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FOREWORD

‘THE cosTs of distribution are paid by the ultimate consumer. Every
time we buy a package of cigarettes, a pair of socks or a loaf of
bread, we are directly and personally concerned with the expense
of gerting it from its point of origin to the store counter—and of
persuading us to buy it. Because these costs are fully as large as, or
larger than, the original costs of production, and because less has
been done to make distribution more efficient, cutting marketing
expense offers a greater opportunity to get lower prices and a
higher standard of living for all of us.

Largely because distribution so closely concerns us all, it has
stitred up a whirlwind of conflict and controversy. It has become
much more than a question of economics or business. The baudes
of chains and independents, of private enterprise and cooperatives,
of super-markets and mail-order houses, have been waged in the
field of politics as well as in the market place. The issues have been
carried into municipal councils and state legislatures, and into the
national Congress.

‘The country has come to need an accurate over-all picture and
appraisal of the distribution system as a whole and a program for
making it more efficient—all from the point of view of the general
public. We ought to be able to see how the system and its parts
actually work and how they can be made to work more success-
fully.

This has been the goal of the survey reported in this volume. It
has been carried through by the Twentieth Century Fund’s usual
method of dealing with controversial public issues—by a special
Committee and research staff. A special staff of investigators gath-
ered the essential faces on the methods and costs of distribution in
the United States and reported their findings to the Fund's Com-
mittee on Distribution. The Committee, composed of men and
women of widely differing interests and points of view, but with
special knowledge of the field, used the research report to fo"m'x-\‘l—N ;
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late a series of concrete recommendations aimed to improve the
methods and reduce the costs of distribution. Chapters 1 to 10 of
this book constitute the research report, and Chapter 11 is the pro-
gram of the Committee.

The Fund is indebted to several other persons than those named
on the ditle page for contributions to this book and for aid in the
investigation. The section on transportation costs in Chapter 8 is
based directly on a report prepared by Robert J. McFall, who was
also responsible for the statistical analysis from which the Flow of
Goods Chart and the estimate of total costs of distribution were
derived. Edwin C. George wrote most of Chapter 8, while the sec-
tion on super-markets in Chapter 4 was written by Vicror H. Pelz,
and the sections on consumer credit costs in Chapter 8 by F. R.
Hoisington, jr. Research and editorial aid has been given at various
stages in the preparation of the report by Jean F. Carroll, Herbert
W. Bohlman, Dorothy Van Doren, Chatles W. Wood and Carolyn
Stetson. In addition, many organizations and individuals in the
field of distribution have been generous in contributing advice and
information. To all those who have cooperated in the undertaking
—and especially to. the members of the Committee who contrib-
uted generously of their time—the Fund extends its deep appre-
ciation,

Evans CrLark
Execusive Director
The Twentieth Century Fund

330 WEST 42ND STREET
New York Qrry
Jury 15, 1939
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Chapter 1

THE CHALLENGE OF DISTRIBUTION

1. THE PROBLEM

THE IDEA that it costs too much to distribute goods and that mod-
ern methods of distribution are wasteful and inefficient has taken
foot in the public mind. Every day the consumer is exposed to
sights and sounds which seem to confirm this impression—the
spectacle of four gasoline stations, one on each corner of a cross-
roads, the constant bombardment of costly radio programs selling
everything from cigarettes to pianos, and the frequent complaine
of the farmer who gets only foir or five cents of the fifteen cents
we pay for a quart of milk.

Quite naturally the automobile driver and the cigarette smoker
and the housewife begin to wonder if all the costs of placing goods
at their disposal are necessary and warranted. And since they them-
selves have to pay all these costs, they question so great 2 toll on
their purchasing power. Added to this is the general belief that
while invention and scientific management have increased the effi-
ciency and lowered the costs of making goods, the cost of distribut-
ing them has remained high.

It is the purpose of this volume to describe and measure these
costs of distribution and to find out, if possible, the reasons for the
spread between the cost of production and the price the consamer

pays.

Efficiency Drive Came First in Production

A presumption that distribution is less efficient than production
is raised by the fact that the field of distribution appears to have
been neglected at the very time that the problems of production
were being attacked with such vigor and success, For decades the
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4 Does DistriBUTION CosT Too MucH?

inventive genius of American business has been chiefly dedicated
to the lowering of production costs through mechanization and
scientific management and to the elimination of inefficiencies in
making goods. The results have astonished the world. It is equally
true that the same inventive genius has hardly begun to be applied
to the reduction of distribution costs. Originality and inventiveness
have not been lacking in distribution but in this field they have
been used all too often to persuade people to buy more goods
rather than to reduce their price.

As early as the eighties of the last century Frederick W. Taylor
commenced his epoch-making experiments in time and motion
study and laid the foundations of the scientific management move-
ment. In the years that followed, the work of Taylor and his suc-
cessors brought revolutionary improvements in production tech-
nique which were widely adopted by American industry during the
World War.

The attack on wastes in production culminated in the work of

. the famous Committee on Waste in Industry appointed by Herbert
Hoover in 1921.' ‘The report of this Committee unquestionably
made a deep impression on American industrial leadership. The
series of concrete findings and recommendations brought out by
the Committee resulted in widespread adoption of improved meth-
ods and further lowering of production costs.

Organized efforts to attack mounting distribution costs, how-
ever, did not begin on an important scale until about fifteen years
ago. It was not until 1924 that the federal government recognized
the need for further knowledge of distribution by the establish-
ment of the Domestic Commerce Division in the Department of
Commerce. At about the same time a series of domestic distribu-
tion conferences were held by the United States Chamber of Com-
merce. Since then there has been a rapid expansion of interest. The
Boston Conference on Distribution, attended by businessmen and
educators, has worked for the past decade on the problems that
beset distribution. The American Masketing Association has
brought about the exchange of ideas and expetience on educa-

1. Waste In Indusiry, Commirtee on Elimination of Waste in Industry of the
Fed d American Bngineering Societies, Washi DC, 1921.
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tional and research problems. Schools of business and research bu-
reaus connected with the universities have made notable contribu-
tions, Also many trade associations in the distribution field have
done valuable work through exchange of information, conferences
and educational programs.

Not until 1929 was the first Census of Distribution taken. Be-
fore that time only sample studies were available and wide areas
of distribution had never been described and measured. Further
data on American distribution were collected by the Census Bu-
reau in 1933 and again in 1935. From these studies the first pic-
ture of quantitative changes in distribution over a period of time
is now available. A rising tide of other literature measures the
attention which distribution is now attracting from individual busi-
nessmen, trade associations, schools of business, and government
departments.

Changing Aspects of Distribution

While distribution costs are under intensive discussion and de-
bate, new conditions and necessities keep alteting the nature of the
distributive agencies themselves. Where the movement of goods
has met too much friction in one channel, other channels have
been opened up to convey goods more effectively to the consumer.
The growth in recent years of new agencies of distribution—
chains, voluntary chains, super-markets, manufacturer-owned dis-
ributive agencies, and retailer-controlled sources of supply—and
the decline of older forms bear witness to the practical recognition
of costly practices that clung to the old established agencies and
impeded their efficiency.

Existing agencies naturally have tried to control ot impede the
development of these new forms of disttibution, particularly in the
retail field. A large body of laws has been enacted in recent years
to regulate various distributive practices, and particular channels
and methods of distribution have been subjected to taxation as

2. The Census Bureau has, in additi ly published the findings of a Lim-
ited disuribution survey covering the year 1937 and the first half of 1938. The survey
was made by mail on a voluntary basis and was intended to provide an indicator of

u'fends rather than o present 2 complete picture such as was attempred in the Census
of 1935.
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well as regulation. Competition has been restricted and regulated
by price-fixing devices supported by law. Even the free flow of
goods across state boundaries within the country has been handi-
capped by legal restrictions and protective measures. Distribution
is today more than ever a moving, dynamic process, characterized
by ceaseless change and by unending resistance to change.

What Is Distribution?

Before looking more closely at the problems and costs of distri-

bution, it is necessary to define more precisely the meaning of dis-
tribution. Distribution and production together include 2 vast com-
plex of activities in which businessmen engage in an effort to
make and sell goods at a profit. Both production and distribution
are essential and often overlapping aspects of a single comprehen-
sive process—that of supplying the consumer with the kind, qual-
ity, and quantity of ,goods he wants, delivered at the time and
place he desires and at a price he is willing to pay.
. Economists have made the seemingly practical distinction that
production is the addition of physical or form utilities to goods
whereas distribution is the addition of time and place utilities.
Production, then, involves the physical extraction or creation of
useful materials and their subsequent processing, fabrication, and
transformation, first into semi-finished and then into finished
forms. Distribution includes the transportation of goods from the
poiat of original ot intermediate production to the place of sale or
further fabrication, the storage of goods until they are needed, and
finally the merchandising, display, and advertising of goods and
their actual sale or transfer into the possession of the ultimate
buyer.

Goods are produced, therefore, by millions of workers in forests
and fisheries, on the farms, and in mines and factories, and dis-
tributed by other millions who operate ships and railroads and
motor trucks, warehouses and storage elevators and the hundreds
of thousands of wholesale and retail establishments and other
agencies needed to deliver these goods to consumers.

It is 2 common mistake to regard distribution as confined to
finished consumers’ goods and thus solely the function of the mid-
dleman and retailer, who are usually expected to shoulder the
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blame for high distribution costs. Distributive operations are a
part of every step in the entire process beginning with the produc-
tion of raw materials and ending with the final sale of the finished
article. Actually a large part of the total cost of distribution is
borne by producers, manufacturers and wholesalers before the fin-
ished product reaches the rerailers’ shelves.

Defining Distribation Costs

Every time the finished article—or the materials or parts of
which it is made—changes hands, selling and clerical expenses are
incurred. These may be small in the earlier stages of distribution,
involving little more than transportation charges and brokerage
fees and commissions. But in the later stages of the process, espe-
cially in the case of specialized fabricated products, selling costs
may include compensation and traveling expenses of a corps of
salesmen, executives’ salaries, office and clerical overhead and sell-
ing and promotion expenses. To these expenses must be added the
costs of physical handling—crating and packaging, shipping and
transportation, and frequently storage and warehousing—which are
also incurred whenever a product is sold and delivered to a buyer.
Other costs of an indirect nature, such as the financing of goods in
transit or storage, including instalment credit, as well as the risks
and losses arising from spoilage and obsolescence, are also neces-
sarily a part of the cost of distribution.

No one can study our modern economy, however, without teal-
izing that a sharp separation between the functions of distribution
and production has to be more or less arbitrary. Much which passes
for production contains elements of distribution, while much even
of retail distribution contains elements of production. Grocery
stores may prepare and package bulk foods for sale; department
stores may make or alter clothes to the order of the customer; 2
restaurant cooks the food it serves; a dealer in electrical goods
alters and installs equipment sold to a customer. Other direct and
indirect operations in the distributive process, such as assembling,
labeling, and sorting and grading, may be performed by either the
producer or distributor and are not definitely assignable to either
production or distribution. Some general business costs of manu-
facrarers and producers, such as insurance, taxes, and financing,
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cannot be allocated to either production or distribution but are
common to both phases of the business.

‘With these distinctions in mind, we can try to get a perspective
of some of the outstanding facts about distribution in relation to
production. In order to get some idea of the changes which have
taken place in the amouant of effort used to distribute goods in con-
trast with the labor expended in producing them, the proportion
of the population engaged in performing the two functions and
the volume of production in the decades since 1870 have been
studied.

Our economic structure has experienced vast changes during
this period. A host of commodities has been introduced into our
everyday life which were undreamed of balf a century ago. The
development of so-called mass production with its many economies
has been the outstanding feature of the last two decades. Yet mass
production without mass distribution is impossible. Factories can-
not operate unless there is some mechanism for continuously pass-
ing their products on to the consumer. This implies not only the
physical task of transporting goods but the merchandising and
promotional efforts involved in what has come to be known as
demand creation. All of these activities require the expenditure of
effort and money and it is inevitable that some of the savings ef-
fected by mass production have to be utilized in the creation of
that mass demand which makes the former possible.

2, TRENDS IN PRODUCTION AND DISTRIBUTION

Although actual costs of distribution—or of production—can-
not be measured prior to 1929, indirect evidence shows that the
spectacular gains in production efficiency have not been duplicated
in the field of distribution. The ever-expanding role which distri-
bution has been called upon to play in our economic system is
strikingly demonstrated by the increased absorption of our work-
ing population in distributive trades and occupations.

At the time of the Census of 1870—less than seven decades ago
—nore than three-fourths of the nation’s labor force was engaged
in the production of physical goods, and less than a fourth in dis-
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tributive and service activities. Agriculture alone in that year re-
quired the services of nearly 7,000,000 persons, or more than half
of the nation’s total of less than 13,000,000 gainful workers. Al-
though the acrual number of farmers and farm workers was half
again as large in 1930 as in 1870, the proportion of the total work-
ing force engaged in agriculture had shrunk from 53 per cent 1o
about 21 per cent. Productive workers in the maffufacturing an
mechanical industries (which include construction) comprised less
than 21 per cent of the 1870 working population, and about 29
per cent of the 1930 labor force, but the increase in the actual
number of workers in these industties was much less than in the
service and distribution occupations.

