
Industrial Price POlIcies' 

FOR some years America has been searching for the Itey 
to lllsting prosperity. Some fdt thllt they had dis
covered it in 1929.lJut the.past !lin!; years have shown 

that they were badly mistaken. Unemployment and poverty 
are still with us. Many of our great ind\lstries us~ally run 
far below capacity. It is clear that we have not yet, as a 
country, found the secr~t of economic stability. 

Why should we have idle factories and unemployment, 
even in comparatively good times? Why should manufac
turers -and merchants lind it hard to sell their goods in a 
world in which most people are ill-fed and badly clothed? 
These are questions pn which the Brookings Institution shed 
some light in its study of the relation between the distribu
tion of income and economic progress.". This study did not 
attempt to draw up a plan for Ii new kind of economic world .. 
It recognized that the problem was-far too complex to solve' 
by allY single schemC!. ' 

The Paradotl of Prices 

Special atlentio!l was paid; h9wever, to the possibility of 
il\creasing the buying PQWer of people with low incomes by 
reducing prices. It was suggested that in order to attain full 
efficiency an ind\lstry must p.ass on to the cOl\sumer as com
pletely as possible the benefits obtained from new inventions 
and mass production. Lower prices would put" the common 
necessi ties of life-food, clothing, and houses-within the 

• This pamphlet is • summary pre~red by Maxwell S. Stewart of l"dw
'rial Prict Polici,s and EconQ",ic Progrur. by Edwin G. Nourse and Horace· 
B. Drury, published by the Brooking. lnltitption, 1938. ... _ 

J Summarized in I.com, .,,~ Econo .. ic PrOptJ4 Publie Affaire Pamphlet 
No. I (IleviMd Eclitioo, I~SI). 
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INDUSTRIAL PRICE POLICIES 

reach of millions who are underfed, badly clad, and inade
quately sheltered. A huge new field for business growth 
would be opened which should provide opportunity for both 
labor and capital. 

Many business men have accepted this proposal without 
question. Others have dismissed it as impractical. They say, 
in effect: "Weare not in business for our health. If we don't 
set ,prices as high as the traffic will bear, and thus insure 
profits, business will slow down and the supply of capital will 
dry up." 

Before we make up our minds which of these views is 
more sound from the standpoint of general business policy, 
it would be wise to look at the price situation somewhat more 
closely. It is clear that prices cannot be separated from costs 
and profits. Only by examining the way in which prices are 
set, and some of the special factors determining prices, can 
we say definitely where and to what extent it is possible to 
lower prices and how this will promote economic progress. 

PRICES AND PROFITS 

SOME business men justify the policy of holding prices up 
on the ground that this IS necessary if profits are to be 

made. And they add, correctly enough, that business activity 
is dependent on profits. As long as profits seem to be rising, 
business will expand. New capital will be brought in; new 
labor will lie hired. But once profits begin to fall off, growth 
is checked. Economic stagnation sets in. 

It is often felt that prices high enough to insure a large 
profit on each article Bold are necessary to insure a profitable 
business. A survey indicate., however, that this is not always 
true. The accompanying chart shOWI the course of prices and 
the net income of manufacturing corporations between 1909 
and 1935. Y au will note that although prices dropped nearly 
10 per ceDt between I!)21 and 1929> there was a sharp rise in 
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net income during this period. Again in the pre-War period, 
1909-1914, there was no consistent upward movement of lin
ished goods prices; and yet these, too, were years of increas
ing profits. In one sense, indeed, it may be considered that 
the receipts of the manufacturer actually were decreasing in 
the pre-War as well as in the post-War period. For it hap
pens that the period between 1909 and 1914 was one in which 
raw material prices rose while the prices of manufactured 
articles were stationary, whereas the reverse was true after 

3 
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the War. So it is probable that the manufacturer made less 
on each article in the pre-War period, though gross income 
was high in raw material producing industries. On the other 
hand. wages barely kept pace with the rise in prices in this 
early period. while they rose considerably in the 20'S when 
prices were falling. 

Unquestionably, periods of mounting prices have ire> 
quently been periods of large profits. But that the profits of 
industry are affected by many other factors besides prices is 
clearly brought out by these two illustrations of periods 
when profits rose substantially, though prices were either 
falling or, at most, stationary. The evidence shows con
clusively that high prices do not always mean high profits. 
Nor must low profits necessarily result from low prices. 

WfuJf Abo"f COSfS' 

But, you say, how can this be? Does not a cut in prices 
without a cut in wages or other costs necessarily mean less 
income and hence smaller profits? It could not be otherwise 
if a business concern sold just the same amount of goods at 
the new price as at the old. This, however, is not usually the 
case. 

Let us take as an example a radio selling for $60. The 
manufacturer makes, we will say, a profit of $12 a set. If the 
price is reduced to $50, he would make, you might say, a 
profit of only $2.1£ he sold 10,000 sets a year his profit in the 
first case would be $120,000. After lowering the price, would 
not this profit he cut to $20,000 a year? 

The answer, of course; is that 10,000 sets was all that 
conld he sold at $60, but there is no such limit at $50. If his 
competitors do not reduce their prices, he will take much of 
their business. But even if they do meet his price, a new market 
for radios would be uncovered among the many families who 
did not have enough money to purchase $60 radios. And the 
more sets sold, the cheaper it should be to make them. Thus 
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while 10,000 ~ost $48 apiece to manufacture, it should be 
possible to turn oqt 25,000 at substantially lower price, say, 
$42 apiece. If this were done it would mean a profit pf $200,. 
000, which is almost double that which was made at $60 a set. 

This is a somewhat simplified illustration of what h;t~ 
repeatedly been achieved in recent years in the radio and ilute
mobile industries, The Same principle also applies to oth~r 
businesses, though the !ldvantage is not "always so large. 
M uch depend~ on the !tind of article. Radios, for example, 
are not Ilecessities. People will get along without them if they 
cost too milch, Or, conversely, if the price Is lowered, they 
will use quite a few more of them. The demand {or steel rails, 
Oil the other hand, Is not greatly affected by changes in price. 
A small cut WOllld not lead to the building of more railroads. 

