably it would lead either
to monopoly profits, or to a shortage of supglies, according
as it erred on the side of generosity or of niggardliness.
Probably it would do both at the same time for different
groups and almost certainly it would lead to less satisfactory
results than free, not to say perfect, competition.

Therefore, as we saw when considering the matter that
restriction of entry to retailing without price control would
be valueless, the enormous difficulty of controlling prices
in 2 manner which would combine justice with efficiency is
an additional argument against any system of licensing.

All the reasons that can be advanced in criticism of State
regulation of retail prices appear to apply with greater force



THE TREND OF CURRENT CONTROVERSY 159

to the control of retail prices by manufacturers, who do not
even profess to undertake the task in the public interest,
but in the interest of their own profits. As this system is
alrcadz very important (for example, it completely dominates
the tobacco trade, is important in the grocery trade, and is
becoming so in the clothing trade), and as 1t has recently
been defended by the report of a select committee, it is
worth while examining in some detail,

Each retailer may %e assumed to be in possession of a
‘private market’, the limits of which are more or less deter-
mined by the preference of his customers for dealing with
him rather than paying the same or even a slightly lower
price for similar goods elsewhere. But the privacy of this
market, and the monopoly profit arising therefrom, may be
encroached upon by the manufacturer who produces a
branded and advertised product.

He also possesses a private market among retail con-
sumers; in the interest of his reputation he will tend to
introduce wherever possible a system of price maintenance,
so that the public may not be antagonized by the sight of a
well-known product of identical quality offered for sale at
varying prices. This involves fixing a profit for the retailer
who handles the product. Upon what grounds will this be
fixed? The two private markets overlap and to this extent
lose their privacy; the choice of the consumer is not ‘soap
from X or from 2" but ‘A4 brand or B brand from X or 2.
Moreover, it may well be that the retail price fixed for 4
brand soap, and the retail discount thereupon, harmonize
admirably with the sales policy of X, but do not fit in with
that of 7, while the conditions of sale of B brand are quite
congenial to 7, but, on the quantity sold, would involve a
loss to X, It may even be the case that the makers of 4 brand
offer a specially high discount to those retailers, X among
them, who will promise to handle 4 brand to the exclusion
of all others.

Under these circumstances the consumer will be faced
with the alternative ‘A brand from X, or B brand from 77,
If he is conscious of a preference for dealing with 7, but also
for A brand soap over B brand, the two private markets are
in open conflict. 'What, under these circumstances, decides
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the retail prices of the two brands, and what decides the
margin which their producers allow to the retailer?

The report of the Lord Chancellor’s Committee on
Restraint of Trade! contains a valuable analysis of the bar-
§aining power of both sides and indicates the principal
actors at work.

‘Under the price-fixing system, as under conditions of unregulated
retail prices, the manufacturer sells his goods in more or less free
competition with other manufacturers to the wholesale or retail trader.
If he has a popular trade mark or has spent large sums in advertising,
so that his goods pass easily and quickly into consumption, he may
expect to obtain a better price or to dispose of & larger quantity. In
any case he must, under conditions of price maintenance, charge a
price uniform to all, subject perhaps to discounts. , . . If the article
is one of popular use for which there is a good demand, the retailer’s
margin is likely to be fixed at a lower figure than if the article is one
of a special kind in limited demand, because in the latter case the pre-
sumption is that the cost of distribution per unit is relatively high.
To a certain extent, we were informed, the manufacturer has the
alternative of relying upon advertising to create the demand for his
products (in which case he may be able to get his output retailed on
a comparatively narrow retail margin) or relying upon the retailer to
push his goods (in which case a relatively wide margin must be allowed).

‘In general the manufacturer has to bear in mind that his goods
may be in competition . . . with goods sold by the retailer under his
own label and with unbranded goods: and the profit margin which
he allocates to the distributor as well as the final selling price to the
consumer may be assumed to be influenced by these circumstances.
In particular cases, where a manufacturer has something approaching
a monopoly, and where the interest of the public is assured by the
article being in common use, the retailer’s margin may be reduced to
a small percentage.’