Increasing Proportion of Workers in Distribution

Taken as a whole, the proportion of workers in production of
goods had fallen to little more than half of the total by 1930,
while distribution and service activities employed twice as large a
propordion as in 1870. The changing distribution of the nation’s
labor force among various major kinds of activity is shown in
Figure 1.

The percentages shown in the chart furnish enly a rough indica-
tion of changing trends, not a precise measure of the exact propor-
tion of workers engaged in each of the various productive, dis-

atributive, and service functions in any one year. Many workers
classified by the Census in manufacturing are engaged in shipping,
purchasing, and warehousing operations in the factory and could
therefore properly be assigned to distribution. On the other hand
it is clear that some of the transportation and communication em-
ployees are engaged in the distribution of services rather than
goods. Moreover, clerical workers, shown as a separate group in
the Census, and accounting for more than 8 per cent of the total
in 1930, are all obviously engaged either in production, distribu-
tion, or service, but probably chiefly in distribution.

In spite of the fact that Census data do not permit precise com-
parisons, Figure 1 gives a rough measure of divergent employment
trends during the sixty-year period from 1870 to 1930. Moreover,
it seems highly probable that the changes during that period reflect
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well-established trends which have continued since the time of the
last Census. A smaller and smaller proportion of the nation’s work-
ing force is needed to extract and transform materials into fin
ished goods and a steadily growing proportion is engaged in trans-
porting and distributing these .goods and in providing personal,
professional, and public service.

Clearly the addition of form utilities to physical materials is
tequiring a smaller share of our national human effort, while the
addition of time and place utilities, or the transporration, stor-
age, distribution, and selling of these goods, is absorbing a larger
share. These divergent trends furnish no indication of relative
efficiency in either production or distribution since they take no
account of the vast increase in the amount of goods produced and
distributed to a greatly increased population and the changing
scope of these two economic functions. They merely indicate that
in relative terms the work of producing goods absorbs less labor
and that of distributing them requires more.

As a matter of fact, the actual number of workers engaged in
both production and distribution has shown a great expansion
since 1870. In distribution, however, there is no evidence of a slow-
ing down in the rate of growth, while employment in some if not
all branches of producti ears to have passed its highest poiat, |
Agriculture had more than a million fewer workers in 1930 than

«i0t 1910; forestry and fishing and mining reached an employment
peak in 1920; and there is considerable evidence that the next
Census will show a decline in the number of workers in manufac-
turing and mechanical industries, The actual distribution of gain-
ful workers among various industries and occupations is shown in
Table B of the Appendix.

Employment Compared with Goods Produced and Distributed
Comparison of employment and occupational shifts over the
sixty-year period from 1870 to 1930 with the growth in the physi-
cal volume of goods produced and distributed gives a rough idea
of trends in the relative amounts of human effort devoted to the
production of goods and to their distribution.
Allocating the number of persons classified as clerical workers
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in each Census year to each of the three branches of economic ac-
tivity—production, distribudion and service—gives a rough ap-
proximation of the total number of gainful workers engaged in
each branch. Such estimates, together with ﬁgums on population,
are shown in Table C of the Appendix. It must be emphasized that
the actual figures for each year detived in this way do not pretend
to be accurate because of basic difficulties in reclassifying Census
data. Converted into index numbers, however, by expressing the
1870 value as 100 and the numbers of workers in subsequent Cen-
sus years as percentages of the 1870 total, these figures furnish a
rough measure of employment trends.

These index numbers of employment trends in production and
distribution are compared in Figure 2 with index numbers of popu-
lation growth and with an index of the physical volume of goods

VOLUME OF GOODS PRODUCED AND DISTRIBUTED
COMPARED WITH GAINFUL WORKERS AND POPULATION
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FIGURE 2, The increase in the number of k ‘in" ibuting goods
has almost kept pace with the nine-fold ical volume wluch oc-
curred berween 1870 and 1930, while the number of woxﬁers required in produc-
tion in 1930 was less than three times as great as in 1870, (Soarce: Table D.)
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produced and distributed in the United States in each decennial
Census year since 1870. Population little more than trebled during
this sixty-year period while the volume of goods produced and
distributed in the United States was more than nine times as great
in 1930 as it was in 1870, This nine-fold increase in the physical
volume of goods available for consumption, in the face of a three-
fold growth in the number of consumers, is striking evidence of
the amazing advancement that has occutred in matetial well-being
in the United States since 1870.

That the endre process of producing and distributing the goods
needed by the population is being carried on today far more effi-
diently than in 1870—i.e., with much less expenditure of human
energy per unit of goods produced and distributed—is also appar-
ent, With an increase from 100 to 910 in the volume of goods, the
number of gainful workers engaged in their production and dis-
tribution increased only from 100 to 351. Employment trends in
production, however, show striking differences from those in dis-
tribution. For every 100 workers engaged in producing goods in
1870 there were 271 in 1930, and these workers were turning out
more than nine times the total volume of goods produced in 1870.
Employment in distribution, on the other hand, increased from 100
in 1870 to 877 in 1930, or nearly nine times—almost as large an
increase as occurred in the volume of goods distributed.

These relationships are shown more deatly in Figure 3, which
‘rovides an approximate statistical measure of per capita changes
in the production and discribution of commodities during the
1870-1930 period. The volume of goods produced and distribuced
per capita of the population increased from 100 to 286, or nearly
three times. The average amount of goods handled per worker by
wotkers in production and distribution combined was over two
and a half times as great in 1930 as in 1870. Workers in distribu-
tion, however, handled only 4 per cent more goods per capita in
1930 than they did in 1870, while the average amount produced by
production workers increased by three and a third times.

On their face these figures would seem to indicate thar efficiency
in production has increased to a stiking extent during the past
several decades while labor efficiency in the distribution process
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has shown very little improvement. Valid conclusions on the effi-
ciency of the distribution process, however, cannot be based on
these statistics alone. As will be shown in the following section the
distributive function has experienced vast changes in its scope and
nature during the past few decades. Changes in the organization
of industry, such as mechanization and mass production, and the
geograpbic concentration of manufacturing, which have resulted
in higher per capita output, cannot be adapted to the processes of
distribution except on a very limited scale. Still more important,
these changes in industrial organization have thrust a much greater
burden on the distributive system. In becoming more efficient pro-
duction has become more restricted in scope, while the range of
distributive operations has been greatly widened.

PER CAPITA VOLUME OF GOODS PRODUCED AND DISTRIBUTED
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that the output of goods per worker engaged in production was nearly three and
a half times as grenfoin 1930 as in 1870. The volume of goods handled per worker
in distribution, on the other hand, showed little change. {Sosrre: Table D.)
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3. THE EXPANDING ROLE oF DISTRIBUTION

A closer view of some of the principal reasons for the varying
trends in the per capita production and distribution of goods is in
order. Changes in the character of our economic needs and in the
system that has grown up to supply these needs are partly respon-
sible. The distributive system today provides a vast range of new
and different services, assumes increased costs and risks, distributes
a multitude of new and complex products, and performs functions
formerly performed in the household by the consumer or in the
factory by the producer.

In part these expanded services are a natural and inevitable con-
comitant of technological progress and an advancing standard of
living. To regard these new services as being inherently unproduc-
tive and wasteful reflects an attitude as uncritical and superficial
as that of the Physioctats nearly two centuries ago. They believed
both manufacruring and trade to be sterile occupations, in con-
trast to agriculture, which alone was “truly productive” because it
created commodities.

Unider the non-spedialized conditions prevailing in the United
States a century or more 280, both the household and the local
community were far more nearly self-sufficient than they are today.
On the Colonial farm—and the vast majority of the population
then lived on farms—the family was both the producing and con-
suming unit. The small surplus of farmstuffs and raw materials
was either bartered for other goods or services within the com-
munity or disposed of through local dealers for shipment to distant
matkets. Most of the factories of that day wete little handicraft
shops supplying neighborhood needs and using local raw materials.

Under these simple economic conditions the middleman played
an insignificant role. Because most products were not really dis-
tributed at all in the modern sense, costs of distribution were negli-
gible. With the rapid development of the country, however, the
growth of cheap transportation, the increase of commercial manu-
facturing, the trend of population to the cities, the growth of a
banking and currency system, the advancement of the standard of
living and expansion of human wants, distributive operations have
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become 2 more and more vital and essential part of economic life.

Specialized Production

One of the most striking features of the complex economic so-
ciety of today in contrast with the simpler life of a century ago is
the increasing specialization of production. Instead of supplying
most of his own needs with his own produce the modern farmer
gains his livelihood for the most parr through the sale for cash of
one or a few commodities. These products may be sold and resold
many times, transported hundreds or even thousands of miles,
held in storage for weeks or months, and processed and packaged
before they are finally delivered into the hands of many millions
of consumers.

Mechanization of operations and mass production of specialized
articles have become even more characteristic of modetn industry
than of modern agriculture. The village shoemaker using leather
tanned from local hides and catering to the needs of a small com-
munity has disappeared. In his place are factories employing thou-
‘sands of workers, each performing a single operation in the manu-
facrure of a standardized product which can reach its ultimate
buyer only through the intricate channels of the modern distribu-
tive system. Nor is the need for a complex system of distribution
limited to the marketing of the finished pair of shoes. Extending
back from the shoe factory to the distant cattle ranches, to the
cotton and rubber plantations and other sources of raw material,
is another series of specialized operations and industries. The
products of each require costly distributive services in order to
supply the ultimate consumer with a pair of shoes satisfacrory to
his feet, his eyes and his pocketbook, and delivered when and
where he wants them.

Specialized Areas of Production

Specialized machine production usually is most advantageous in
large plants. The manufacture of many articles formerly produced
in almost every locality has now become highly concentrated in a
few favorable areas, usually because of accessibility to supplies of
raw materials or skilled labor. More recently, it is true, the de-
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velopment of moror-truck transportation and electric power has
freed industries from their dependence on railroads and nearby
coal supplies. Together with the westward movement of the popu-
lation, these developments have brought about a wider dispersion
of manufacturing plants, particularly among industries making the
lighter kinds of simple products for home consumption.

But in many industries concentration in a particular area per-
sists—sometimes through inertia—Iong after the original reason
for it has disappeared. Clock and watch manufacture, for example,
is still concentrated in Connecticut and Massachusetts, the original
centers of production. New York alone produces 70 per cent of all
women'’s and children’s clothing, while over half of men’s wear
comes from New York and Peansylvania. Three states account for
over 78 per cent of all carpet and mg production, four for 80 per
cent of hat manufacture, while one state, New York, produces 87
per cent of all fur goods.

Among many of the new fabricated products there is also 2 high
degree of geographic concentration. Michigan manufactures more
than half of the automobiles and Ohio over two-thirds of the rub-
ber tires. Three states account for over half of the radios and
phonographs, three others for half of the refrigerators, and four
states for 83 per cent of household washing and ironing machines.?

Regional concentration has become pronounced even in agricul-
.ture. The intensive study by agricultural colleges and experiment
stations of the culture of specific products has encouraged their
production within limited areas. Specialized agricultural machin-
ery and the development of refrigeration, storage and transporta-
tion have made such concentration possible. Even perishable com-
modities, like milk and vegetables, which formerly had to be pro-
duced near the consuming market, are now being produced in spe-
cialized favored areas.

While specialized quantity production in highly concentrated
areas has resulted in lower costs and increased efficiency in produc-
tion, it has at the same time made distribution more complicated
and costly. Concentration of production requires the transportation

3. Distribution Services and Costs, Chamber of Commerce of the United States,
Washingron, 1939, p. 10.
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of raw materials to producing centers and of finished products back
to dispersed and distant markets. This transfer takes time, requires
intermediate handling and financing, and involves risks and costs
not present in simpler types of economy.

Another distributive cost comes from the concentration of popu-
lation in the producing centers. High urban land values and rents,
excessive terminal and delivery costs, the very congestion of living
and working conditions, magnify the difficulties and costs of dis-
tribution—not only in supplying raw materials to the specialized
factories of the city and delivering their finished products, but in
supplying the necessities of life to the population.

Factories Displace Homes as Producing Units

Distribution—as well as factory production—bulks larger today
also because so many things that used to be done at home are now
done in factories. Spinning and weaving are no longer carried on
in the home. The ready-made clothing industry has largely taken
the place of home sewing. Even canning and preserving fruits and
vegetables and baking bread, cakes and pies, which were a normal
and necessary part of the housewife’s duty a generation ago, have
now been largely transferred from the home to the factory.

All these things can now be done in the factory more efficiently
and more cheaply than in the household. But this change has cre-
ated new problems and new risks in distribution. Instead of selling
the housewife staples like flour and sugar to be processed in the
home into bread and pastry, or standard piece-goods to be manu-
factured into household goods and dresses, the retail distributor
today must carry in his stock a wide variety of finished products
from which the housewife can make her selection. Most of these
products formerly produced in the home must be sold in small
quantities, for they are perishable either because of actual physical
deterioration or of rapid style obsolescence. The risks and costs of
distcibuting them are far greater than those of merchandising the
staples the family used to buy. As the commercial producer has
-expanded his function, so the distributor has had to assume new
responsibilities. Standardized goods must be sold in large quanti-
ties, but in small units, to millions of consumers. With the growth
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of ity populations and the crowding of families into smaller and
smaller apartments with little or no storage space, the packaging
of foodstuffs and other commodities has become a new and impor-
tant phase of distribution.