Often a change in price will not make any immediate dif
ference in the demand for an article. But dter a time it will 
often be found that the article at this lower priCe Can be s\111-
stituteli for ~omethlng wholly different. For inst,lOce, a reduc.
tion iii steel prices might not lead to a large immediate ill
crease in the use of steel. Yet after a time it might be fOllnd. 
that it was cheaper to use steel ill prefabricated houses, or the 
paving of roads, where other materials hal! previously been 
used. " 

CORPORATmNS AND PRICES 

T" HE low coat of many manufactured articles today is 
possible only because they are turned out In large 

quantities. In the last fifty years the development of great 
corporations has made possible important economies in pro
dllction and distribution. Because of these economies, these 
corporations have been In a position to reduce prices ma
terially. But It often happened that they were so large that 
they found that they eould fix prices pretty much as they 
pleased. As a result we lind them experimenting with dia
metrically oppo,ite price policies. Their cxperielJce with 
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these diHeratt policies should go a long way in annreriog 
our questions as to the relation betwcaa prices, profits, and 
gcaeral piOgi EliL 

Oil 

Many of the early WlPOlations were formed largely for 
the purpose of creating a monopoly in order to raise pricea. 
Oil furnishes a good example. Up to 1872 the price of 
pecrolama had drdined rather stndily. In tIat year, how
eRr, the Soodanl Oil Company, at yet comparatively small, 
~ through the newrly formed Petroleum Refinen' ABo
riati ... to raise the pritt. This association controlled nearly 
80 pel' aut of the UJWJtIy'. equipment for refining oil Be
twemJUDe and November, 1872, it advanced the price from 
2J to Z7 UDts a gallon. ProfitB, whidi had been about I ~ 
UDts a gaDoo in 1871, were increased to 4 or S ttnts a gallon. 
Althon...gh there is every reason to believe tIat the associa
boa intmded to go eftD further in increasing prices, the plan 
failed 1I'hal a boost in the pM paid the 0WDeI1I of the wells 
led than to load the madet with crude oil 

A few years later the Standard Oil Company gained 
direct coubol of about 90 per aut of the rountry'. refining 
capwDty and 1FaI ready to by again. This time the pria of 
oiI111'U doubled within six _ths.. A.. a result the Sandanl 
Oil Company paid a ~ of $J,24.8,6S{M)1 in 1877 on its 
capitaJiz.atioa of $J,soo,ooo. One of its stodboLiers later 
said ... the .i.. ..1t2Dd that it might have paid the dividmd 
twiaOftl' and bad JDOOeY to spare. 

ThO eqaimout collapsed in 18]9 at a result of oppoIi
boa at home and mmpetibou from ahroad.. A third attnnpt 
_ made • year later. But thH, too, failed wKa untq>erted 
.I.ij.<tiboa~ In lata" years the Standanl Oil Com
pay ... ,,'j··...,d to dominate the madet and _i ...... ined reJa. 
tift!y high pria:s, t!>o ->gb it _ more careful about raising 
thaD. This sdmricw ..... j""ed, iutenp'Hcd with IitnIgglcI 
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with the "independents," until the Standard Oil Company 
was dissolved in 191 I. 

Other Trusts of the 90's 

The story of the Standard Oil is in many respects typical 
of the period. Most of the other combinations formed before 
the late 90'S followed the practice of charging all the traffic 
would bear. These included the Diamond Match Company, 
formed in 1880, the National Cordage Company, the United 
States Leather Company, and the whiskey, sugar, and 
tobacco trusts. In most cases, however, the effort finally broke 
down. The history of the American Window Glass Company, 
which was organized in 18g9, is particularly interesting in this 
connection. In 1903 the company was able to secure the patent 
for a machine which would eliminate the need for hand blow
ing. But instead of contenting itself with the prosperity which 
would naturally have fallen to it through an orderly sharing 
of the benefits of the new process with consumers, it at
tempted, through excessive price cutting, to drive the hand
blowing manufacturers out of business. The results were dis
astrous. The glass blowers accepted a reduction in wages and 
competed successfully with the new company. Later the inde
pendents joined forces with the trust in an attempt to raise 
prices, but this movement also failed. New independentswith 
still better methods of manufacturing appeared, so that the 
American Window Glass Company was eventually reduced 
to a second-rank concern. 

Aluminum 

Aluminum developed along a somewhat different pattern 
during this early period. In 1888, the Pittsburgh Reduction 
Company was formed to make aluminum by a new patented 
process which greatly reduced the cost of making the metal. 
The first small batch of aluminum turned out by this com
pany was sold at $5 a pound. But the price was reduceql rapidly 
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dutittg the ttext tal years in hope of selling larger amounts. 
In dl91 it was cut to $1.21, in 18g2 to 85 cents, and by yearly 
cuts of never less than 7 emts, to 33 emts in December, 1897-
Then for ten years the cuts ceased In Dccember, 1905, the 
price was raised to 35 cents i a year later it was advanced to 40 
cents; then rednccd in 1908 to 32 cents. European competition 
drove it down to 20 cents in 1911_ 

Although it cannot be said that the Pittsburgh Rednction 
Company, later rechristened the Almninmn Company of 
America, consistendy passed on to its consnmcrs the benefits 
of improved methods, its record was better than most of the 
~ofitsday_ 

These cuts in prices led to tremendous increases in the 
use of aluminwn and, incidentally, to a gratifying glOw th in 
profits. The production of aluminwn rose a hondredfold 
between 188g and 1900> and an additional ninefold between 
1900 and 1913- The company declared a sto<i. dividend of 
100 per emt in 1904 and another of 500 per emt in 1909-

Corpar.tiDfU ;" IU Post-ll'.,. Pnio4 

The tIUst~ activities of Theodore ROOK,e\t and 
his successor cbetted the glOw th of roosolidations and merg
ers for some years. It was not until after the World War that 
a srcond ...ave began.. But the big business of the 20" seems, 
in general. to have learned from the aperiena: of the earlier 
period. Distinctly laver efforts .... ere made to il!lJMM' prices 
that .... ere unfairly high.. Abuses aisted, but they were las 
ftagrant.. 