Having thus summarized the position of the manufacturer
the report continues to consider the position of the retailer:

‘Although in the case of price-maintained goods he has no say as
regards the price he has to pay for the goods, or the price at which he
may sell, he is in theory quite free to decide whether or not he will
stock price-maintained goods and if so which particular goods: and
he is therefore, in theory, also free to refuse to stock those which do
not yield him what he regards as an adequate profit. In practice his

% Restraint of Trade. H. M. Sutionery Office, 1931.
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effective power of choice, so long as he remains in the trade, may be
circumscribed. In some trades the greater part of the supplies are
branded, and where this is the case he may be largely restricted to
choosing which particular brands he will stock. Ifa great part of the
range of branded goods is in the hands of a single manufacturer his
economic independence vis-3-vis that manufacturer is further dimin-
ished.

‘He may lose a customer if he does not stock a particular proprietary
article which is asked for by name. On the other hand he has con-
siderable power of influencing demand by salesmanship. He may
choose which article he will exhibit prominently in his window and
on the counter and when a particular brand is not asked for he can sell
the brand which yields him the most profit, or an article under his
own labely or an unbranded article,’

The report then goes on to outline the case most remote
from that of the retailer who finds the majority of his wares
both branded and price-maintained and in the hands of a
single manufacturer (which is not unlike the position of the
tobacco trade), that of the big department store and the
multiple shop whose private markets are strong and well
defended. We are tolc{) that they

‘tend to develop their own special lines and to a certain extent to avoid
manufacturers’ brands. ‘They do their own advertising and prefer to
trade on their own reputation rather than rely upon manufacturers’
advertising and proprietary goods: and the representatives of the depart-
ment stores who gave evidence before us claimed that as a result of
cheaper buying the stores are able to place their own lines in the hands
of the consumer, quality for quality, at lower prices than those fixed
for proprietary goods by the manufacturers.”

It remains to examine in what manner this phenomenon
of price maintenance may be expected to influence the struc-
ture of retailing. The manufacturer of an advertised, branded,
and price-maintained commodity is a2 complete monopolist
in respect of that commodity: were he also the retailer of
that commodity (as many such manufacturers are), he
would at once proceed to the production of that quantity of
his product which could be sold at the price yielding him a
maximum monopoly profit. His demand curve, however,
being also a ‘manufactured product’, would in part at least
depend upon his cost of production, if the cost of advertising
be included therein.

4337 Y
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For any volume of output there is an optimum combination
of manufacturingandselling costs yielding amaximumreturn.
These maximum returns for each possible separate volume of
production will in turn, upon inspection, reveal an absolute
maximum, which it will be the aim of the producer to secure.

The position of the producer is not radically altered if
we regard him as selling through the ordinary retail channels.
His objects will still be the same, but his expenditure upon
selling will be slightly different. He may, as we have scen,
spend a little less on advertising and ‘spend’ a little more on
securing the active allegiance of the retailer: he may in other
words aim at a larger total monopoly profit to be secured by
means of sacrificing part thereof to tge retailer,

The degree to which he is dependent upon the goodwill
of the retailer depends upon the proportion of the turnover
of the average retailer handling his product which that pro-
duct represents. Other things being equal, the larger the
proportion of the retailer’s turnover represented by the pro-
duct, the stronger the position of the producer, and vice
versa. But this position again depends partly upon the pro-
ducer’s expenditure upon advertising; it is even possible for
the producer to force the retailer to handle a line which does
not cover the cost of retailing it at the maintained price, if
his advertising has been successful enough to make his com-
modity one which every ‘respectable’ business in that branch
of retailing must carry. Thus part of his advertising costs
may be finally borne by every consumer of the class of goods
handled by the type of retailer concerned!

At the other extreme, where the proportion of the retailers’
turnover represented by the product is, in the nature of
things, small, as in the case of certain medicinal products,
the more the producer spends upon advertising (short of
making his product, as above, a ‘necessity for re;gectability’
under which circumstances the position is difterent) the
larger is the margin he must allow the retailer in order to
ensure that his sales are large enough to cover his costs. In
all cases the ‘marginal’ retailer, the man who is on the verge
of decision whether or not to handle the branded product,
presents circumstances in which the factors at work show
themselves most clearly.
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The producer will increase the discount on his price-
maintained commodity until the volume taken by the re-
tailers is that for which his campaign of advertising and the
equipment of his factory were designed, or until his falling
net receipts render it more profitable for him to restrict pro-
duction. The main difference between the producer in a
strong or a weak position wis-d-vis the retailer is that in the
first case the ‘marginal’ retailer is unique and in the second
he is representative. Before passing to the study in detail
of the marginal retailer’s position, however, a somewhat
paradoxical aspect of the activities of the price-maintaining
manufacturer must be examined.