The emphasis on the hygienic preparation of food has contrib-
uted still further to the success of the packaging industry. Every
kitchen cupboard, however small, is today stocked with cartons of
tice, sugar, coffee, and macaroni elaborately encased in air-proof
wrappings to preserve freshness and flavor; and each likely to
weigh a pound or less. Beside the paper cartons stand a row of
canned goods—for the same reasons.

The improvement of refrigerating methods has been responsible
for other changes in the marketing of foodstuffs. California fruits
and vegetables now travel across the continent to eastern markets
at all seasons of the year. Refrigerated ships bring fruits from
South America to New Yotk in Jaouary. Fresh meat available
every day has become such a commonplace that nobody marvels at
it, although the steer is raised hundreds and perhaps thousands of
miles from the dinner table on which the roast appears. The con-
sumer now demands variety in his food, and the retailer must fur-
nish out-of-season goods or go out of business. Needless to say,
the merchant’s tasks and risks are correspondingly increased.

Increased Selling Activities and Sales Pioneering

Along with a rising standard of living and the development of
mass production, the creation of demand—selling the consumer—
has become an increasingly important factor in distribution. The
producer must persuade the consumer that bis goods are necessary
and important. The consumer, ready enough to be convinced so
far as his means allow, has steadily improved his standard of liv-
ing. The burdens of the housewife have been lightened by ready-
to-wear clothes and ready-to-serve foods which supply her family
with greater variety and quantity than she could possibly have pro-
vided by her own efforts. But she has had to be informed about
these new products before she was ready to buy them.

Unless we consider not only the volume buc the nature of these
pew things, any true conception of modern distribution becomes



20 Dogs DistriBuTioN Cost Too MucH?

impossible. They are things which people want, but it does not
follow that they are things which the consuming public bas de-
manded on its own initiative. Nor does it follow that producers
have produced merely what they wanted to produce and then ca-
joled the consuming public into buying them. The automobile,
moving pictures, radio, electric appliances, modetn heating and
plumbing—these things were not only beyond the reach of the
masses in 1870 but beyond anybody's reach. There is little ques-
tion today that they supply a demand; but no one could be abso-
lutely certain in advance just what the demand would ultimately be.

Somebody had to guess. Somebody had ‘to use imagination.
Somebody had to back up this imagination with scientific research,
not merely to discover just what would be wanted, but how, if
possible, the wants could be supplied. The task of distributors,
therefore, is not merely to fill an existing demand as in the case of
bread or shoes ot soap, but to create new demands for new prod-
ucts. It is a process which is necessarily costly and necessarily ac-
companied by experiments which do not succeed, by efforts which
do not materialize, and even by the temporary production and dis-
tribution of much which upon more mature thought we wonder
why we ever bought.

But not all costly advertising and promotion can be defended on
the grounds that it is necessary to educate the consumer to new
products. The consumer needs no education as to the qualities of
cigarettes, toothpaste, canned goods, gasoline, and a multirude of
other standard commodities. Such products he would buy, whether
urged to do so or not, which means that the money spent in pro-
moting their sale must be charged off as one of the costs of com-
petition, When it takes this form, however, competition in distri-
bution is often likely to result in higher, rather than lower, costs
and prices.

The apparent inefficiency and wastefulness in distributive opera-
tions is due in part to the multitude of small units and the over-
crowding of the field in recent years. Because it is so easy and takes
so lirtle capital to get started, distribution, like agriculture, has
become a residual occupation. When workers are forced out of
highly organized industry through incompetence, old age, or by
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the introduction of labor-saving machinery, they may turn 1o house-
to-house canvassing or operating a roadside stand or a gasoline
station or—at their most abject stages—to passing out advertising
cards or carrying a sandwich board. Insofar as this labor on the
average is less efficient and less productive than that engaged in
the lasge-scale and more highly organized occupations, it adds to
the wastefulness of distribution.

4. OPPORTUNITIES AND HANDICAPS

Because of its expanding role distribution has taken an increas-
ingly large portion of the consumer’s dollar over the past half
century, But the divergent trends between production and distribu-
tion costs do not in themselves prove that distribution costs are
00 high. That this is sometimes true, however, is suggested by the
subsequent chapters of this book.

To lower these costs is 2 great challenge to Ametican ingenuity
and courage. The effort to reduce the cost and increase the effi-
ciency of distribution cannot be compared with the amount of
effort that has gone into production. But the opportunity for cost
reduction in distribution is great. The spread between cost of pro-
duction and final selling price to the consumer of most commodi-
ties is lacger than the total cost of production. A cotrespondingly
lagger area exists, therefore, in which possible economies may be
soughe.

While the potendalities of cost reduction in distribution may
possibly be greater than in production, the difficulties to be sur-
mounted are undoubtedly greater. Mechanization is an example.
The processes of manufacture are far more susceptible to machine
technique than those of selling. Shoes today are made with a mini-
mum of hand labor but it is difficult to imagine mechanical de-
vices supplanting shoe salesmen without a revolutionary change in
the atttude of the customer,

Furthermore, the production manager can standardize and regu-
late both the use of materials and the conduct of labor far more
exactly than can the executive of a retail store. The flow of work
and the functions of labor can be specialized to a far greater de-, .
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gree in the factory than behind and over the counter. Because the
retail salesman is dealing not with materials, as is the factory
worker, but with men and women, each situation is 2 new one, and
difficult to plan in advance.

Another difficulty is often more apparent than real-—the dis-
placement of labor. A lowering of the cost of distribution ordi-
narily would involve a reduction in the amount of labor required
to distribute a given quantity of goods. But this should not mean
more than temporary unemployment. Lower prices resulting from
lower operating costs would release purchasing power and expand
the market for goods, and this in turn would lead to greater pro-
duction and increased employment.

Throughout this book it has been assumed that the important
purpose of the various elements of the economic system—distribu-
tors, producers, capital, and labor—is not to serve their own indi-
vidual ends except as a means of getting things to people and satis-
fying human wants. From this standpoint, lower prices, which
mean increased purchasing power for the consumer, are the major
objective. Obviously these lower prices must be achieved by im-
proved methods and lower costs—not by cutting wages. There
must be a constant introduction of better ways of producing and
distributing more and more of the things demanded by consumers.
The preservation of the status of any particular group of distribu-
tors is of secondary importance.

In the chapters .that follow an attempt is made to picture the
essential elements of the problem of distribution and its costs,
which present such a challenge to American business genius, and
to indicate some of the ways in which an attack on the problem
can best be made.



Chapter 2

\ARICE SPREADS IN DISTRIBUTION

THE CONSUMER who knows little about the processes of distribu-
tion is likely to blame the retailer or the middleman for what may
seem to him an exorbitant price he has to pay. If he is told that
it costs more to sell a certain article than it does to manufacture it,
or that the retailer makes a profit of fifty cents on something for
which he has to pay a dollar, he may easily conclude that he is the
victim of profiteering and waste.

This is not meant to imply that retail prices, even in 2 highly
competitive market, are never exorbitant. The veriest tyro in the
retail field, however, soon learns that he may make no profit at all
and may even lose the capital he has invested in the business, al-
though he takes a seemingly huge profit on every sale he makes.

It is in the price he has to pay that the average consumer comes
in contact with the system of distribution; and the spread berween
the cost of production and the retail price of consumer goods surely
has significance. A study of the costs of distribution, therefore, can
well begin right there. The figures, however, will have little real
significance, if it is assumed that the price spread represents noth-
ing but the dealer’s profits or that a small spread necessarily indi-
cates efficiency in distribution. In maay lines of trade, 30 or 40 per
cent of the price received by the retailer is paid out for wages,
salaries, rent, and other operating expenses; and most of the re-
mainder represents the cost of goods sold, so that the retailer re-
tains as profit only a few cents out of what the consumer pays.

It is also important to remember that the mark-up or price
spread of a particular article at any one time may be much more,
or much less, than the actual cost of distributing that product.
An exclusive gown shop, for instance, might be able to sell a

23
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“Paris model” to early buyers at two or three times the normal
profit, and at the end of the season be compelled to accept less
than actual cost for an identical product. A drugstore, on the other
hand, might find it profitable to sell a nationally advertised article
as a “loss leader” at less than cost, making up the difference on
increased patronage for other products.

Lack of Uniformity in Price Spreads

Entirely aside from these extreme examples, there are infinite
variations in the percentage mark-up or price spread for similar
articles in the same line of trade, for identical articles sold through
different types of outlets, for different qualities of the same kind of
product, for branded and advertised commodities as distinct from
unbranded items, and for exactly the same article sold in different
markets or ar different times to meet varying competitive condi-
tions. In short the main feature of mark-ups and price spreads is a
lack of uniformity among different lines of trade, kinds of goods,
and individual products.

This is not surprising in view of the way in which manufacture
and distribution are carried on. The typical manufacturer may pro-
duce and sell dozens or scores of individual products. The typical
wholesale dealer or retail merchant usually carries hundreds or
thousands of separate items. Each of them is interested primarily
in netting a profit on the operations of his establishment as a
whole, and only secondarily in profits or losses on specific items.
Hence his mark-up on any particular article is the result of a vari-
ety of factors and influences of which the actual cost of distribution
is only one.

Even if the cost of distributing a specific produce could be accu-
rately figured-—which is usually impossible with present account-
ing practices—other considerations might dictate a price higher or
lower than one which would just yield an average profit on the
operation. Traditional pricing policies in the trade, consumer price
habits, formal or informal resale price agreements, a desire to in-
crease the volume of sales ot to invade a new price range, obso-
lescence factors, market prices established by competitors, and a
variety of other considerations may be fully as important as actual
costs in determining the mark-up and price of a particular product.
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The Facts Are Hard to Get

It is hard to get facts on price spreads because manufacturers,
wholesalers, and retailers—even if they have figures—are reluc-
tant to give them out. This secrecy is largely due to the public’s
habit of looking upon large mark-ups in themselves as evidence of
large profits, even though the distributor may be making only a
reasonable profit, or even showing a loss on his operations as a
whole. One of the large manufacturers of food products some
years ago gave out full information on operations and sales, show-
ing gross profits and average mark-ups, which were in fact closely
comparable with those of his competitors. The company’s retail
customers, however, egged on by the company's competitors, hec-
tored the salesmen of the company about what they considered
excessive profits. The company was forced to abandon this inno-
vation. It now conceals the figures until its competitors will agree
to publish their own.

In other cases, undoubtedly, secrecy clothes a guilty conscience:
a realization that prices are unjustifiably high because of excessive
profits or inordinate advertising expense. Sometimes, even when
mark-ups are so small that they could not possibly be criticised,
rigid secrecy is maintained out of fear that the figures would be
distorted, misinterpreted or misused by competitors.

In spite of the limitations on the meaning of such information
and of the reluctance of distributors to furnish it, 2 strenuous effort
has been made in connection with this study to get confidential
figures on actual price spreads for a reptesentative group of prod-
ucts. In addition, published data have been examined carefully to
supplement this confidential information.

1. UNpRrocESSED Foop ProbUCTS

A relatively simple example of the inevitable expenses incurred
in transporting and distributing goods is furnished by the case of
raw foodstuffs. These reach the consumer in virtually the same
form as they leave the farm, yet they must be transported pethaps
bundreds of miles, handled several times en route, and possibly
pass through three or four changes of ownership before they reach
the consumer. :
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A glance at Figure 4 shows the disparity between the prices re-
ceived by the farmer and the price the consumer pays for various
raw foodstuffs. This spread includes not only the retailer’s costs
and profits, but the entire expenses of transporration and of the
various middjemen handling the products, as well as losses due to
spoilage and waste. These average price spreads for a group of
common farm products show that for relatively perishable prod-
ucts such as vegetables and fruits, distribution costs far exceed the
original cost of growing them. For example, the farmer got seven-
tenths of a cent per pound for cabbages in 1935, but the housewife
had to pay four cents a pound at the corner grocery. Carrots cost
her an average of five and a half cents a bunch, of which the
farmer received only one cent, and the spread was almost as large
in the case of celery and onions. In other words, it costs three or
four times as much to distribute these vegetables as to grow them.

‘The housewife may wonder why she has to pay over five times
the production cost for cabbage, when she buys eggs, for instance,
for less than twice what the farmer gets for them. The answer lies
in the fact that cabbage and similar vegetables are both bulky and
perishable and must often be transported long distances from the
section in which they are grown. Eggs, on the other hand, are not
only less bulky and perishable, but they are usually produced
nearer to the place where they are sold, thus saving transportation
and handling expense.

Spoilage Losses :
The loss and consequent cost from spoilage alone are very con-
siderable in the case of perishable vegetables and fruits. Losses
occur all along the line of transportation, and damage claims
against the railroads on these products run into millions of dollars
annually. All these ultimately affect the level of freight rates which
in turn are reflected in the price spread. For instance, the Federal
Trade Commission found that loss and damage claims paid by the
railroads in 1935 on shipments of fresh fruits and vegetables
amounted to 2.6 per cent of the freight receipts from such ship-
ments and represented a much larger proportion of the carriers’
net revenue., Added to this spoilage cost are the losses occurring
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when perishable products reach the retail stores. Table 1 shows
the spoilage losses for certain fruits and vegetables.!