In the oil indnstry, for a2mple, the sitnation was c0m

pletely cbangal. Following the dissolution of the Studard 
Oil Company, the separate corporations which resulted 
gradually '-a ..... independent in fact as well as before the 
law_ Large new independents, web as the Tens COipota
boa, the Gulf Oil Corporation, and the Consolidated Oil 
COIporatioo, arose to cbaDengc the leadenhip of the Stand-
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ard companies. Today the Standard Oil Company of New 
Jersey remains the setond largest industrial corporation in 
the country, but there are eighteen other large oil concerns 
whose total worth is three and a baH times that of the com.. 
pany that once dominated the field. As a result of this com.. 
petition, prices have dropped to relatively low levels and 
would have doubdess declined even further if oil production 
were not regulated by federal and state laws. Ottasional 
efforts have been made by some of the larger compani\:S to 
push prices up, but the attempts have failed, either because 
of competition or government action. 

Alllfft;rrufft ;" the 20's 

On the other hand, the Aluminqm Company o.f AlQerica, 
which has remained the only producer of the metal in the 
United States, put through no less than seven advances in 
price between 1922 and 1925. This brought aluminum back to. 
28 cents a pound-not far below its 1897 level & Inight be 
expected, this rise materially chedred the growth of the 
industry. The output of virgin aluminum in 192:; was only 
140,000,000 pounds as against 138,000,000 in 1920. Most 
noticeable was the effect Gn the automobile industry. In 1920 
the average automobile, not including the Ford, tGGk 120 
pounds of aluminum. But as the price increased, substitutes 
were found. By 1925 only 40 pounds were used per ear. 

In 1926 the Aluminum Company began a series of price 
reductions. Use of the metal was again stimulated, being 
twice as large in 1937 as in 1925. Although aluminum prices 
are stilI higher than they were right after the war, they were 
kept to. relatively low levels in the boom of metal prices 
which took place in 1928-29 and again in 1937. Whatever 
temptation to price-boosting may have been provided by the 
fact that the Aluminum Company enjoyed a virtual monopoly 
was held in check by the growing competition from rival 
mrtals, as well as the posaibility of competition from abroad. 
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Monel, stainless steel, magnesium, and copper are used in 
place of aluminum for many purposes. It is not possible to lis 
a price for aluminum without regard for that of these other 
metals. 

What is true of aluminum is even truer elsewhere. Al
though there were many new mergers in the 20'S, competi
tion became more intense. Monopoly was less frequent than 
at the tum of the century. Back in 19Q4, Moody estimated 
that 78 of the 92 leading trusts controlled SO per cent or 
more of the output within their industries. Later studies 
suggest that he may have overstated the importance of these 
companies. But there can be little doubt that the situation 
has changed decidedly in the last thirty years. 

The Dedi" of M ollOpol, 

The "giants" of today are rarely as important within 
their industries as their predecessors at the tum of the cen
tury. A list of these "giants" drawn up a few yean ago con
tains 8g names in industry and mining. Each of these concerns 
is worth more than $go,ooo,ooo, and several are above the 
billion mark. V cry few, however, are true monopolies. No 
less than 20 out of 8g are to be found in the petroleum indus
try alone. Another r 1 are in the iron and steel industry. Four 
are in automobiles, 4 in tires, 4 in tobacco, 4 in coal, 3 each in 
copper, meat packing, and paper. This accounts for S6 of our 
8g "giants." They are scattered in nine great industries where 
they not only compete against other "giants," but also against 
a multitude of smaller firms. 

In each of six other industries there are two corporations 
large enough to be on our list. This leaves only 21 companies, 
with 14 per cent of the total capitalization, which do not have 
to compete directly with another "giant" in the same field. 
And by no means all of these enjoy a monopoly or near 
monopoly. On the contrary, most of them are in highly com
petitive industries in which they control much less than half 
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COMPETITION BY GIANT CONCERNS 
IN MAJOR INDUSTRIES 

~'~'~"'~~I"~""'" PETROLEUM 
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I 

Each symbol represents one concern worth 
. 90 million dollars or more 
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of the total output. Actually, there are only two finns, the 
Aluminum Company of America and the United Shoe Ma
chinery Corporation, which are practically sole producer •. 
Two or three other concerns, such as the Pullman Company, 
have a monopoly in one product but meet competition in 
others. 

This shows that there is a trend away from monopoly 
and that this trend is due in large measure to technical de
velopments. In the present-day world, attempts to boost 
prices and keep them at an unfair level are in danger of de
feating themselves. Applied science is likely to find other 
means of progress. The man who today tries to fence in an 

. industrial highway and exact an unfair toll from all wayfar
ing consumers courts disaster. The chemist will build a detour 
around him, the physicist will dig a tunnel under him, or a 
biological overpass will be constructed. He may think he has 
throttled competition, but it will spring up again from new 
directions. Business is beginning to learn and respect this basic 
law. 

LOWER PRICES-MORE SALES 

I F a c:erta.in firm, let us c:aI.I it the Smith Manufacturing 
Company, wishes to increase itS sales, it may follow any 

one of several courses. It may increase its budget for adver
tising; it may introduce new models, or add new gadgets to 
make the product more attractive; it may introduce install
ment selling; or oller free inspection service. Or it may reduce 
the price of the articles which it wants to sell Each involves 
a temporary sacrifice of money in the bope of getting in
creased business. There is no rule by which business men can 
know definitely which method to try. One may prove ellective 
in one set of cinmnstances, while another may be successful 
under other conditions. But it may at least be argued that 
price reduction is better for business as a whole than any of 
these other measures. 
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This may seem like a counsel to commitsuicide to the aver
age business man. "If I am not making money now," he asks, 
"how on earth can I expect to make money if I cut prices ?" 

How Prices C",n Be Cut 

To this there is no simple answer. Clearly price. cannot 
be cut without regard to costs. But there is more than one 
way of making goods which are within reach of the Collo 
sumer's pocketbook without losing money. The study &hOWl 

that this has been done many times by American business 
men, and that it can be done again. 