The paradox lies in the fact that the ‘price maintainer’,
in pursuit of a maximum monopoly profit, appears to have
created in the retail market at least one of the conditions of
perfect competition. For the demand curve of the individual
seller (or producer) under conditions of perfect competition
is a horizontal straight line—and so it would seem is the
‘demand’ curve of the individual retailer under conditions of
price maintenance, because he is only permitted to sell at one
price. This is not the case, however, because the guansity
which the retailer can sell at any one price is limited by his
market: fixing the retail price therefore determines both
what he may charge, and how much he will sell. Thus, when
all prices of all products handled by the retailer are main-
tained, it is the ‘authority’ maintaining the price which
finally determines the size of the retail business. In a trade
if the ‘authority’ is the producer, or wholesaler, as will be
the case under the circumstances given if he is the supplier
of all, or a large proportion, of the products handled, he may
determine the size of the business. He may, in a trade where
the large units of retailing are the more economical, exercise
his power of determining the gross profit of the retailer so
as to eliminate all but the larger and more efficient. Or he
may consider that a larger total sale of his product will result
from a larger number of retail outlets, and may thus allow a
retail margin sufficiently large to stimulate the entry into the,
business of a large number of sellers.

The ‘authority’ need not, however, be the producer,
although in most cases where price-maintained goods
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- constitute a large proportion of the turnover of the average
retailer, this will tend to be the case. If the producer is only
one among many supplying a price-maintained product to
be sold through the same channels, the ‘authority’ really
fixing retail margins and prices will be the retailer, who here
is in the stronger bargaining position. In this case the prices
and margins fixed will be determined by the elasticity of
demand for the product in the private market of the average
retailer. Here also a tendency will exist for a monopoly
price to be extorted and shared, and even if this policy is
unsuccessful, attempts in its direction will tend to increase
the costs as well as the gross profits of retailing.

Thus in general we may expect these tendencies to exist in
a more or less strong‘l{ marked degree wherever price main-
tenance exists. It will, except where a deliberate policy of
excluding the inefficient has been followed by strong pro-
ducers, tend to make the position of the retailer a little more
monopolistic, and to make the reaction of the retail market
to falling wholesale prices a little slower.

In view of the power which the right of the producer to
fix retail prices gives him to determine the scale and efficiency
of retailing, it appears that the continuance of such a system
is too heavy a price to pay for the security of the %roduccr.
His argument in favour of its continuance, which was
accepted by the Committee, was that if he advertised a
particular brand at a given price, and if retailers, for pur-
poses of their own, sold it temporarily at lower prices, the
effect on the public would be such as to destroy the reputa-
tion of the brand. This is no doubt true: the remedy scems
to be a reduction in his expenditure upon advertisement and
such a reshaping of retailing as will remove the nccessi? of
the retailer resorting to such catch-penny devices as ‘leading
lines’, i.e. selling. well-known goods below cost in order to
lure people into the shop, where they may buy other less
well-known goods at prices considerably above cost.

v

The third set of proposals—those for 2 wider extension
of consumers’ co-operation—are of the utmost importance;
sufficient, indeed, to warrant a brief summary of the develop-
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ment of the movement. Historically, consumers’ co-opera-
tion in the form in which we know it to-day arose out of
cthical disapproval of the system of private capitalism com-
bined with practical dissatisfaction with high prices and
adulterated goods. Accepting the ruling market price as the
basis of its operations, tﬁc early society proceeded to open
a small shop, deal in the principal necessities, and distribute
the difference between wholesale prices plus cost of opera-
tion and the retail price among the members in proportion
to their expenditure. As the committee who did the buying
for the society also purchased from the society (to put the
argument on the lowest possible level) the stock in trade was
free from adulteration—an attraction of which the impor-
tance is only to be realized after reference to the blue-books
of the period. Moreover, the general level of efficiency in
retailing was so low, and the business so overcrowded, that
even management committees most prone to the peculiar
vices of committees could not but make some surplus to
distribute if they took the wholesale and retail prices as they
found them. Thus there was the added attraction of ‘pain-
less saving’ for the co-operator.