TABLE 1

SPOILAGE Losses FOR FRUITS AND VEGETABLES
(Expressed as Percentage of Total Expected Retail Proceeds)

Average Range
Fresh fruits
Peaches 243 15t0 30
rapes 150 10t 20
- Grapefruit 9.0 51018
Apples 7.5 5t15
Oranges 7.3 5to 11
Fresh vegetables
Cabbage 24.0 101035
Letruce 13.5 10to 18
Onions 5.0 3108
Potatoes 25 2w4

To get back to cabbages again, this large spoilage loss helps to
‘explain why the consumer has to pay four cents for cabbage which
costs less than one cent to produce. Other reasons are indicated in
Figure 5, which shows the costs of distributing fruits and vege-
tables grown in specialized producing areas and shipped for the
most part to distant markets. These spreads are naturally higher
than those shown in Figure 4, which were general averages cover-
ing products of both local areas and special producing districts.

The effect of distance is shown in the relatively high transporta-
tion costs for the second list of products. For example, 27.5 cents
of the consumer’s dollar is for transportation costs in the case of
Florida cabbage, compared with 35.9 cents in the case of cabbage
from ‘Texas, to approximately the same great northeastern mar-
kets.2 Transportation costs were high in the case of some other
products, such as Florida oranges, grapefruit, and tomatoes, be-

1. Based on Agricultural Income Inquiry, Federal Trade Commission, June 10,
1937, Pare II, p. 20 and an analysis made by months over a two-yeﬂr period (1935-
l936)bynchnmstore and included in an unpublished report of the

Federal Trade Commission.
2. Agriculinral Income Inguiry, Federal Trade Commission, June 10, 1937, Part

11, Chap. IV.




PRICE SPREADS IN DISTRIBUTION 29

cause of the bulkiness of these products in relation to their value,
and probably because of a larger spoilage bill.

" Packing and loading costs constitute another large item in dis-
tribution costs. They range from as low as seven to eight cents for
Florida tomatoes and Idaho potatoes to as high as twenty cents for
Florida grapefruit and oranges.

The intermediate handlers’ costs show a considerable variation,
but are a relatively small item in all cases. Retail margins also vary
widely—from twenty-three cents to more than forty-five cents—
and are particularly high for tomatoes, onions, and cabbage, where
spoilage losses are large.

Broadly speaking, the consumer’s dollar spent for products from
these specialty areas can be divided roughly into three fairly equal
parts—one-third for the producer (except in the case of such prod-
ucts as cabbage, onions, and lettuce, in which the farmer’s shate
is less), one-third for transportation and intermediary handling,
and the remaining third for the retailer’s margin. In connection
with the larter it should be remembered that the retail margin as
shown in Figure 5 does not measure the average realized margin
on these products. Retailers inevitably incur large spoilage losses
on fresh fruits and vegetables, and margins must be large enough
to compensate for such losses and for mark-downs to avoid them.
Average margins actually realized by the retailers are often as
much as-a third less than the retail margins shown in the chart.

2. Processep Foop ProbucTs

Products raised by the farmer and processed befote they reach
the consumer go through a much more complex procedure than
raw foodstuffs. In this case price spreads cover costs of processing
and packaging as well as costs of distribution. Since processing is
a part of production rather than distribution, its cost should be sub-
tracted from the total spread in order to get an accurate measure
of distribution costs.

An example of the entire spread in this kind of commodity be-
tween the raw material and the finished product on the kitchen
shelf is soda crackers. The farmer receives 1.6 cents for the wheat,
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which, when processed and made into soda crackers, finally sells
for 17.2 cents a pound at the grocery store—over ten times as
much as the farmer received.? Bread and cereals all sell at retail
prices which are from 143 to 975 per cent higher than the farm
value of the wheat or rye of which they are made. Canned goods,
on the whole, show even larger spreads—most of them from 500
to 700 per cent. But meats—pork, lamb, and beef for example—
show spreads of only 70, 78, and 121 per cent respectively. De-
tailed breakdowns of the constituents of the total spread berween
the farmer and consumer are available for only a few commodities,
some examples of which are shown below.

2. MEATS

The relatively small price spread of meats is due to the relative
simplicity of the processing and to a highly organized and efficient
system for slaughtering, processing, and distributing meat products
to retail dealers. In addition, the price of meat to the consumer is
less than it would otherwise be because the packer covers some of
his costs through the sale of inedible by-products.

On the average the consumer pays about twice as much for
dressed meat at the retail counter as the farmer receives from the
dealer in payment for the meat in the live animal. About half
of the amount charged the consumer, therefore, goes to pay for all
the processing and distribution after the farmer sells the live ani-
mal. The retailer keeps about half of this sum for his expenses and
profits or 5.4 cents out of the average total retail price of 21.5
cents. Of this 5.4 cents price spread at the rerail stage, 2.9 cents is
paid out by the retailer for wages and salaries; store rent and other
store expenses account for 1.8 cents while profits amount to 0.7
cent.! Details are shown in Table 2.

The figure shown in the table for the selling price of the farmer
is the amount returned to him for each pound of meat products
sold at retail. This amount is much larger than the average amount
received by the farmer for each pound of livestock since the

3, R. O. Been, Jr. and F, V. Waugh, “Price Spreads Between the Farmer and the
Consumer,” U.S. Bureau of Agricultural Economics, July 1936, p. 9.

4, Bernard F. Tobin and Howard Greer, What Becomes of the Consumey’s Meat
Dollar?, University of Chicago, 1936, p. 6.
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TABLE 2
AVERAGE PRICEs AND PRICE SPREADS OF MEAT PRODUCTS, 1925-1934

Selling Price Per Pounds Price Spread Per Pound

’ Per Cent of‘ ’ Per Cent oF
Selling Price to Per Cent Price to
Agency Cents Consumer Cents of Cost Consumer
Parmer 10.9 50.7 e .. e
Livestock dealer 118 549 0.9 8.3 42
Meat packer 15.1 70.2 3.3 28.0 15.3
Wholesaler 16.1 749 1.0 6.6 4.7
Retiler 215 100.0 5.4 33.5 25.1

a. ‘The selling price of each agency is of course the cost for the succeeding ageacy.

weight of edible meat products obtained from the animal is much
less than the weight of the live animal. The packer of course
receives a considerable return from inedible by-products, which
are not included in the distribution of retail value per pound
shown in the table.

The 0.9 cenr spread berween the farm price and thar received
by the livestock dealer covers the marketing of livestock and the
operations incident to getting the animal from the farm to central
livestock yards in the packing centers. This includes transportation
as the most important single element, and also yardage and feed
charges and fees to the commission firms.

The meat packer’s margin of 3.3 cents covers the entire cost of
processing, beginning with the receipt of the livestock and ending
with the packing, loading, and shipping of the dressed meat.

The wholesaler's function involves transporting the product
from the packing plant through the wholesale agencies and selling
and Jocal delivery to the retail store. Wholesaling is sometimes
done by sales branches of the packing establishments and in other
cases is the function of independent wholesalers. Transportation is
the largest single item of expense in the wholesaling of meat
products.

b. CEREAL PRODUCTS

Bakery products, such as bread and soda crackers, have very
large price spreads reflecting heavy costs for processing and pack-
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aging at one end, and for advertising, delivery, and other distribu-
tive operations at the other end. Macaroni and breakfast cereals,
such as rolled oats and corn flakes, involve less costly processing,
but relatively large expenditures for advertising and selling. For
such products as flour and corn meal simple processing and inex-
pensive distribution result in a smaller price spread between farmer
and consumer.

Take bread as an illustration. The Federal Trade Commission
found that the distribution of the consumer’s bread dollar in 1935°
followed fairly closely the figures for 1923—1925, with the farmer
receiving about the same amount as his share, the transportation
agencies and the bakers getting less, and the millers, wheat mid-
dlemen, and retailers receiving more for their services than they
did ten years previously.

For each average dollar spent by consumers for bread:

The farmer received 13.4 cents in 19231925 13.3 cents in 1935
The wheat middleman B* 1.2%
The miller 438 72
Transportation and terminal matket-
ing agencies 6.3% 3.6*
‘The wholesale baker 59.8% 55.4%
The retail grocer 14.9% 19.3+
Making the full dollar the consumer
pai 100.0 100.0

The items starred are, in whole or in part, costs of distribution.
The rest, including more than half of the wholesale baker’s portion,
are costs of production and processing. In the 1923-1925 study a
detailed analysis was made of the wholesale baket’s margin which
showed that 30.7 cents went for manufacturing costs and for in-
gredients other than flour, and the remainder for selling, general
administrative expense and profit. Adding the starred items for
that period (but including only part of the wholesale baker’s mar-
gin—nhis selling expenses and part of his overhead and profit) we
get a total of about 44 cents for distribution costs. In other words,
about 44 cents out of every dollar spent for bread is paid for dis-
tribution, and 56 cents for production,

In the case of corn flakes and rolled oats manufacturing costs

S. Agricultaral Income Inguiry, Federal Trade Commission, March 2, 1937, Part
L, p. 131,
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absorb only about 12 cents of the consumer’s dollaz. About 50
cents goes for transportation and selling expenses, over twice the
amount (22 cents) the farmer receives.S

\A CANNED FRUITS AND YEGETABLES

The price spread between farmer and consumer for most canned
fruits and vegetables is large. Their preparation and canning is a
highly seasonal industry subject to the risks of variation in the
quantity and quality of crops. In addition the cost of containets
and cases is high in relation to raw materials. Transportation and
storage costs are also heavy because of the bulkiness and weight
of these products and the necessity of holding them for long
periods.

A study of the marketing of Maryland canned tomatoes shows
that the farmer gets less than a fifth of the consumer’s dollar for
the raw tomatoes, while the canner receives for his share nearly
half the consumer’s dollar. Distribution charges, including broker-
age, wholesaling, and retailing margins, which of course cover
transportation costs, account for more than a third of the retail
price. Thus the consumer pays over five times what the farmer
gets for the raw product and more than twice what the canner
receives for the canned tomatoes.

For each dollar spent by the consumer for canned tomatoes:”

‘The farmer received 18.7 cents
‘The canner 5.9
The broker 39
The wholesaler 115
The retailer 20.0
d. MILK

Because of the local nature of the milk business, national figures
on costs would be rather meaningless averages. Sources of supply,
local regulations, distribution methods and cost accounting prac-
tices vary so widely from market to market that it is 2 question
whether any set of figures can even be considered as typical. How-
ever, various studies of costs by localities throw light on some parts

6. Paul D, Converse, T'he Elements of Marketing, Prentice.Hall, Inc.,, New York,
1935, p. 8. 7. Adapted from Converse, op. cit,, p. 8.
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of a very complex business and illustrate something of the nature
of the milk distribution problem.

A recent study of the Federal Trade Commission in the Chicago
sales area shows a rising trend in prices after 1917. During the
depression years after 1929 retail prices dropped considerably, as
did the prices paid to the farmers; but in the Chicago area this was
greatly aggravated by a local competitive situation. The data pre-
sented in Figure 6 should therefore be interpreted with caution.
They show that while the dealer’s spread in cents per quart de-
creased substantially in the depression, his share of the milk dollar
at first increased and then fell again during the early recovery
years.

This general tendency towatd rising distribution costs and de-
clining prices paid to farmers, is borne out by a report of costs in
the milk business in Milwaukee.® This revealed that beginning
with 1923, when the farmer received 58.1 cents of the consumer’s
milk dollar, his share shrank consistently down to 1934, when he
received 46.8 cents. During this same period the retail price of
‘milk declined from 10.5 cents to 9.5 cents but the distributor’s
gross margin increased from 4.4 cents to 5 cents.

What usually happens in this complex interrelation of pro-
ducer, distributor and consumer when retail milk prices rise or fall?
The Federal Trade Commission came to this conclusion:

A drop in prices charged consumers has usually been accompanied by a
reduction in prices paid by distributors to producers; similarly, an increase
in the price paid to producers has been followed immediately, in almost
every instance, by an increase in the prices charged to consumers, and, in
many instances, the latter increase has been greater than that allowed pro-
ducers. . . . Generally speaking, from the facts ascertained during this
investigation in 2 limited number of milksheds, while the full extent of
the decreases in prices paid to producers has not always been passed on to
the c the full of increases in prices paid to producers has
usually been added to the prices charged consumers.®

The handling of milk by large city distributors not only involves
distributive expenses such as teaming and hauling costs, freight

8. “Milk Parade,” Comsumers’ Guide, August 23, 1937, p. 21.
9. “"Summary Report on Conditions with Respect to the Sale and Dlsmbuuon of
Milk and Milk Products,” Pederal Trade Commission, January 5, 1937, p. 32.
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charges, delivery expense, and advertising and selling costs, but
also rather extensive processing. Delivery expense alone accounts
for a large part of what the consumer has to pay for a quart of
milk, as can be seen from Table 3. The table also shows how much
various expense items increased during a fifteen-year period end-
ing in 1931.