Chllngi", ,th, T,P' 0/ Gootl~ 
We do not need to look far, for example, to discover 

that many articles cost more than they need tQ because they 
are made unnecessarily expensive. The difficulty you may 
have encountered in trying to buy an automobile without un
wanted and costly gadgets is a case in point. The redesigning 
of an article so that it can be sold at a lower price does not: 
necessarily mean that it must be made into an inferior prod
uct. The price can often be reduced merely by more intelli
gent planning. If the materials used in it are expensive, the.re 
should be a search for cheaper materials. If the design is com
plicated, possibly it can be made simpler. And the new prod
uct may turn out to be both cheaper and better than the old. 
Here !IrQ II few ~!\mples I many more could bo cited. 

A few yeRrs ago, II Milwaukeo manufacturer of plumb. 
ing supplies was told by a large mail-order bouse that it must 
have a brass hose !lo:/:zle at a stated low price. Brass is CJ[. 

pensive, and it seemed impossible to make a nozzle at the 
price named. Faced by the necessity of doing something, the 
manufacturer hit upon the idea of reducing the length of the 
noz:de by one half. The new nozzle served its purpoae as well 
as the old ~d «luld be made far more cheaply. 
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Even more striking is the case of a mail-order house that 
found that it could make a stove with a large oven practically 
as cheaply as with a small oven. WbiIe making the change in 
the ov~ch was a decided aid to the houscwife-it made 
several other improvanents in the stove by simplifying its 
design The stove was then offered to the public at a much 
lower price.. This company was able, within a few yean, to 
increase its share in the nation's stove business from I ~ or 
2 per emt to about 12 per cmt. And it Inade money in so 
doing. 

MoulT 

The old ModelTFord rnnaim the classicenmple of all 

article Inade to fit the eonsmner's pocketbook. In many 
respects this car was built at the sacrifice of quality. Yet on 
other aIld more importmt rounts, it was better thm most 
other makes It was light and cheap to operate. It stood up 
as long as most people wanted to keep their can. Although 
it finally went out of date when it became possible to make 
more lumrious cars at a slightly higher price, the pos5lDilities 
in that direction are not DeassariIy exhausted. The appear
ana: recmtly of several new makes of very light cars suggests 
that a new effort may IIOOIl be Inade to reopen the lower 
price fieLl. 

L.rge-Sule Pro~ 

H DO change can be made in materials or design, it still 
may be possible to reduce msts through all ioaase in outpuL 
So much has been written about the adnntages of mass p~ 
duetioa, that it is often assumed that ooly large corporatioas 
can produa: eSicientiy. This is someti __ but by DO means 
always true. Small finD, esprciaDy when they couceutrata oa 
CDe or two articles, are often more eSicimt than large ones. 

A alIDpIiated product such as au amomobiIe can be 
made mo.t cheaply by a large company. Fspemivc machi..,.. 
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are required for many different types of work. It is obviously 
more efficient to use these machines for 1,000,000 cars a year 
than for 10,000. 

But a smaller plant may be better for a relatively simple 
product. One of the most striking price reductions in recent 
years has been in small electric motor_the type used in 
washing machines. In 1925 a quarter horsepower motor cost 
about $15 wholesale. By 1936 it could be bought for around 
$5. The campaign to reduce the cost of making electric motors 
was perhaps carried farthest by one company which made 
nothing but small motors. It worked out a method by which 
.the same pieces, so far as possible, were used in one-sixth, 
one-fourth, and one-third horsepower motors. The whole 
factory was organized for making these three machines, and 
it sold a large share of the country's supply of small motors. 
A larger plant, which made motors along with a dozen other 
articles, might not have been so efficient. Though the com
pany which made these motors is itself small, it should be 
observed that it is at present a subsidiary of a large auto
mobile company. 

"d'lJ(ltItages of the Large Corporation 

Under many circumstances the larger corporation has 
great advantages. This is true whether it be organized verti
cally or horizontally. Vertical organizations are built up by 
combining the successive stages of manufacture from the ob
taining of the raw material to final finished articles. One cor
poration may have mines, systems of railroads, plants for 
refining the raw material, as well as a number of factories for 
turning out different, but related, finished products. The 
United States Steel Corporation is an illustration of this type 
of corporation. Horizontal organizations contain a number 
of plants engaged in a single stage of the industrial process. 
The large railway systems are horizontal corporations, as 
are many of the utility companies. 

IS 
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A VERTICAL CORPORATION 

BLAST fUIINACES AND ROWNG MIII.S 

• _. 
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I!XECUnVE AND SAlES 0RICE5 --'" 
Although most of the earlier horizontal corporations 

were formed for the purpose of boosting prices, such com· 
binations in recent years ha"e placed greater emphasis on low 
costs thtouj::h large-scale operation_ Vertical organization 
also permits its own distinctive types of economy. It may 
make it possibie to plan the industry as a whole so as to make 
the most use ot each factory and each machine. The branches 
producing taw materials tan be reasonably sure of selling 
their products. The futishing plants are certain of all the raw 
materials they need as cheaply as the company can produce 
them. The costs of advertising, salesmanship, transporta
tion, and Gnancing and other overhead can be borne by the 
business as a whole. 
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.Large-scale production of either type makes it easier to 
hire specialists, and to establish research and testing labora
tories. One of the largemail-orderhouses.forexample.paid 
$10,000 to a celebrated artist to design its refrigerator. This 
would amount to a dollar for each refrigerator if only 10,000 
were produced and sold. But it would be only 10 cents each if 
sales reached 100,000, Bnd I cent on sales of a million. 