It is not difficult, therefore, to understand the rapid
success which followed upon the introduction of consumers’
co-operation on the Rochdale model. It became, however,
increasingly difficult to maintain the original principles un-
changed 1n their application, as the movement grew. This
is most clearly to be seen if we take the question of defining
the ‘ruling retail price’. For the pioneers in Rochdale the
‘ruling retail price’ was that charged by the shop on the
corner of Toad Lane. But very soon we may suppose that
the shop on the corner, and a lot more like 1t, went out of
business. What was the co-operative society to do when it
became, as it very often did, one of the forces determining
retail prices in anarea? The answer seems to bethatinagood
many cases they followed a somewhat conservative policy,
aiming at maintaining the rate of dividend on purchases
which they had originally set up in totally different circum-
stances. This is vividly illustrated by contrasting conditions
in the north of England, when co-operation was first estab-
lished and where in many places the price policy of the local
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society sets the price for most of the necessities of life, with
those in the south, where co-operation is comparatively
weak and of recent establishment. This tendency was
examined in some detail in Chapter II.

Consequently the ideal of consumers’ control of retail
distribution has become in some areas slightly obscured. In
place of being a movement open to a¥ consumers, and or-
ganizing profitless distribution in their interests, it has
become in some areas a movement open only to those who
wish to ‘save as they spend’.

Apart from this drawback, however, the theoretical ad-
vantages of consumers’ co-operation as a method of organiz-
ing retail distribution appear to be considerable. If the
wastes of distribution are, as they appear to be, mainly
resultants of the ‘slackness’ of the consumer (a slackness
which is probably quite justifiable considering the inroads
into the leisure of the individual which its elimination would
necessitate, but of which the collective results may be serious)
then ‘self-government for consumers’ seems to be the way
out. It is probable that the price of absolute distributive
efficiency, like that of liberty, is eternal vigilance: if this
means the sacrifice of all the leisure of all the people all of
the time, then the price is too high. But, given a system of
representative government, the situation changes, and this
is essentially what co-operation sets out to do.

This does not mean that the principle of free consumers’
choice is in any way abandoned, or the right of the consumer
to choose for himself in any way infringed upon, by co-
operative organization. The retail consumer is, on the whole,
a necessarily passive creature, unlike the ‘professional’ con-
. sumer of raw materials for productive purposes. He does
. not produce specifications and insist upon their being ful-
filled, except when he is buying things like fishing tackle,
and even in such cases, when he does, he finds in the majority
of instances that he cannot get them, because they are not
manufactured and his individual and unique demand is too
insignificant to set the wheels in motion. Thus, incvitably,
his choice is restricted to the range of possibilities in the
form of products and prices which are offered to him. He
cannot find out all the prices, or experiment with all the
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products, and he therefore falls an easy prey to such tacit
agreements between retailers as exist. (It is probable, how-
ever, that tacit agreements play a lesser part than is generally
supposed in retail policy.)

ost important of all, the ‘product’ which he is offered
by the retailer is not just, for example, a hat. It is a hat
at the street corner or a mile away, a hat to carry home or
to be sent by messenger, a2 hat bought after a wait of ten
minutes in a small and busy shop, or a hat promptly acquired
among luxurious surroundings. And the price of the hat
is also the price of all of these subsidiary amenities. More-
over, the price of the hat may have to pay not only for the
comfort o? possessing 2 hat but also for the spiritual exalta-
tion of possessing an X hat, or the confidence of freedom
from baldness at thirty inspired by possession of a 2" hat
—both these intangible satisfactions having been created by
very expensive advertisement. If the first enterprising entre-
preneur who started to add these amenities together suc-
ceeded in attracting customers, it is almost certain that his
example would be followed by others, and soon the man who
wanted a plain, simple hat to put on his head and take away
might well find himself enjoying, and paying for, a host of
unwanted services. |

It is here that consumers’ co-operation, with its technical
detail in charge of experts but its policy controlled by com-
mittees of more or less ordinary consumers, should be of
great value in checking the upward race of distributive costs
by offering goods for sale under conditions of sober comfort
if not of luxury, in avoiding the wastes of advertisement, and
in general giving a range of choice to the consumer in which
the prices really represent the cost of producing and selling
the article concerned, and not the most profitable policy for
a semi-monopolist in an imperfect market,