‘TABLE 3
BREAKDOWN OF SELLING PRICE OF GRADE B MiLx®

New York Distributors Sheffield Farms
1915-1916 Company—1931
CentsPer  Per Centof “CentsPer  PerCent of
Quart  Selling Price Quart  Selling Price
Selling price 9.000 100.0 14.260 100.0
Cost of milk 3.797 422 5.680 39.8
Distributor’s spread 5.203 57.8 8.580 60.2
Total operating costs 4.839 53.8 8.280 58.1
Delivery costs 2384 26.5 5.030 35.3
Other operating costs 2.455 273 3.250 228
Country charges 0.297 3.3 .o “es
‘Teaming and hauling  0.294 33
Pasteurization 0.370 4.1 .
Bottles and caps 0.241 2.7 .
Freight 0.934 104
Administrative expease  0.319 3.5 “es s
Profit 0.364 4.0 0.300 21
a, Report of the Joint Legislati i to Investigate the Milk Industry,

State of New York, April 10, 1935, p. 191

An increase of a little more than five cents a quart, or 58 per
cent, occurred in the retail selling price of milk over the period
shown in the table. Almost two cents of this increase is accounted
for by higher costs of raw milk to the distributor. The distributor’s
spread, or the total of his operating costs and profits, accounted
for a little more than three cents of the entire increase but the
profit per quart actually decreased during this period. Percentage
profits were only half as large in 1931 as they were fifteen years
before.

Delivery expenses, which doubled during the period, accounted
for most of the increase in the distributor’s costs and for more than
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half of the total increase in the price of milk to the consumer. In
1931 the consumer paid five cents 2 quart or more than a third of
the total price to have milk delivered at his door. Whether this
increase in delivery expense reflects wasteful methods, ot results
from such factors as the increased congestion of city life, smaller
units of daily purchase, greater requirements in delivery service or
higher wages to employees, cannot be known without further
study.

Delivery and Selling Complexities

Delivery and selling expenses vary widely. The Federal Trade
Commission found in their study of four large cities'® that out of
an average gross margin of 42 per cent, delivery costs comprised
about 26 per cent of net sales in Baltimore and Boston, 31 per cent
in Cincinnati, and 34 per cent in St. Louis. This item also varies
to 2 marked degree from distributor to distributor. The Commis-
sion’s study showed that average costs of seven milk distributors
in these same areas for delivering a quart bottle varied from as Jow
as 2,64 cents to as high as 4.78 cents. A large part of this vatiation
was found to be due to different methods of paying the route men,
which in wurn grew out of varying regulations of the route men's
unions.

An interesting compatison was made by the Commission be-
tween the costs of delivery of milk and cream in bulk, in quare
bottles, and in pint and half-pint sizes. It was found that delivery
in small bottles was relatively very expensive, since small pack-
ages involve as much time, effort, and expense as larger units. Ex-
pressed in terms of quarts, the cost of delivering milk products in
bulk was about 1.61 cents, in quart bottles 4.69 cents, in pint bot-
tles 7.12 cents, and in half-pint bottles 13.66 cents per quart.!*

Consumers must bear part at least of the responsibility for the
high cost of delivery, since they demand doorstep delivery and
other special services. In a Milwaukee study, it was found that 78
per cent of the families had their milk delivered regularly while

10. “Distribution and Sale of Milk and Milk Products, Boston, Baltimore, Cincin-

pa, St. Louis,” Federal Trade Commission, June 1936, p. 9.
11. 1bid,, pp. 172, 173,



PRrICE SPREADS IN DISTRIBUTION 39

only 12 per cent invariably bought it at the neighborhood store.?
Delivery through retail stores may save one cent a quart, or pos-
sibly more, in handling expenses as compared with home delivery,
but in many cities consumers who buy milk at stores and deliver it
themselves are still taxed for the cost of a delivery service they do
not get.

An even cheaper method of distribution has been tried out in
New York City to meet the needs of the city’s poorer population.
Delivery was made direct to consumers from a dealer’s wholesale
truck within a two-hour period each morning. Sales were for cash
and bottles had to be returned or a deposit forfeited. While the
actual expense of this method has not been reported, dealers were
eager for a chance to sell this milk for eight cents a quart when
regular retail delivered price was thirteen cents and the store price,
twelve cents.

Home delivery is further complicated and made more expensive
by the duplication of territory by various milk companies in every
city. In a study of 1,020 city blocks in Milwaukee in 1934 it was
found that in every block but one, at least two companies made
deliveries. In 800 of these blocks, five milk companies went in and
out during the day; in 147 blocks, seven companies competed with
cach other; in one block seventeen companies made deliveries;
while two apartment houses were found in which nine different
companies delivered milk daily.”® This duplication also extends
back to the hauling process, where competition causes similar
wastes in collecting milk from the farmers. -

€. CANDY

One of the large manufacturers of candy bars has furnished con-
fidendial information on costs and price spreads for his product in
1936. These products are usually sold by the producers through
wholesalers to independent retailers or directly to chain stores and
other large retail distributors.

The direct factory cost (exclusive of the manufacturer’s adminis-

12, “Consumer Analysis of the Greater Milwaukee Market,” compiled by T'he

Milwaskes Jowrndl, 1937, p. 13,
13. “Milk Parade,” Comsamers’ Guide, August 23, 1937, p. 12.
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trative and selling expense) of producing the standard unit of
twenty-four five-cent bars was reported as approximately 49 cents.
This unit is quoted to the wholesaler at a nominal price of 64
cents, with discounts and freight allowances which reduce the
average price to about 61 cents. Chain stores are quoted at the
same price but are often successful in getting extra allowances
which bring the net price down to 60 cents.

Wholesalers have no standard or usual resale price. Some of
them sell these products to retailers in westetn markets for as low
as 64 cents—the quoted manufacturer’s selling price—making
their own profit on other items. From this level, the wholesaler's
price to the retailer ranges upward to as high as 78 cents, depend-
ing upon competitive conditions in various territories. Independent
retailers sell these products to the consumer at five cents, or $1.20
for the unit of twenty-four bars. In this case the price spread,
covering the selling and administrative expense and profits of the
manufacturer and wholesaling and retailing costs, amouats to 71
cents, or 59 per cent of the price paid by the consumer and 145
‘per cent of the factory cost.

Many chain store organizations, however, having bought at even
less than the wholesaler, sell the standard fivecent bass at three
for a dime, or 80 cents for the twenty-four bar unit. The price
spread between the factory cost of 49 cents and the retail price in
this case is only 31 cents, which means that only 39 per cent of the
consumer’s dollar goes for marketing.

Clearly conditions vary so widely in this industry that no definite
conclusions can be drawn. Competition is so acute and the manu-
facturers and wholesalers know so little about their costs that total
costs of production and distribution often may not be covered
entirely by prices charged.

3. APPAREL

Although the clothing industries embrace 2 multitude of differ-
ent products varying widely in price and quality, certain pervasive
characteristics help to explain pricing policies, price spreads, and
marketing methods. Most of these articles are style goods of a sea-
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sonal character, which necessitates flexibility in the industry and
' often involves substantial price spreads. Much, but not all, apparel
manufacrure is carried on by relatively small enterprises whose
activities are largely limited to production and do not include the
elaborate marketing methods involved in national advertising of
trademarked goods. Many products such as shoes and hats, how-
ever, are commonly sold under national brands.

Clothing is generally sold by the producer direcily to many
kinds of retail outlets most of which, like general merchandise and
department stores, also handle a wide variety of other products.
In other words the business is marked by a spedialization and limi-
tation of function at the producing end and by exactly opposite
conditions at the retail end. '

a. HATS

Examples of wide variations in cost-price spreads in the distri-
bution of a typical article of clothing may be seen in the prices of
men's and women's hats. In comparison with some other kinds of
clothing the price spreads of hats are relatively moderate in spite
of the fact that rapid style changes, particularly in millinery, are
accompanied by losses from obsolescence and mark-downs.

By far the largest volume of both men's and women’s hats moves
directly from the manufacturer to the retailer. Table 4 is based
upon the 1936 experience of manufacturers who distribute in this
manner. It shows that one brand of men’s bat with a factory pro-
duction cost of $1.70 (including factory overhead but excluding
general administration and selling expense) was sold for $2.13 to
the retailer, who in turn sold it to the consumer at $3.50. The total
spread berween production cost and retail selling price, therefore,
was $1.80. In other words, about 51 per cent of the price paid by
the consumer went for distribution. In contrast with this low-
priced hat, 2 hat selling to the consumer at $10 cost the manu-
facturer about $3.74 to produce and was sold to the retailer for
$5.75. In this case $6.26 of the consumer’s $10, or nearly 63 per
cent, went for distribution; and $4.25, ot 43 pet cent, was paid for
the retailer’s expenses and profits.

The retail selling prices represent regularly maintained prices
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for the two brands of hats and are comparable. Why the low-
priced hat should carry a total distribution cost of 51 per cent,
while the higher-priced hat bears a total charge of 63 per cent of
fina] cost to the consumer, needs explanation. It may be that the
consumer pays too much for the quality product and too little for
the cheaper article.

TABLE 4
CosTs AND PRICE SPREADS OF MEN'S AND WOMEN's HATs, 19368
Spread Between Factory
Manufac- Manu- Cost and Retail Price
turer's  facrurer’s Reuailer’s Per
Factory Selling Price Selling Per Cent  of Retail
Article Cost  toRetailer  Price Amount  of Cost  Price
Man's hat $1.70 $2.13 $ 3.50 $1.80 105.9 51.4
Man’s hat 3.74 5.75 10.00 6.26 167.4 62.6
‘Woman's hat 1.71 2.63 5.00 3.29 1924 65.8
‘Woman's bat 206 275 5.00 2.94 142.7 38.8
Woman's hat 225 3.00 5.00 2.75 122.2 55.0
‘Woman's hat 3.58 5.50 10.00 6.42 179.3 64.2

’ L The figures for mnqufnhct‘urer's n;nd retailer’s selling prices were furnished con-
t

The manufacturer of the $10 hat advertises extensively and has
built up a reputation over many years for making a consistently
dependable high-quality product. Thus, in addition to the guaran-
tee of obtaining good materials and workmanship, the purchaser
of this hat has to pay for the psychological satisfaction which wear-
ing a universally recognized high-quality product is supposed to
carry with it. The manufacturer must pay to establish and maintain
this universal recognition, and of course the cost is passed on to the
consumer.

Higher Mark-up for Quality Goods

The higher percentage matk-up on the quality product is due to
the fact that the turnover on this class of merchandise is smaller,
and as a consequence, the selling expense is greater. There are
many mote buyers for a $3.50 hat than for the $10 one. Expenses
chargeable to service and returned goods are also greater for
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higher-priced products than for lower-priced goods.

If the manufacturer’s production costs furnish an accurate meas-
ure, the high-priced hat is inherently worth only about $2.00 more
than the low-priced bat; yet the consumer must pay $6.50 more
for it. This raises a serious question as to whether conventional
pricing policies for similar products of different quality are always
sound, either from the standpoint of the businessman or the con-
sumer. It is possible that they result in a vicious circle in which
high mark-ups and high prices are responsible for a small volume
of sales and slow turnover on quality products, which in turn make
for higher unit costs of distribution and thereby necessitate higher

rices.

d If it costs only $1.80 to market a hat costing $1.70 to produce,
there is little reason to believe that it should cost $6.26, or nearly
three and 2 half times as much to distribute a hat costing $3.74 to
produce. If actual distribution costs could be ascertained and prop-
erly allocated between the two, it might be argued that the mark-
up and retail price should be higher on the low-priced product,
and lower on the high-priced one. It must be remembered that it
is the cost of potential distribution rather than current distribution
which must be considered. If it is possible so to reduce prices as to
double sales, the cost of production and distribution per item may
be so reduced that the lower prices may result in more profits to
producer and distributor as well as in savings to the consumer.

Even within the same price class, surprising differences in price
spreads sometimes occur. Three manufacturers of women's hats
retailing at a price of §35 reported production costs ranging from
$1.71 to $2.25. Thus 66 per cent of the consumer’s dollar, in the
first instance, and only 55 per cent, in the second instance, was
paid for distribution. Such cost differentials, which are not uncom-
mon in style merchandise, may reflect either actual differences in
production or distribution costs, differences in quality, or differ-
ences in profit margins.

-b. WOMEN’S DRESSES

Most manufacturers of women’s dresses are small concerns
which do not produce natiopally advertised merchandise under
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their own name, but sell direct to the retail trade, in many cases
under the retailer’s label. The manufacturer’s selling expenses are
therefore not a large part of the final price. Although cost account-
ing is not well developed in this industry, the typical dress manu-
facrurer, following 2 rule-of-thumb method, breaks down his sales
dollar into three equal parts. One-third covers the cost of mate-
rials and trimming, another third, labor costs, and the remainder
. provides factory overhead, administration, and selling expenses
and profits.

This distribution of costs must be considered as an average,
however. The manufacturer’s price to the retailer on a specific
article of merchandise, and the latter’s price to the consumer, often
do not accurately reflece differences in costs because of the practice
of adhering to a relatively few standardized retail price levels.
One dress may cost more to make than another and yet sell at the
same retail price. This is especially true of highly-styled merchan-
dise but also holds to a degree even in the mass market.