Capllcify Operllfirlll 

Efficiency in irttldetn indUstry demBnds the use of up-to
date, spetialized machines, skillful workers, careful planning, 
and a business orgartit.atiort large ertough to make use of these 
special advantages. But there is 9till artother requirement 
which ItIUst not be forgotten. The plant and equipment must 
at all times keep its operations at approximately full capacity. 
Many of the overhead costs of a business--induding Inter
est, the cost of management, the maintenance of equipment, 
and the costs of selling-remain about the same regardless of 
-whether the firm is operating at half or full capacity. As more 

A HORIZONTAL CORPORATION 
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and more of the capacity of the plant is used, the overhead is 
spread over a larger area and is less for each article. Where 
companies are running full time, the advantage of increased 
sales is, perhaps, not so great. But even such firms can often 
reduce their costs considerably by operating on a larger scale. 
For in enlarging their plants in order to increase their output, 
they usuaIly have an opportunity to install more modern and 
more efficient types of machinery. 

In A merica's Capacity to Produce,! it was estimated that 
only about 80 per cent of our existing plant capacity was used 
even at the peak of prosperity in 1929. There was more than 
enough labor which was either idle or ineffectively employed 
to run these plants; and there was frequendy great need 
for the products which they were equipped to turn out. 
But a serious kink in price policies hindered the use of these 
idle plants and idle men in fulfilling these unsatisfied needs. 

Shilti"g the Overhead 

Often the failure to reduce the price of a particular article 
is due to an artificial method of assessing the overhead costs. 
An automobile company, for example, may have two lines of 
cars--an expensive luxury car and a low-priced car_ A slight 
change in the price of the expensive car would have litde 
effect on the number sold, but a small cut in the price of the 
cheaper car might enable it to compete with the Fords, Chev
rolets, and Plymouths, thus gready increasing the possibility 
of sales_ Assuming that the company is not working full time 
and that it has assessed the overhead equally againat the two 
can, it might be wise to charge a larger share of the overhead 
against the luxury car and less against the cheaper one. 

Recendy a meat packer, with more initiative than his fel-
10Wl, suggested that the same idea be applied to meata. He 
proposed that the price of the more expensive cutl, u.ed 
chiefly by the well-to-do, be increased slighdy to abaorb the 

• By E. G. Noone ODd Asooci ..... The BrookinplDMirutiao, 1954, W ..... 
~D.C. 
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overhead costs now charged against the cheaper cuts. Any 
meat that was not sold at the new price would then be used 
for sausage which would be sold at reduced prices. Thus, 
he argues, more people would be able to buy meat, the basic 
price to the farmer would be maintained, and the packer 
would gain through increased sales. The idea can be applied 
in many fields. The great untapped American market lies at 
price levels just undet those now existing. Noone can really 
know how great this market is for a particular product until 
it has been explored. 

Special Price Concessions 

Sometimes this market can be tapped without cutting 
prices for the regular trade. One of the most common ways 
of doing this is the "remnant sale." This permits a manufac
turer or merchant to rid himself of surplus stocks at certain 
periods in the year. Manufacturers also use store basements 
and cut-rate stores to aid them in getting rid of their excess 
supplies. 

The utilities have a special problem. They must have 
enough equipment to handle seasonal peaks which are far 
above ordinary requirements. Electric light companies, for 
example, must be able to meet the unusually heavy demand 
for current on the night of December 21, even though sum
mer's needs are much less. Much more current is also used 
in the evening than at any other time of day. They have at
tempted, therefore, to stimulate the use of electricity in off 
hours by what amounts to cut prices. Special rates are offered 
to encourage the use of electric sweepers, stoves, refrigera
tors, and other equipment. Still lower rates are granted to 
factories and other consumers using electricity primarily for 
power. 

Sam, E#cceptions 

In this matter of price, as in all other matters affecting 
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business, there is no ironclad principle. As a general rule, 
more goods can be sold at a low price than at a high one. But 
this is not always true. Certain goods are regularly sold on 
"snob appeaI." People buy them out of iI desire to be "differ. 
ent." They would lose interest if the price were low enough 
for every Mrs. Smith and Mrs. Jones. The old Rolls Royce 
car was a rather extreme example. Nor is this attitude to be 
found only among the well-to-do. Many persons with amall 
incomea arc ,0 act in th~ir belief that a high price means good 
quality that they ignore a bargain when it is offered. This II 
particularly true of cosmetics, tooth paste, and other toilet 
articles, for which the average person spends comparatively 
litde.l\hny pcl'S()nl have an almost superstitious fllith in cer
tain brilmls, lII\cl fear th!lt a low price means a reduction in 
quality. 

When AmClnean manufacturers first began making high
quality cosmetics, they found difficulty in selling them at low 
prices in competition with foreign goods whose high price wal 
thought to mean high quality. Later, the American companies 
raised their prices to the level of the foreign articles, and to 
their surpriso and delight their sales increased by leaps and 
bounds. 

Some manufacturers, however, have found a way to take 
advantage of this preference for high prices among some 
gr-oups, and at the same time reap the advantages of price 
reduction. They have maintained the price on their standard 
brand, but have offered the same article in a cheaper package 
at a considerably lower price. Often the cheaper article does 
not even have the manufacturer's name on it, but is issued 
under a distributor's brand. 

The situ.don Is again different in the case of food. Most 
families among the well-to-do will not eat any more merely 
because the price is reduced. But earlier Brookings studies! 

'M. LeYen, H. G. Moulton and C. Warburton, A_n-ic,J Ctl.,cdI, ,. 
C01Uume. 1914; and H. G. Moulton, Isco"" .N Eco ••• ic Pr.Utss. 1955; 
The BrootiPp IDailUti .... W.IhiD_ D. C. 
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have-shown that there are millions of families among the low
income groups who would greatly increase their use of fruit, 
vegetables, dairy products, meat, and even bread, if prices 
were low enough for them to atlord more. A reduction in the 
cost of plain but wholesome foods would not only mean a 
healthier, stronger population, but would help farmers and 
food dealers. 

TWENTIETH CENTURY PRICE-MAKING 

A HUNDRED, or even fifty, years ago there was little 
. that the individual industrialist could do about prices. 

The situation was much as it is for the farmer today. The 
farmer has little to say about the prices he receives. He turns 
his crops over to a broker or commission man, and the amount 
of money he gets is determined by world conditions.· In the 
relatively simple world of a century ago, practically all goods 
were brought to • market and lold. Prices were set in the 
process of sale. If there were more goods of a certain type 
than could be sold at the day's price, the price would drop. 
Or, if there were a shortage of goods, prices would be bid up 
and the goods would go to the highest bidder. These high 
prices, in turn, would encourage a larger production of the 
article. 