At this point, having set out the theoretical case in favour
of consumers’ co-operation, it is well to pause and inquire
how far co-operation in action fulfils its promises. And
for the purposes of this review it will be as well to pass over
the ethical case for co-operation. This is founded upon the
claim that the movement provides a living wage for its
employees and does not operate for private profit: like all
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arguments in the sphere of ethics its strength depends upon
the extent to which those to whom the claim is addressed
sympathize with or abhor its presuppositions. The question
which it is relevant to ask, however, is, ‘Does the co-opera-
tive movement in practice provide retailing services more
cheaply than the private trader?’ Or, in other words, ‘Is the
machinery of co-operative distribution of sufficient sechnical
efficiency to enable its theoretically superior position to
result in superior results?’

The question, especially in its first form, is difficult to
answer. In the case of the stable articles of working-class
diet, when the market is fairly ‘perfect’ as a result of the
vigilance of the housewife, co-operative margins do not
appear to be wider than those of the multiple shops. Differ-
ences in quality make comparison difficult, but it allowance
be made (}or dividend in those areas where a high dividend
policy is followed, this generalization appears to be justified.
This, however, is what one would expect, and reflects no
especial credit upon co-operation: in this field the problem
ofp distributive waste is by no means acute. The demand of
the wary housewife is very susceptible to slight differences
in the price of daily necessities, and if the admittedly well-
organized chain stores introduce a change in prices, the
co-operative shops follow promptly, even if they do not lead.
It must be emphasized that the strength of co-operative
trading lies in the sphere of groceries, bread, and milk, and
that it caters mainly for working-class needs.

The other branches of retail trading, especially clothing
and furniture, where there is little uniformity of product
and no clearly defined price-level and where the average
customer is far less expert, provide a field where one would
expect to find the superiority of the co-operative system
most clearly demonstrated. Unfortunately one seeks evi-
dence of obvious superiority in vain. The proportion of
co-operative trade which consists of non-food sales is low,
and prices in these departments do not appear to be appre-
ciably less than those ruling in private shops handling
similar goods. The chief difficulty here lies in making
suitable comparisons: in general, the quality of the materials
and workmanship in co-operative goods is considerably
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superior to their design.* Thus it is hard to know whether
to compare excellently finished but poorly designed co-
operative products with those of a similar standard of design
or of workmanship. If the former course be adopted, then
in most cases a higher price for the co-operative product
seems justified; if the latter, the product of private industry
will normally command the higher price.

Yet it appears to be in these branches of distribution that
the greatest economies might be effected and that the in-
fluence of an organization standing in a fiduciary relationship
to the consumer might be of the greatest value. It behoves
us, therefore, to ask the reason why co-operative influence is
so slight—and so slightly beneficial—in this sphere. The
answer is probably to be found in the relationship existing
between management committees and permanent officials
in most societies.

In order for the committee elected by the members of
a co-operative society to supervise its management to
make the greatest contribution to the efficiency of the
society as a distributive agency, it should have the outlook
and interests of a consumers’ council. The professional
management is naturally interested in increasing sales and
maintaining distributable surplus to the exclusion of further
ends. To this interest the ideal committee would oppose
that of the consumers, gua consumers—opposing proposals
to adopt the margin of gross profit obtaining among private
traders where this is in excess of the necessary cost of pro-
viding reasonable service in the department concerned}: in
spite of the effect upon surplus; oPposing proposals which
seek to attract custom by means of ‘competitive ostentation’,
in spite of the effect upon gross sales. In this way, although
the degree of imperfection in the general market for the
classes of goods concerned would make the task a difficult
one, co-operative committees might succeed in keeping
prices in fairly strict conformity with the lowest possible
cost of distribution in many branches of retailing where

t This conclusion was reached without reference to the speed with which co-
operative design adapts itself to changes of fashion, In so far as the movement
exhibited a tendency to produce good designs and only modify them slowly and
reluctantly, the present writer at least would approve.

4337 z
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the pecuniary interests of private traders gor the professional
interests of co-operative managers) would otherwise tend to
increase both costs and retail margins.