TABLE 5
CosTs AND PRICE SPREADS OF WOMEN’S DRESSES, 19364
Manu-  Manu- read Between Material and
facrurer’s facrurer's hbor Cost and Renail Price
Material  Selling Retailer's Per Cent
and Labor Priceto  Selling Per Cent of Retail
Article Cost Retailer Price Amount  of Cost  Price
Cotton dress $ 9 $ 137 $ 195 $ 1.04 1143 53.3
Cotton dress 1.25 1.88 2.95 1.70 136.0 57.6
Silk or wool dress 717 10.75 19.75 12.58 175.4 63.7
Silk or wool dress 8.50 12.75 22.75 14.25 167.6 62.6

Silk or wool dress 11.17 16.75 29.75 18.58 166.3 2.5
Silk or wool dress 12.50 18.75 39.50 27.00 2160 68.4

a. The figures for menufacturer's and retailer’s prices were furnished by three
representative manufacturers and in each case are fairly typi

In general the higher the retail price of the dress, the larger is
the margin of the retailer, both in percentage of cost and in actual
price spread. The larger mark-up on more expensive dresses is due
to their smaller turnover and particularly to heavy end-of-the-
season mark-downs because of style obsolescence. No detailed in-
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formation on actual production costs for specific products was sub-
mitted by manufacturers for this study; but there was substantial
agreement that, irrespective of grades and qualities, materials and
labor usually account for two-thirds of what the manufacturer se-
ceives for his merchandise. The second column of Table 5, which
is based on this estimate is therefore not strictly comparable with
the manufacrurer’s production cost as shown in other tables of this
chapter.

C. LEATHER SHOES

The manufacture of standard popular-priced leather shoes pre-
sents sharp contrasts with other kinds of apparel. These products,
especially men’s shoes, are not as subject to seasonal influences
and abrupt style changes as are most other clothes. Their produc-
tion is carried on in large and highly mechanized establishments.
Nearly all of the standard machinery used in the industty is owned
by the United Shoe Machinery Corporation and leased rather than
sold to the manufacturers. Consequently, metheds of manufacture
are highly standardized and there is comparatively little variation
in production costs from one factoty to another.

Most of the industry’s production is put out under the manufac-
turer’s brand, more than half of the total production going direct
to retailers without the intervention of any intermediary. Specialty
stores dominate the retail shoe business and in some cases manu-
facturers operate their own retail outlets. Confidential figures for
1936, obrained from certain representative manufacturers and
shown in Table 6, furnish an accurate measure of price spreads
for the popular-priced grades of men’s and women’s shoes. Spreads
—particularly the margins of the manufacturer and wholesaler—
are surprisingly small in comparison with other articles of apparel.
This may be due to the highly competitive nature of the industry;
in part at least to the fact that competitors all use much the same
machinery on much the same terms and are left with a relatively
narrow field in which to demonstrate their competitive excellence.
Larger price spreads for women’s shoes seem to be due to the im-
portance of novelties and frequency of style changes and to the
fact that larger inventories have to be carried.
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TABLE 6
Costs AND PRICE SPREADS OF LEATHER SHOES, 1936

Spread Between Production
Manu-  Manu- Cost and Retail Price
fac- fac- —m
turer's  turer's  Jobber's Per
Pro-  Selling Selling Retailer's Per Centof
duction  Price Priceto  Selling Cent  Retail
Article Cost  to Jobber Remiler Prioe Amount of Cost Price

Men's

Work shoe $1.23 $1.28 $1 $1.98 $.75 61.0 37.9
219

.50

“Bveryday'” shoe 1.33 1.38 1.60 86 64.7 393
Side leather-calf

n}) shoe 1.73 1.80 2.10 3.00 127 73.4 42.3
Calf-skin shoe  2.08 2.16 2.60 4.00 192 923 480

Women's

Low-priced 1.12 119 1.27 1.98 86 76.7 43.4
Medium-priced  1.35 1.57 1.62 245 110 8.5 450
Moderace-priced 2.35 a 2.92 5.00 265 1128 53.0

a. This f 's products are distributed direct to retailer at $2.92 a pair.

d. RUBBER FOOTWEAR

The manufacture and distribution of rubber foorwear is of
- course an entirely different industry from the leather-shoe business.
These products are made chiefly by companies which produce a
great variety of rubber goods. They are distributed through numer-
ous channels, sold in many types of retail outlets and show little
uniformity in prices and price spreads. A confidential report from
one of the leading manufacrurers on costs in 1938 shows the diver-
sity of conditions in the industry and the difficulty of presenting
an accurate and representative picture.

One of the typical items sold by this company is a men’s short
rubber work-boot produced art a factory cost of $1.25 a pair. The
manufacturer’s selling price to the jobber is $1.45. Jobbers resell
this item to the majority of their retailer customers at $1.70 a pair
who sell it to the consumer for $2.29. Thus the spread betweea the
factory cost and the retail price of these boots amounts to $1.04
or 45 per cent of what the consumer pays.

4. OTHER PRODUCTS

Distribution costs and profits and price spreads vary so widely
among products of different nature, quality and value that it is
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dangerous to draw general conclusions from specific examples.
Most of the varied products discussed below, however, are gen-
erally typical of a considerable group of commodities of similar
nature.

‘a. CIGARETTES

Cigarettes are a standardized product illustrative of lower dis-
teibution costs than many other articles of popular consumption.
Tobacco distribution, like an houtglass, begins with the raw mate-
rial, which originates on a vast number of small farms, passes
through the hands of a much smaller number of tobacco middle-
men, and after manufacture by 2 very small group of large-scale
producers, spreads out again to wholesalers, to retailers and finally,
to millions of consumers.

A breakdown of costs for popular brands of cigarettes in 1937
is shown in Table 7. The total expense chargeable to distribution
is relatively low—not more than 28 per cent of the retail price.
Less than four cents of the average price of fourteen cents a pack-
age is distribution cost—less than one cent representing the manu-
facturer’s entire selling, advertising, and distributing expense. Con-
trary to popular ideas, advertising costs are responsible for only a
small part of the consumer’s price—amounting to less than half
a cent a package.

Both the retailer’s and jobber’s margins are low, and contrary
to the usual relation, almost equal. Each amounts to about one and
a half cents or roughly to little more than 10 per cent of the sell-
ing price. Inasmuch as general operating expenses of tobacco re-
tailers are more than 10 per cent of sales, their cigarette profits, if
any, must be obtained from rapid turnover.

The largest single item in the price of a package of cigarettes is
the federal excise tax of six cents, which is paid by the manufac-
turer. About $500 million or neatly a tenth of the federal revenue
comes from tobacco taxes, and cigarettes furnish the lion’s share.
In addition, twenty-five states impose taxes on cigatettes and to-
bacco yielding slightly more than $50 million.™

14, Pacing the Tax Problem, The Twentieth Century Fund, New York, 1937,
p. 20,
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TABLE 7

CosTs AND PRICE SPREADS FOR POPULAR BRANDS OF CIGARETTES, 19379
(Estimared Per Pack of Twenty and Per Thousand)

Pet Cent of
1,000 Pack of Consumer's
Cigarettes Twenty Dollar
(In Dollars)  (In Cents)
Mnnufncmrer s costs
1.00b 2.00 1430
Mmufaczu:mg (labor, package mate-
rials, etc.) 48 0.96 6.85
Sellmg, genen.l and administrativec
Advertising 24 0.48 3.42
Other 21 0.42 3.00
Total manufacturer's cost 1.93 3.86 27.57
Income taxes 08 0.16 1.14
Manufacturers profit 50 1.00 7.15
Federal tax 3.00 6.00 42.85
Price to jobber 5.51 11.02 78.71
Jobber's margind 74 148 10.57
Price 1o retailer 6.25 12.50 89.28
Retiler’s margine TS5 1.50 10.72
"Price to consumer 7.00 1400  °  100.00
a. Based upon en analysis of bmirred by f to the S.E.C,

md of wx reports, and usual trade discounts,

b. According to a memorandum presented at a hearing on Revenue Revision—
House Ways and Means Committee, 1934, this figure was 90 cents; prices have
since risen and amounted to an average of about $1 00 in 1937.

c. Total selling, general, and admlmsu'nuve expense for 1,000 cigarettes in 1934
was reported as 55 cents (:bd) Private estimate for 1936 was 52 cents, of which
approximately 27.5 cents was d by ng exp (bls«i upon fe-
po advertising expenses for four leading prod ing in the A
July 25, 1937) The reported advertising expenses covered | products other than ciga-

groducts were relatively unimportant in both sales and expenses. This
lmer fmor is offset to some extent by the fact that the reported advertising expenses
did not include expenses for radio talent, endo:semems. copy, etc., an bxllboard
advertising expenditures, most of which
rette ldvemsmg The figures for “adverusing” and “other selling, gencn! lnd ad-
gnmsuluve expense for 1937 in this table were estimated on the basis of 1936

d On the basis of the usual 10 per cent di from price of
$6.25 to the retailer and on the assumption that the 1obber uka ldvmuge of a2 2
per cent cash discount.

19; Assuming that the rewiler sold at 14 cents per pack, the prevailing price in
7.

Excluding this item of taxes from the manufacturer’s selling
price to the jobber, it would seem that the manufacturets, at the
neck of the hourglass, make average profits of about 20 per cent.
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In fact, their profit is probably as great as their manufacturing cost
—averaging about one cent on a package.

b. RYE WHISKEY

Whiskey is an example of a commedity which costs the manu-
factarer lirtle to produce compared with the price the consumer
must pay. Large distribution costs are augmented by heavy state
and federal taxes.

Figures submitted in confidence by an important manufacturer
of rye whiskey for 1936 show that the consumer paid $2.40 for a
quart of one-year-old whiskey, which cost only 30 cents to pro-
duce. The distiller sold this product to the wholesaler for 61 cents,
a price which covered his profit, selling, advertising, and storage
costs, the importanr item of evaporation losses and general ad-
ministrative overhead.

At this point taxes amounting to $1 a quart were added to the
cost of the whiskey, making the value $1.61. The wholesaler sold
to the retailer at an advance of 10 cents, or for $1.71 a quart.
Selling at-retail for $2.40, the retailer’s mark-up was 69 cents, ot
more than the total amount received by the manufacturer.

Taxes are obviously the largest element in the price the con-
sumer pays for liquor, particularly in the case of low-priced goods.
The amount of the tax also plays an important pat in the retailer’s
mark-up. Since the tax has already become a part of the price be-
fore the product reaches him, he follows the usual practice of
applying a normal percentage mark-up for his cost. If the $1 tax
on a quart of whiskey were collected as a separate payment from
the consumer at the time of purchase, it seems doubtful whether
the retailer would be able to charge a mark-up of 69 cents, or
nearly 100 per cent of the cost to him exclusive of tax. Certainly
the retail stage in the distribution of liquor involves few of the
sources of loss and heavy expense inherent in certain other types
of retailing which operate with much smaller mark-ups.

C. MEDICINALS

The shifting patterns of distribution are nowhere more evident
than in the evolution of the apothecary’s shop of a generation ago
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into the drugstore of today, which has become more and more a
minfature department store selling thousands of articles of general
merchandise. Even the drug business has changed radically in
character. Packaged medicinals have lost some of their disrepute
and many standard remedies are now manufactured by reputable
pharmaceutical houses and often sold on doctors’ prescriptions.
The drugstore today cacries from 2,500 to 3,000 distinct prod-
ucts, or as many as 8,000 ot 10,000 items, most of them small low-
priced articles. Like other kinds of retail business invaded by
chains, the typical drugstore operates a cash-and-carry business
with rapid stock turnover. An average gross profit of 40 per cent
of the retail price, or a mark-up of 67 pet cent over cost, is re-
garded as enough to pay normal operating expenses and yield a
good profit. Thus the retailer may sell for ten cents a tube of tooth-
paste costing him about six cents. Actual mark-ups on specific prod-
ucts vary widely and sometimes surprisingly, however. This is
particularly true of nationally advertised cosmetics and pharma-
ceuticals as compared with similar unadvertised products.
" For example a standard headache remedy of simple chemical
composition, which the promotional effort of the manufacturer has
made a household word throughout the United States, is normally
sold in retail drugstores at a price of 59 cents for a bottle of a
hundred tablets. For this the wholesaler’s net price to the retailer
is just under 37 cents, so that the retail mark-up is about 60 per
cent. With a mark-up of 16 per cent, the wholesaler pays the
manufacturer 32 cents for the same product. Since the manufac-
turer’s expenses consist largely of advertising and promotion,
actual factory production costs are probably considerably less than
balf the price he charges the wholesaler. In this case, therefore, a
very large share—pethaps three-fourths or more of the amount
paid by the retail customer—goes for costs and profits in the vari-
ous stages of disttibution,

Unadyertised Goods Cost Less

The retailer can buy another product, not pationally advertised,
but identical in appearance and composition and just as effective a
remedy, from an obscure producer for a price of 11 cents for a
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bottle of a hundred tablets. This article may be sold at retail for
39 cents or sometimes for as little as 23 cents. At either price there
is a substantial saving to the consumer over what he would have
to pay for the advertised brand in spite of the fact that the re-
tailer’s mark-up is much larger than for the adverdsed product.