Under these circumstances there could be 110 lIuch thing 
as a policy of pricing. Each man simply took care of himself 
as best he could. If he could find himself "a better 'ole," he 
would presumably try to get into it. Some people insist that 
prices are still made the same way. They try to apply the 
principles of this premachine age to the huge corporations 
and financial agencies of today. But this has been too much an 
attempt to stretch old theories to fit new facts. Many of the 
most important new facts have been left out becaule they 
proved inconvenient, or have not been noticed. 
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The Role of the Executive 

In particular there has been a tendency to ignore the 
special role of the modem industrial executive. He is di fferent 
from anyone in the simpler economy. An executive of a large 
corporation is not a thousand farmers, or a thousand crafts. 
men, with their servants and apprentices, rolled into one. 
He has distinctive qualities which have, in the main, only 
emerged within the last fifty years. Since the study shows that 
prices are at the foundation of our modem industry, it is evi
dent that the industrial executive holds an extremely strategic 
post. His ideas regarding prices are of utmost importance in 
determining the exact amount to be charged for hundreds of 
articles. We need to examine this new industrial price-making 
process closely if we are to understand the mainsprings of 
our economic system. 

Instead of aecepting the price determined by supply and 
demand, the modem industrial executive sets a price and 
adjusts his production to that level. He, rather than the mar
ket place, becomes the regulator of economic activity as far 
as his part of the business world is concerned. He thus takes 
upon himself the responsibility for the standard of living for 
an ever-growing proportion of our people. Much as he may 
hate the phrase, he becomes the economic planner of our 
society, instead of merely one who adapts himself to an au~ 
matic price mechanism. 

The M ecluJ";ctU A pprOllClt 

Executives approach this responsibility in at least two dif
ferent ways. To some, with literal ninds and naive mental 
processes, the way to make a schedule of prices is simple and 
obvious. It is the same as that followed by the handicraft man 
of a century ago. Many executives establish their prices 
merely by adding the costs of materials, labor, machinery, and 
various overhead costs. When these have been added together 
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and a, "proper" loading for profit added, you have your price. 
Q. E. D. The cost accountant will produce records to show 
what costs must be recovered if the business is not to close up 
shop. 

If goods do not sell at the price set, only two courses are 
open. One is to intensify promotional activity. The other is to 
curtail production. Since labor and raw material are the cbief 
items of the cost in a modern factory, it is often possible for 
an executive to protect profits by cutting down output. He 
simply refuses to accept business whicb will not pay its own 
way. 

It need hardly be pointed out that this approacb has as 
its primary goal the protection of capital. It is certainly not 
concerned with the long-run welfare of the consumers, who 
must forego some of the goods whicb our resources make it 
possible to produce. Nor is it concerned with the wage earn
ers. Eacb reduction in output means fewer jobs. Since workers 
make up the bulk of our consumers, this class gets it coming 
and going. Sucb attempts to safeguard profits mean high 
costs, high prices, and unemployment. If we were to sepa
rate the price-maker from the plant.builder, the price-maker 
might say that it was not his fault the plant was partly idle; 
that it should not have been built so large in the first place. 
Actually, however, the men who decide what to build are the 
same as those who decide prices. So there is no escaping from 
responsibility. The selling right hand knows what the build
ing left hand does, but the two are badly coordinated. 

Despite its limitations, many persons still hold to this 
mecbanical approacb. It finds roots especially in cost account
ing, whicb has recently been elaborated into a "science of 
industrial management." Those who take this view fail to 
realize that economic life is a process of interrelated growth 
in whicb the values of COlt items are as mucb the result of the 
price of the article aI"the cause. We have seen that the over
head oost of eacb article, for example, depends on how much 
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of its capacity is used. The possibility of increasing efficiency 
also depends on the methods of production used. 

It is not strange that business men who finq themselve. 
in danger of losing money on the conventional cost account
ing basis shoulq try to protect themselves by partially shut
ting down, even though this means shifting their losses to 
their workers in the fOQll of unemployment. Executives have 
to try to make profits if they are to keep their jobs. But it is 
now becoming clear th;jt this answer to the price problem is 
hardly more satisfactory in !:he long Il!n to the owner than it 
is to the workers. He soon finds that he has not really escaped 
the burden at all by trying to shift it to the workers. For the 
cost of unemployment COm!!S back to him indirectly through 
increased taxes for relief, unemployment insurance, protec
tion against crime and sickness, and through the loss of labor 
efficiency and morale. He finds he must pay for the rusting 
and aging of his machines during idle periods. And, above all, 
he finds that what he and other owners have saved aD their 
payrolls ultimately comes home to roost in the form of 
reduced buying power for their products. Thus the solution 
of capital's problem, as well as of labor's, can be found only 
in keeping our factories operating at full capacity. 

The Dynamic Approach 

Fortunately, more and more business men are turning to 
another type of price-making which involves none of the 
above disadvantages. Much of the progress of American 
business since the. Civil War has been due to this dynamic 
approach to the problem of pricing. Instead of adding costa 
together in order to arrive at a price, aggressive business men 
have started with the needs of the consumer, and his ability 
to buy, and then set about finding a way to satisfy these Deeds 
at a price the consumer can afford to pay.ID essence they say; 

"These are the orders which the consuming department of our 
&Dcioty plaa:a wid! th~ producing department. It is our task u 



INDUSTRIAL PRICE POLICIES 

"".""tiv .. to keep the plants going II<> that these otders Inlly be 
tilled. We must devise a way which will so economize in the 
process that the order can be fillee!. So long as people have 1111-
satisfied wants and we have k'vailable ptoductive resourte., i. 
way shall be fOUlld to bring them together. That i. what busI
ness is: not policing an idle plant." 