. Unfortunately, however, management committees ap-
pointed by co-operators do not o?ten appear to take this
view of their function. Considering themselves as the equiva-
lent of the board of directors ofg 2 limited company, and
filled with a laudable zeal for the rapid extension of co-
operative entex;{)risc, they tend to allow considerations of
total turnover, distributable surplus, and growth of member-
ship to constitute their major concern. No one but their
constituents has, of course, any formal right to criticize this
attitude. But it may with justice be pointed out that the real
efficiency of retail co-operation would very probably be
increased, and the interests of the consumer better served,
if they confined their activities to the presentation of the
consumer’s point of view rather than identifying themselves
with, and seeking to participate in the actual business of,
the management.

In the larger societies, no doubt, 2 management committee
needs to exercise functions similar to those of a board of
directors: the enterprise they conduct is the property of
those who elect them. It seems desirable, however, that in
some of these societies the experiment should be made of
organizing co-operative ‘consumers councils’ after the man-
ner of the ‘board of supervisors’ imposed upon the director-
ate by German company law, although their functions would
be different. The results would probably amply repay the
trouble and outweigh the increased complexity of organiza-
tion involved.

There is also another angle from which the efficiency of
co-operation must be examined. Even if the r:grescntztion
of consumers were perfected, so that none of the efforts of
the co-operative organization were misdirected, those efforts
might themselves be weak and ineffectual. The net balance
of advantage might thus be lost. How do the expense ratios

- of co-operative stores compare with those of private traders?

It is not easy to provide an answer. The bases upon which
the accounts of local co-operative societies are presented are
far from uniform, in spite of the efforts of the Co-operative
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Uhnion to secure uniformity. Even in so far as comparison
is possible the returns show wide variations from place to
place. No representative expense ratios for private traders
exist for comparison, even in the limited sense in which a
crude average like that presented for co-operative trade on’
p. 143 may be called rcfrcsentative. Consequently one is
driven back upon generalizations.

The co-operative movement pays higher wages than does
the average private firm, vide the Shop Assistants’ Union,
but its scale of remuneration for the higher administrative
posts is comparatively low. Probably, therefore, it can
cream off the labour market for assistants! (except for the
strongly marked tendency on the part of the societies to
train their own), but appears to be restricted in the higher
ranks to those who deliberately prefer co-operative employ-
ment. Employees commonly enjoy greater security ofP em-
ployment than the general run of shop assistants: fear of
dismissal may stimulate efficiency on the one hand, security
of tenure on the other may generate loyalty. The level of
efficiency, at least in those branches of co-operative trade
which are most fully developed, does not appear to be lower
than that in private trading, even allowing for higher wages.
In those branches of trade where co-operation is still almost
in the experimental stage the level of efficiency appears to
vary very greatly from place to place, and even the vaguest
of generalizations woulg be dangerous.

There is one further technical point in favour of co-opera-
tion. The co-operative movement can expand its operations
without increasing its average costs of distribution, in a way
that seems to be impossible to the private trader. The latter
has to bid for new customers with increased ‘facilities’ while
the market of the co-operative store expands automatically
as the membership of tie society grows. A certain amount
is spent by all societies on propaganda aimed at increasing
membership, it is true, but the sums concerned are quite
insignificant compared with the cost of expansion of a great
department store.

t Except for drapery. Apparently young women prefer to accept the greater
‘social advantages’ (and normally lower wages) of employment in the department
stores|
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Moreover, the co-operative society has far more know-
ledge of its own market than has the private trader—or
rather it has material available from which such knowledge
can be extracted. The practice of paying dividend upon
purchases renders it necessary to keep account of every
purchase made by a member. Thus it is always possible for
a society to find out to what extent its memau deal con-
sistently with it, how far the customers of one department
patronize or avoid another, whether the customers of a new
department repeat their visit or not. Information such as
this, unique among ‘cash’ traders, provides a basis for
scientific market research which should go a long way
towards covering the extra cost which the working of the
‘check’ system imposes upon a co-operative society. It is
far from certain that the average socicty makes as much as it
might of the opportunities thus afforded, but if it did so it
is probable that the advantages of cheap expansion which
the movement already enjoys would be much enhanced.

How far, to summarize these inquiries, may the co-opera-
tive movement in action be said to fulfil its theoretical
promise as a force making for efficiency in retail distribution,
in the sense in which efficiency was defined at the com-
mencement of this chapter? Despite the faults of organiza-
tion which hamper it in those fields where it might be of the
greatest value, 1ts influence is clearly exercised in the right
direction. And, manifestly, that influence might be increased
by improved methods, although reform can only come from
within. Moreover, it has one considerable achievement at
least to its credit.