Another example is an alkaline semedy, which is nationally ad-
vertised and intensively promoted among the medical profession
and is frequently prescribed by physicians to their patients. The
consumer pays 79 cents for 2 four-ounce bottle, which costs the
retail druggist about 50 cents if he buys it direct from the manu-
facturer, and 60 cents from a wholesaler. The total price spread is
29 cents or 58 per cent of the manufacturer’s price. Since the manu-
facturer probably spends much more for advertising and promo-
tion than for production, distribution undoubtedly absorbs two-
thirds or more of the consumer’s dollar.

A chemically identical, but unadvertised, competing product
made by an old and reputable pharmaceutical manufacturer is sold
direct to the retail druggist at a price of 38 cents for an eight-ounce
bottle. This the latter ordinarily sells to the consumer for 89 cents,
representing a price spread of 51 cents or a2 mark-up over the
manufacturer’s price of 134 per cent. Here again, in spite of the
fact that the percentage of price spread and gross profit to the
retailer is much greater than for the advertised product, the con-
sumer makes a large saving in buying the unadvertised one. For
eight ounces of the advertised product the consumer would have
to pay $1.58, of which the retailer would retain about 58 ceats,
whereas he pays only 89 cents for the unadvertised product on
which the retailer’s gross profit is 51 cents.

d. BLECTRIC REFRIGERATORS

Unlike other products discussed in this chapter, electric refrig-
erators, like oil burners, radios, and automobiles, have a high unit
value. The purchase of such products is a considerable investment
for the average consumer and their sale usually involves protracted
negotiations and demonstrations, installation and service charges,
and frequently instalment financing.

Most of the mechanical refrigerators in the retail market are



52 Dogs DistriBuTioN Cost Too MUcH?

manufactured by a few large and well known companies and are
distributed through wholesale channels to department stotes, elec-
trical specialty shops, mail-order houses, stores operated by public
utilities and to a few other types of retail outlets. They are usually
extensively advertised and sold under the manufacturer’s trade
mark.

Although derailed figures for a specific refrigerator were not
available, confidential information on petcentages of average mar-
gins and mark-ups were obtained. Applying these percentages to
the average retail price in 1935 gives a fairly typical picrure.

The average price paid by the retail customer for domestic elec-
tric refrigerators in 1935, according to reports of the National
Electrical Manufacturer's Association, was $156. The manufac-
turer’s cost was estimated at about §58, so that the total spread
between production cost and the retail price was $98. About $12
was retained by the manufacrurer, $16 was the wholesaler’s
margin, and $70 represented the costs and profits of the retail
dealer. In other words the consumer paid as much to the retailer
for selling the refrigerator as to the manufacturer for making it.

€. AUTOMOBILE TIRES

Automobile tires are an appreciable item in the family budger
of most of the nearly twenty million American families owning
automobiles. Tires on new cars, it is true, do not constitute a very
important part of the cost of the automobile, but in normal years
three or four times as many tires are sold for replacement purposes
to automobile users through retail dealers.

The tire industry has long been concentrated in the hands of
relatively few large corporations which sell tires for new cars di-
rectly to the automobile producers. Distribution of tires to the re-
Pplacement market has changed rapidly in recent years, and today
tires are sold to consumers through a large variety of retail chan-
nels. Ten years ago independent dealers—specialty tire shops,
garages, hardware stores, and general merchants—handled nine
out of every ten tires sold at retail. Today the independents have
lost a large share of their business to large-scale retail organiza-
tions such as mail-order houses, chain stores, oil company filling
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stations, and tire manufacturers’ retail stores. The latter organiza-
tions now account for half the retail business.

Invasion of the retail field by these mass-selling organizations
resulted from the vast expansion of the market occurring in the
twenties, and also because the price and distribucion policies of
several of the largest manufacturers favored the large retail buyers.
Today the independent wholesaler has been almost eliminated,
and 90 per cent® of the output is sold by manufacturers directly
to retailers or through manufacturer-owned outlets directly to the
public.

More Tire for Less Money

As a result of these shifts in distribution, and because of intense
competition between large producers and powerful retail buying
organizations, as well as lower raw material costs and improved
manufacturing methods, the retail customer today gets a much
better tire for much less money than be did 2 decade or more ago.
A recent study® compares costs for a best quality tire for light
cars in 1926 and 1938. The smaller 1926 tire cost the consumer
$23.95, with an average mileage of 14,200 or $.00169 per mile,
while the heavier 1938 tire cost $19.35, with an-average mileage of
26,500, or $.00073 per mile. On the basis of 1926 values, the 1938
tire represented $44.78 worth of mileage, or $25.43 more than it
cost. Also, no consideration was given to the value of increased
comfort and safety which were built into the 1938 tire.

Table 8 shows the cost and price changes occurring between
1921 and 1933. Marketing costs declined substantially, but not as
much as the retail price, and far less than factory costs, which in
1933 were at a little more than a fifth of the 1921 level. In spite
of the great decline in prices and costs, therefore, slightly over 50
per cent of the consumer’s dollar went for marketing costs in 1933
as compared with only 40 per cent twelve years before. This dif-
ference in trends is no indication that marketing is less efficient
than it was in earlier years. In fact the contrary is probably true,

15. Census of Business: 1935, Distribution of Manxf ' Sales, p. 123.

16. P. W. Litchfield, Notes on America's Rubber Industry, No, 8, The Goodyear
Tire and Rubber Co,, September 1, 1938,
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since the physical task of selling a tire has not been lessened by the
reduction in its price.
TABLE 8
AVERAGE PRICES AND CosTs OF AUTOMOBILE TIRES, 1921 AND 1933¢

1921 1933

’ PerGemt Per Cent

of Reil - of Retail
Amount Price Amount Price
Cost at factory $22.50 58.6 $ 487 464
Raw matetial cost 7.93 20.7 227 21.6
Cost of manufacrure 14.57 379 2.60 248
Marketing cost 15.90 41.4 5.63 53.6
Retail price 38.40 100.0 10.50 100.0

a. Derived from table by W. W. Leigh, in “Wholesaling of Automobile Tires,”
Tbe Journal of Marketing, Octobes 1936@1” 95. o8

The extent of price spreads for tires varies also according to the
channel of distribution.”? Goodyear Allweather tires sold through
the usual wholesale distributors to retailers at $8.40 in 1930 bore
a total distribution cost of $3.44, or 41 per cent of the retail price.
The intermediary distribution functions accounted for 16 per cent,
and retail operating expenses were 25 per ceat of the retail price.
Sears, Roebuck’s Allstate tire, 2 comparable product and sold
through Sears, Roebuck’s retail stores for $6.47, entailed a total
diseribution cost of $2.07, or 30.2 per cent of the retail price. The
difference in distribution costs accounted for most of the differen-
tial of $1.93, or 23 per cent, in the prices of the two tires. Similar
tires were sold by Sears, Rocbuck’s mail-order division at $6.17,
with a distribution cost of $1.16, or 18 per cent of the retail price.

f. GASOLINE

In spite of the fact that gasoline is a well-standardized, imper-
ishable commodity, easily transported with relatively small loss
and usually handled in large quantities by simple mechanical
methods, there is a relatively large spread in price berween the
value at the refinery and the amount paid by the consumer. Al-

17. John F, Thomas, “Varying Functions in Distribution, Their Costs and Influ.
ence on Retail Prices,” The Journal of Marketing, July 1938, p. 53.
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though some variation in prices to retail customers exists because
of different transportation costs to various markets, the situation
in the New York market is typical of the several elements (other
than transportation costs) which make up the final price.

As shown in Table 9 the New York City consumer paid 17.5
cents per gallon for a standard grade of gasoline worth 5.5 cents
at the Gulf port. State and federal taxes, which together amounted
to almost as much as the cost of producing the crude petrolenm
and refining the gasoline, account for nearly one-third of the
amount paid by the customer.

TABLE 9
Costs AND PRICE SPREADS OF GASOLINE AT NEW YORK, 19368

Per Cent
of Con-
Cents per sumer’s
Gallon Dollar
Price at Gulf port 5.50 314
Transporeation to New York 50
‘Terminal charge 25
Special processing 25
Total differential to New York 1.00 57
Tank car price at New York 6.50
Margin to jobber 2.00 114
Tank wagon price at New York 8.50
Margin to retail dealer 4.00 229
Posted filling station price at New York 12.50 .
Tax 5.00 28.6
Price to rewil customer at filling station 17.50 100.0

a. Compiled from a confidential source.

After subtracting the amount of the taxes the twelve and a half
cent net price is still more than twice the refinery price, reflecting
transportation and distribution costs of seven cents. Of this sum,
the retailer’s margin of four cents and the jobber's of two cents,
nearly equaled the total cost of producing the gasoline, shipping it
by water from the Gulf port to New York harbor, and delivering
it in tank cars to the New York jobber. Furthermore even the one-
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cent margin berween the Gulf port price and the jobber’s cost in-
cluded a small charge for additional processing in New York.
Obviously the six-cent margin of the jobber and retailer, amount-
ing to nearly half the retail price, exclusive of taxes, offers the
largest area within which appreciable savings might reasonably be
expected. But individual companies feel powerless to cope with
the problem, although many leaders in the industry recognize the
possibility of reducing costs of wholesale and retail distribution.

Too Many Filling Stations

One source of high costs seems to be the excessive number of
retail filling stations and consequent low average volume of sales.
With the existing number of retail outlets the volume of business
per station is so small that 2 margin of four cents per gallon, or
nearly 50 per cent of the price to the retailer, is necessary to give
the filling station operator an adequate compensation. If the num-
ber of filling stations could be cut in half the retail customer would
still be adequately served, but the average volume per station
would be doubled and the unit cost of selling could be greatly
reduced. In this respect, of course, gasoline distribution is no dif-
ferent from many other lines of retail trade.

A reduction in the number of retail outlets would also lower
the operating expenses of the bulk-tank station or wholesaler,
whose margin is two cents a gallon. As the situation now stands
many of the small retailers are poor credit risks and are serviced
on a cash-on-delivery basis. Often they are unable to buy as much
as a hundred gallons, the minimum quantity which can be handled
economically from a tank-truck. Instead of emptying a full one
hundred gallon compartment by hose into the retailer’s tank, bulk
distributors have to supply these outlets by “bucketing,” five gal-
lons at a time. This operation is of course wasteful and time-con-
suming and increases the wholesalet’s cost.

A “Volume-Minded” Industry

In spite of these wasteful practices, the industry is so volume-
minded, and competition among refinets and wholesalers is so
keen, that no single company can attempt to correct the situation.
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If one company reduced the number of its stations withour agree-
ment on the part of others, competing concerns would buy up ot
supply the abandoned locations with the result that no change
would be effected,

Entirely aside from this problem, there are other opportunities
for economies in wholesale operations. A number of oil companies
located their bulk-tank stations in the days of kerosene and horse-
drawn tank wagons so as to setve a territory within a radius of five
to ten miles. Now that large automobile tank-trucks are available
to serve a radius of twenty-five to fifty miles, depending upon the
density of outlets, it would be possible to effect substantial savings
by discontinuing many of the existing stations. This has often been
considered but has not been carried out because of the probable
resentment at such action on the part of the local population.
These bulk distributing stations, particularly in the South, are fre-
quently an important source of employment and income in the
small communities, and abandonment of a station by one com-
Ppany might easily lead to a local boycott against that company’s
products.



Chapter 3

THE FLOW OF GOODS THROUGH
DISTRIBUTION CHANNELS

ALTHOUGH THE primitive market dealt in many of the necessities
of life, it was not the place to which most people went to obtain
those necessities. People generally still lived on farms or in small
isolaced villages. The family was generally a self-supporting unit
supplying most of its own needs from its own labor. Only the suz-
pluses were sold to traders or bartered in the market place. In
modern America, however, as an almost universal rule, we go to
the market place for almost everything we need; whereas, in our
capacity as producers, we produce nothing but surplus. If we are
‘engaged in the texdile industry, for instance, either as employers
or employees, it is not for the purpose of supplying ourselves with
cloth, Individually we might be able to turn our hands to a number
of things, but there is only one thing we can do with a textile mill,
and that is to make textiles for the market.

The ancient market place, therefore, has grown into a vast and
complex system of modern distribution. Without it, we could not
enjoy the advantages of mass production, for every one of the
specialized products of modern industry must be sold and resold,
sometimes many times, in raw, unfinished, or finished form, before
it finally reaches the ultimate consumer. Since this study aims to
measure and appraise methods and costs of distributing goods in
the United States, it is important first to show the size of the task
of commodity distribution as a whole and the diversity of channels
through which goods move from their primary sources through
processing and fabrication to their final destination.

At one end goods enter the economic system in the form of the
crude products of agticulture, mining, forestry, and fishing, or as
imports from abroad. Distribution begins as soon as these com-
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modities leave the farms, mines, and forests, or the ports of entry,
and continues at every stage of their movement through the system
which finally delivers them in finished form and at the desired
time and place to the millions of consumers and conseming inst-
tutions in the United States. Some of these primary products move
directly from their source to the consumers, but this is exceptional.
Ordinarily even fresh foodstuffs, coal, imported articles, and other
products ready for consumption move first through the hands of
intermediary or wholesale dealers and retail stores before they
reach consumers. Raw materials destined for manufacture may
move direct from primary sources to the factories, but here too the
services of intermediary dealers are usually required.