Outside Influences 

We would not wish to suggest lor a moment that Mr. 
Smith of the Smith Manufacturing Company has a free hand 
in fixing his prices. Every business man knows that this is far 
from the case. He is influenced by many thingsj not the least 
of which are the customs of his trade and the views ot the 
business associations to which he belongs. Every trade has its 
rules and approved patterns of conduct. Most of these are 
designed to protect those already in the business. Some are 
intended to protect the consumer. Very few have been intro
duced for the purpose of promoting general economic prog
ress. The heads of older and well-established businesses often 
oppose anyone who seeks to introduce a more eBicient method 
of production. The method of setting prices, estimating costs, 
and distributing goods is usually fixed by tradition. Any at
tempt to break through this tradition is passively, or actively, 
opposed. 

Most trade associations influence the pricing policies 
of their members directly or indirectly. This has become in
creasingly true in recent years, though the degree of influ
ence differs widely. The credit department of a ttade associa
tion may, for example, merely gathJ:r infotmation 011 the 
financial standing of buyers and aid in speeding the collec
tion of bills. But in many cases this department has modified 
the terms of contracts so as to influence prices. Similarly, 
the traBic department may simply collect and distribute rate 
schedules, or compile books of information for its membere. 
Or it may assume an active rold, determining the practice of 
the trade on the charging of freight rlltes or on special-deliv. 
cry services, which necessarily affect prices. 
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Much the same may be said of such activities as the prepa
ration of the rules of fair-trade practice, statistical activities, 
and cost-accounting work. None of these need afect prices. 
All of them may. In drawing up rules of fair-trade practice, 
the question of price is almost certain to be raised. Although 
anti-trust laws prevent trade associations from openly setting 
prices, the representatives of an industry, in defining fair
trade practices, must often indicate how much competition 
they think good for their respective industries. Such state
ments naturally inHuence an aecutive in determining his own 
price policy. The achange of statistical information is usually 
defended on the ground that it gives the various concerns in 
an industry valuable information on which to plan produc
tion and distribution. But the gathering of such information 
may readily be developed to a point where it can be used as 
the basis for a joint piau for controlling production and prices. 
Similarly, cost-accounting activities are valuable in giving the 
executive a more accurate picture of the operation of his . 
plant. But when a trade association develops a standard 
system of accounting, it follows that prices tend to be set by 
this standard formula. And the formulas are usually devised 
in such a way as to lead the aecutive to include in his calcula
tion all charges which the dominant element in the associa
tion wishes to see taken into account. 

The Gavenu"e", 1In4 Prices 

Although there has been popular demand from time to 
time for the government to fix the prices of certain articles, 
the federal government interfered very little with the pric
ing of industrial goods prior to the N.RA Such laws as 
were adopted were chieHy concerned with preserving com
petition. The Sherman Anti-Trust Act of IB90 and the Clay
ton Act of 1914 were designed to prevent monopoly and price
fixing by trade groups. In order to make this legislation more 
ellective the Federal Trade Commission was established in 
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19140Jts power to conduct investigations and to issue "cease 
and desist" orders has had considerable influence on pricing 
policies, chiefly in the direction of creating more active com
petition. As a modification of this principle, Congress passed 
the Miller-Tydings law in 1937. This permits manufacturers, 
under certain circumstances, to enter into a contract with dis
tributors for the maintenance of retail prices. 

In addition to the federal laws, many states have recently 
enacted what are known as "fair trade laws." These are simi
lar but somewhat broader than the Miller-Tydings law. They 
permit producers to establish retail prices on a fairly large 
range of articles sold within the state. Many states also have 
"unfair trade laws" which seek to prevent "unfair" prices 
and "sales below cost." While the laws of the various states 
are much the same in purpose, both courts and administrative 
bodies have interpreted them differently, thus creating a com
plicated situation. They do, however, definitely limit busi
ness executives in determining their price policies. 

Outside Financial Control 

Banks also tend to exercise an influence over the price 
policies of industrial corporations. When an individual such 
as Edison, Eastman, Ford, McCormick, Chrysler, or Fire
stone sets up a company to make a product which he has 
created, he usually wants to serve the public. He looks upon 
the company as "his baby," and is interested in raising it to a 
life of the greatest possible usefulness. Often, however, the 
founder of a firm has to give up his control to the bankers 
who have loaned him the money necessary for growth. Bank
ers are interested primarily in the safety of the funds which 
have been entrusted to them. Wishing to take as few risks as 
possible, they tend to oppose the cutting of prices out of fear 
that the policy might not work out. Then, too, a bank can 
hardly be expected to lend money for new equipment to a 
concern to enable that firm to compete more effectively 
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against another company in which the bank is heavily inte1'
ested. Henry Ford's long light against outside financial 
assistance grew out of his desire to be free for new commer. 
cial and technical el!periments. 

The Copper Debacle 

Occasionally, hanks go so far as to manipulate stock and 
commodity pric~ for their OWII immediate ends. One of the 
most dilastrous cases which sugge.ts an influence of this type 
was the pegging of copper prices in 1929. For some years the 
price of copper had not averaged more than 1434 cents a 
pound. Beginning in 1927, however, two industry-wide organ
izations, Copper El!porters, Inc., and the Copper Institute, 
which were dominated hy two or three large companies, 
began to boost the price. By March 25th, 1929, copper 
reached 24 cents a pound. While this proved too high to 
maintain, the price continued to be pegged at a somewhat 
lower figure. From April, 1929, through March, 1930, it was 
kept at 17.8 cents despite the general collapse of business. 
When the whirlwind finally hit copper, little was left but 
wreckage. By December, 1932, the price had reached an all
time low of 4.8 cents a pound. 

This attempt at price-pegging could not have been more 
badly timed. It occurred just when pew low-cost mines were 
being developed in Mexico, South America, and Africa. 
Prices should probably have been lowered rather than railed. 
The depression merely put the finishing touches on an effort 
that aheady was doomed to failure. 