This concerns the growing custom of economizing labour
behind the counter by selling goods, especially g:cena,
in standardized packages. This development been
accompanied, among private traders, by the creation of
enormous (and enormously expensive) reputations for par-
ticular names on the outside of packets containing ordinary
standardized products, which enables the particular brand
concerned to be sold at prices very considerably above the
price of an almost identical quality of the same commodity
sold ‘loose’. From this perversion of a desirable economy
the co-operative movement has remained free: its packeted
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goods remain comparable in price with the cost of the pro-
duct they contain,

In conclusion, therefore, one may envisage with consider-
able hope the extension of consumers’ co-operation to a
more dominant position in retail distribution, especially in
those fields where it has so far been least active. Indeed, in
view of its many advantages, one is tempted to wonder why
it has not expanded with even greater rapidity than it has
done. The answer lies in the cause of the whole malaise of
distribution—the ‘slackness’ of the consumer. Were it not
for this, as we have seen, there would be no problem to solve,
and as it exists one cannot expect the advantages of co-
operation to be any more manifest to consumers than the
other opportunities and advantages they habitually overlook.

Even if it were probable that the political situation in
England would in the immediate future permit of retail
tra§e being handed over en b/oc to the co-operatives, as in
Russia, the wisdom of such a step would be disputable. In
the first place such action would mean that the movement
must inevitably lose its elasticity as a voluntary organization,
and hence that some of its value as a protection to the con-
sumer might be sacrificed. Secondly, it is doubtful if the
gresent directing personnel of the movement would either

e willing to shoulder the enormously increased responsi-
bilities of such a position or be willing to relinquish their
positions in favour of people who were prepared and com-

etent to do so, even if these, as seems unlikely, could be
ound.

It does seem desirable, however, that legislation should
be framed giving every possible advantage to the growth of
consumers’ co-operation on its present voluntary basis. This
might take the fgrm of differential taxation, as suggested by
Mr. Johnson, or of publicity provided by the State. The
development of efficient distribution and the elimination of
waste 1n retailing is at least as justifiable a reason for State

ropaganda as were the objects propounded by the Empire

arketing Board. In any case it is clear that the recent
decision to submit co-operative societies to taxation from
which they had previously been exempt was a retrograde
step which shoulg be reversed at the earliest opportunity.
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A 4

What form it seems desirable that reorganization should
take has been pretty clearly indicated, by a process of
elimination, in the course of this review of proposed
panaceas.

The extension of consumers’ co-operation, combined with
an increase in its efficiency, appears to offer a solution to the
distributive problem which does not, on the one hand,
present problems of control too difficult to solve, or, on the
other, threaten to hand the consumer over to an interlocking
structure of productive and distributive monopolies.

The flexibility of co-operative machinery allows the cir-
cumstances of different areas to be reflected in prices, while
the fundamental identity of interest between co-operator as
consumer and co-operator as distributor should, if the
representative machinery operates with efficiency, ensure
that prices will not be fixed by considerations of monopoly
profit. Thus it may avoid the rigidity of a system of State
controlled retail prices—without which the licensing of
retailers would lead to increased monopoly profits—while
the reluctance of the producers of ‘proprietary goods’ to
supply co-operative societies bears witness to the manner in
which co-operation, even as at present organized, presents
a barrier against the domination of retail distribution by the
producer.

Unfortunately, in view of the potential advantages of
consumers’ co-operation as a means of checking the pre-
vailing distributive waste, it does not seem feasible to pro-
pose to hasten its development or improve its organization
by legislation of a ‘positive’ character. Indeed, all that it
seems possible for the State to do is to give the movement
a maximum of differential advantages over private trading
in order to encourage a growth that cannot be forced and that
must maintain its organic nature if the movement is to retain
its identity and its value.

This conclusion to our investigation may appear to re-
semble an invitation to the powers that be to troceeq with a
policy of constructive inactivity. But the task of this work
has throughout been conceived as diagnosis rather than pre-
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scription. ‘Lastly, all that is contained therein is in sub-
mission unto maturer discernments; and, as I have declared,
shall no further father them than the best and learned judge-
ments shall authorize them: under favour of which con-
siderations I have made its secrecy public, and committed
the truth thereof to every Ingenuous Reader.’
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