No doubt there are several realons why this ill-fated 
experiment was undertaken. But it seeml lignificant that in 
1928 and 1929 banking interests and the management of the 
Anaconda Copper Mining Company--the world's largest 
rompany-joined in promoting tho sale of Anaconda stock. 
The story is too complicated to tell in detail But it il known 
that the head of Anaconda and leveral of its directors were 
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also directors of the National City Bank and that the chair
man of the bank was on the board of Anaconda. It was only 
natural that the bank would dislike to see the price of the 
metal lowered while it was selling vast quantities of stock. 
We have no way of knowing the strength of other inHuences 
at work to keep up the price of copper. But a situation in 
which a powerful bank has such great interest in maintaining 
prices, even temporarily, is far from healthy. And it is obvi
ously difficult for a company to have a price policy which is in 
the interest of the country as a whole, if its executives or 
directors Ire under the inHuence of It finandal institution 
which is more actively Interested in window.dressing the 
market for securities than in long.run efficiency and develop. 
ment. 

THE NEW B1jSINESS LEAOERSHll> 

DESP~TE outside inHuenc~, iueh as we have de~i:tibed; 
busmess leaders are comIng more and mote to reco~. 

nize the need for a constructive ptice policy. They hilve seen 
that the type of business man who dares to buck the tradi. 
tional viewpoint has often been el[traordinarily successful. 
Although they do not deny that l business eltecutive hali 
definite limits within which he must work; they insist that ht 
haa neither been robbed of the power of illdepelldellt action 
nor !reed from the responsibility that goes with it. Many 
quotations could be givell showing the de~ee to which 
present.day leaders have recogni:led the importance of Il 
more vigorous price policy. Mr. Ford's views att! well known. 
They can be paralleled by those of other automobile execu
tives. Mr. Alfred P. Sioall, Jr., says ~ 

". • • stabilization means a higher prke level. • • . (If) 
discounts individual aggressiveness and ability and penalizes the 
ntw and bttter to protect the vested rights of the past. • • . 
One thing is perfectly evident today. Those who have followed 
the practice of lowerin& the Co,t of &<>ods and Itrviceo are the 
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ones who sho ... the small,..,. amount of UD<IIlployment and have, 
therefore, made the most progItSS IDward IiWY.". On the other 
hmd, those who have followed • • • the principle of stabiliza
tion have ptogi I the !east. ... 

The following is from "Industry's Platform for 19J8. n 

prepared under the auspices of the National Association of 
Manufacturers : 

"'The key to improved .Amaic:m Iiviog stmduds is :an in
cn:asiDg flow of producls to (DJiSWDfls. More dt:siRs-more de
mand-more good. more anployment. • • • Improved cJ&. 
tributioa meaDS making more goods available at as low a price as 
the panicuIar service dtJD.nded by pun:basers permits." 

Role of ,he Ltlrge Corporlltio. 

We have seen that modem industry is often best carried 
on in large units, although many small concerns will be found 
working with the large corporations. These small concerns 
rould not get along very well without the Iarge.ones. All parts 
of the economic system are connected. The large corporation 
has an extIemely important role to play. A small plaut may 
be capable of full operating efliciency, yet be too small to 
carry out a plan for prodnction and pricing that would c0n

tribute to eoonomic progress. Daring, broad-.caled ezperi
ments require large advance rontracts which are often im
possible for small firms. 

The execntive of a large rorporation plans not only for 
his own plaut but, to a considerable extent, also for the 
smaller concerns which supply him with materials or paru. 
Some persons have said that so much power in the hands 
of a few individuals interferes with competition. Hereto
fore, we have looked to competition to serve as a sort of 
balance wheel in our economic system. But lIIJalI..scale ~ 
petition has passed from a large part of modem industry. 
We caunot return to it without reverting to a simpler, and 

'lD. <loa ..... __ lit --.J Prioe PoIicXo _ ~F __ 
...... _. by J. "-P Fndcrict, For I., E.a .... 0.1, ..... , ..... 
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less efficient, type of production. But our so-called captains 
of industry hold in their hands new possibilities of improving 
the distribution of goods. This does not mean the death of 
competition but the emergence of a new type. Competition is 
quite as keen, and more effective, when industrial giants 
marshal their mighty resources to perfect new techniques 
and new schemes of organization. 

It is true that in the intoxication of their early power, 
many industrial leaders sought to suppress competition. But 
experience has taught its lesson. It has shown that efforts to 
pile up quick profits often lead to final disaster. As a result, 
business men are now coming to take a longer view. Those 
who do not, find their zone of activities increasingly limited. 
If prices are kept unjustifiably high, there is always the 
danger that a rival firm will adopt a more aggressive pricing 
policy and steal away most of the customers. There is also an 
increasing possibility that technical advance will bring com
petition from some unlooked-for quarter. And, finally, the 
consumer may seek protection from the government. The 
best way to be sure of government "interference" in busi
ness is to make the consumers feel that they are not sharing 
in the technical advance of industry. 

The Challenge of Free Enterprise 

We frequently hear that America was founded on the 
basis of freedom of economic enterprise---along with reli
gious toleration and political democracy-and that the 
preservation of this free enterprise is "the American way." 
But it is important that we understand the nature of free 
enterprise under present-day conditions. Originally, it meant 
simply that the working population was allowed to make use 
of the natural resources of the country. With the growth of 
modern industry there is less individual enterprise and more 
piling up of activity in the hands of corporation executives. 
This places a heavy responsibility upon them to see that thole 

31 



INDUSTRIAL PRICE POLICIES 

who can no longer employ themlelve~ shall have an oppor
~nity to got johs. A sound pricing system wollld be one 
which makes jobs for all. 

It is not iuggested that business men play Santa Claus 
and turn over their wealth to the public, or even that they 
work for nominal pay. All that is asked is that which many 
progressive business men aro already doing: finding way. 
to organize production so as to supply goods at prices which 
can be afforded by those who produce the goods. 

If the American business man demands the right of free
dom of economic enterprise, society may properly ask that he: 
use that freedom in the public interest. This is the challenge 
which the industrial system makes to the industrial executive. 
If he cannot meet it, the system of free enterprise under capi. 
talism is doomed to sickness, low vitality, and unproductive
pess. This contrasts sharply with the rich natural resources, 
equipment, and man power that are at the disposal of the 
American people. 
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