Similar complexity and diversity characterize the distribution of
semi-finished and finished manufactured products. Semi-finished
manufactures may be sold and delivered directly from one factory
to another or may go through wholesale channels. Factory-made
goods in finished form may be sold and delivered directly to con-
sumers or consuming institutions, or directly to retail stores; but
the great bulk of such products enters wholesale channels where
further sales and resales 'may take place before it goes through
retail channels to consumers, Qbviously distribution is far from
being the straight-line transfer from farmer to manufacturer to
wholesaler to retailer to consumer which it is sometimes con-
sidered to be. True, a large part of the distributive task is of this
sort. But the work of the middleman in distributing raw materials
and semi-finished products commences long before manufacturing
begins and reappears repeatedly between various processing, fabri-
cation and assembly operations performed in different factories.

1. MEASURING THE FLow OF COMMODITIES

The diversity of distributive channels in the vast system whereby
goods are sold and exchanged in the United States is pictured in
“The Flow of Goods™ Chare (in the pocket of the back cover),
which shows the movement of commodities from their origin as
raw materials to their destination as finished products, and meas-
ures their increasing values ar various stages throughout the entire
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process. The dollar value of the goods produced or disttibuted by

,each industry or branch of trade (e.g., agriculture, manufacturing,
retail trade, etc.) is measured by the heights of the various colored
rectangles, while the volume and direction of their distribution is
shown by the colored bands of varying widths moving out to the
right from each rectangle. In the same way the bands moving into
each rectangle from the left show the source and value of goods
putchased by each branch of industry. The bands describing an arc
from the right side of each rectangle to the left of the same rec-
tangle show the re-circulation, or movement of goods to organiza-
tions within the same industry or, as in the case of agriculture or
mining, the use of products at the source. The criss-crossing of the
bands and the opposite directions of the arrows on the Chatt illus-
trate the diversity in the movement of goods and in the channels
of distribution.

The Chart, it should be emphasized, measures only the flow of
movable tangible commodities from the point of origin to the point
of final sale as commodities, and not the total volume of trade as
the term is ordinarily used. The latter would include in addition to
commodity production and distribution a large volume of transac-
tions in real estate and construction, securities, insurance and
finance, electric power and light, the amusement business and
other commercial, professional and personal services—indeed the
entire range of economic activity involving the purchase a.nd sale
of services as well as goods.

The Chare—as well as Table 10 which gives the estimates and
figures—is based on the year 1929, when a larger volume of goods
was produced and distributed in the United States than in any
other year before or since. More complete data were available for
that year than for any subsequent year because of the unusually
complete coverage of the decennial Census. Census figures were
supplemented by other official and unofficial statistics, and in some
instances estimates had to be resorted to.

In spite of minor omissions and possible errors it is believed that
the Chart gives a reasonably authentic picture of the movement of
goods in a year when our system of production and distribution
was operating closer to capacity than at any time since. Although
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the total dollar volume of transactions in more recent years has
been at lower levels, the relationships between the different
branches of trade and production and berween the volume of
goods flowing through different channels probably remain ap-
proximately as picrured.

a. SALES FROM PRIMARY SOURCES

The value of goods entering the system, as shown in Table 10
and by the rectangles at the left side of the Chart, amounted to less
than $22 billion, of which agriculture accounted for more than.
half and the extractive industries for more than half the remainder.
These goods followed varied routes. Nearly two-thirds of the
$12.4 billion worth of farmstuffs was sold to intermediary dealers
for further distribution. Most of the remainder, in nearly equal
shares, went to consumers ready for consumption, to manufactur-
ing industries for canning and processing, and to agriculture, being
retained on farms where it was produced or sold to other farms.

Extractive industries sold about 60 per cent of their $4.9 billion
output to manufacturers, and about the same proportion of the
$4.4 billion total of imports apparently consisted of raw and semi-
finished materials bought directly by the manufacturing industries.
Most of the remaining imports went to intermediary dealers for
further distribution, About $1 billion of the output of extractive
industries also went through the hands of intermediaries, but ap-
preciable quantities, chiefly coal, were sold directly to retailers,
consumers, utilities, and consuming institutions.

It will be noticed that each connecting band carries two ﬁgures,
one at the place where it leaves the branch of production or dis-
tribution and the second where it enters the subsequent stage in
the process. The difference between the two is the estimated
amount added to the selling value by transportation charges. The
bands therefore show both the volume and the direction of the
flow of goods moved by the various agencies of transportation.

b. SALES GF MANUFACTURING INDUSTRIES

Goods sold by manufacturers alone amounted to $69.6 billion,
or more than three times the total value of goods from primary
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TABLE 10

ESTIMATED SALES AND PURCHASES OF GOODS BY VARIOUS BRANCHES OF INDUSTRY AND TRADE

(In Millions of Dollars)
Sales Value of Goods Sold by Following Branches
’ Manu.  Inter- " Trans-  Amounts
. Extractive Import facturing mediacy  Rerail portation  Paid by
Branches Buying Goods Agticulture Industries Trade Industries Trade Trade Total Charges  Buyers
Prii and iptermediary buyers
‘Agricaltuze nhad 1,5248 b s b 468 3,303 5,295 ... 5,295
Extractive industries ™" 188 ves 345 640 b 1,173 56 1,229
Manufacturing industries 1,628 3,000 2,649 20,786 16,369 380 44,812 2,378 47,190
Intermediary trade 7,665 1,001 1,650 31,815 15,927 450 58,508 3,701 62,209
Retail wrade 392 321 100 6,364 27,434 707 35,318 1,726 37,044
Total 11,209 4,510 4,399 59,310 60,838 4,840 145,106 7.861 152,967
Tenmn:l hnyen
1,200 30 ven 2,099 690 44,404 48,423 259 48,682
huumuond buyen b 95 e 2,027 2,148 b 4,270 165 4,435
Utilities, construction and transpor-
tation 254 b 3,098 3,709 b 7,061 294 7,355
Export trade cee s 3,066 1,907 b 4,973 187 5,160
Total 379 “ee 10,290 8,454 44,404 64,727 905 65,632
Grand total sales 12,409 4,889 4,399 69,600 69,292 49,244 209,833 8,766 218,599
Total pun:bna mdudmg transpor-
tation char, 5,295 1,229 ee 47,190 62,209 37,044 152,967 .. 152,967
lncremen: 7,114 3,660 4,399 22,410 7,083 12,200 56,866 8,766 65,632
l. Includes farm products setained by farmers for their own use. Sources: See Appendix Note I.

b. Quantity unknown,
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sources. Substantial amounts of manufactured goods—about $7.2
billion worth—were sold direct to household and other terminal
buyers, including public udlides, government institutions, the con-
struction trade and transportation agencies. An additional $3.1
was exported directly and sales of $6.4 billion were made direct
to retail trade.

The largest volume, however, was sold to intermediary dealers,
who took almost $32 billion, or nearly half the total output. These
are not only wholesalers proper but also manufacturers’ sales
branches, chain store warehouses, agents and brokers, etc. Sales of
semi-finished or finished manufactures to other manufacturers for
further fabrication, as the sale of tin plate to can manufacrurers;
for assembly into different products, as the sale of tires to the auto-
mobile industry; or for use in production, such as machine tools
and lubricating oil, accounted for nearly $21 billion of the total
volume. That a goodly part of the volume of manufacturers’ sales
to intermediaries is sold again to other factories is evident from
the width of the band showing the movement of wholesale goods
to manufacturing industries. More than a third of factory pur-
chases were made from intermediary dealers.

¢. INTERMEDIARY AND RETAIL SALES

The total sales of wholesale or intermediary dealers were almost
equal to the sales of factory products. Of the total volume of over
$69 billion, more than $27 billion went to retailers. Nearly equal
amounts of commodities were sold to manufacturers and to other
intermediaries—about $16 billion to each. Sales to consuming in-
stitutions and industries accounted for most of the remainder, with
smaller amounts sold for export and direct to the consumer.

Total sales of retail trade, in terms of delivered values, amounted
to more than $49 billion, of which $44.4 billion is shown in the
Flow Chart and Table 10 as representing sales to consumers. This
latter sum undoubtedly includes a small, and unfortunately inde-
terminable, amount of finished goods sold by retail dealers to busi-
ness establishments (other than wholesalers and retailers), most
of which, however, were terminal buyers. The remainder of the
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$49 billion total was made up of sales to farmers of equipment,
supplies and feed, estimated to amount to more than $3 billion,
and of sales to other retailers, intermediaries and manufacturers,
which total $1.5 billion.

d. TERMINAL PURCHASES

The end result of the entire process of producing and distribut-
ing goods in the United States is measured by the rectangles at the
right side of the Chart. These show the dollar volume of goods
bought by what may be desctibed as the terminal buyers, consisting
of individual consumers, consuming institutions and agencies, such
as udlities, railroads, building contractors, hospitals, hotels and
government agencies, which consume commodities in conducting
their operations and providing services to the public. Exports are
properly included in this classification since they consist of com-
modities leaving our economic system.

Terminal purchases consisted of nearly $49 billion bought by
household consumers, almost $12 billion bought by udilities, the
‘construction industry and various institutional buyers, and more
than $5 billion of exports. The aggregate of $65.6 billion paid by
terminal buyers represents the cost of providing raw materials,
semi-finished and finished goods with necessary form utilities and
time and place utilities; in other words, the total cost of commodity
production and distribution, including, of course, all transporta-
tion costs.

The achievement of this end result of delivering nearly $66 bil-
lion of finished goods to ultimate buyers involves, as we have seen,
a multitude of selling and buying transactions, amounting in dollar
volume to well over three times the value of the finished goods.
Aggregate sales of goods by all industries and trades throughout
the process amounted to nearly $210 billion, and the total amount
paid for delivered goods by various buying agencies, because of
the inclusion of transportation costs, was in excess of $218 billion.

Obviously this great disparity becween $66 billion and $218 bil-
lion reflects the large amount of re-circulation, of the sale and re-
sale of the same goods or of goods in process of fabrication which
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occurs at various stages throughout the system.! Sales of manufac-
turing industries alone, for example, amounted to nearly $70 bil-
lion, or more than total sales to terminal buyers, while the volume
of intermediary trade was also nearly $70 billion. As a whole, the
sales of goods by producers and intermediaries to each other, prior
to the final step, amounted to $145 billion, or more than twice the
total of final sales to terminal buyers.

2. THE INCREASB OF VALUES

As indicated above, the total of $65.6 billion paid by consumers
and other terminal buyers of finished goods measures in a very
rough way the total cost of producing and distributing these corn-
modities, including profits all along the line. How this total results
from the gradual accumulation of costs and increase of prices at
successive stages throughout the entire process can be seen from
the Flow Chart and in the last three lines of Table 10. Every time
a commodity moves ahead in the flow of trade, costs are incurred
and its value is increased. When the farmer sells wheat to the
miller a transportation value is added; when the wholesale mer-
chant buys it from the flour miller the value of the milling process
is added and so on through the bakery to the ultimate consumer
who buys the wheat as part of a loaf of bread. The price he finally
pays for the bread is an accumulation of all these increments of
value.

On the Flow Chart the increment, or value increase at each
stage of the process, is shown by the difference between the amount
represented by the bands going into each rectangle on the left and
that of the outgoing bands. For example, the value of commodities
sold by agriculture amounted to $12.4 billion. But farmers bought
or rerained for their own use $5.3 billion worth of goods—fer-
tilizer, feed, tools and other products used in production, farm
products retained for use on the farm, and livestock transferred
from one farm to another for fattening purposes. Hence the net

1. The towl of $210 billion, if should be pointed out, does aot include the large

volume of speculative and trading i on the y ex-
changes.
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amount received by farmers for their products, or the inctement of
value created by agriculture, was $7.1 billion.

In the same way the increment of value added by the extractive
industries is the difference between the $4.9 billion sales of these
industries and the $1.2 billion which they paid for supplies and
materials, or $3.7 billion. The total value of imports—$4.4 billion
—may be considered an increment so far as the domestic economy
was concerned.

The increment of value resulting from the activities of manu-
facturers amounted to $22.4 billion, or the difference between sales
of $69.6 billion and purchases of $47.2. A large part of this incre-
ment,? of course, is chargeable to the strictly productive operations
of manufacturing industries as distinguished from their disttibu-
tive activities.

With total sales only slightly less than for manufacturing, the
value increment of intermediary trade (sales of $69.3 billion minus
purchases of $62.2 billion) amounted to only $7.1 billion, or less

- 2. This “increment of value” should not be confused with “value added” as

shown in the Census of Manufactures for 1929. The latter is defined as the dnﬁer-

eace between the cost of mntemls, fu:l etc,, used or consumed, and the value of
d, but * etc.” was defined by the Census in

such a way as exclude mldnnuy and eqmpment and other p:odlms ordmn:ly

a capital which in the purch

m.rmg industries as shown in the Chart, Cermn other items which are uken account

of in the Chart are omitred in arriving at the Census ‘“value added”

Thus in the Census of 1929, there is an amount of 32 3 billion in conteace work
which is entered twice on the sales side of the ledger, ut ignored in the oﬁ'setung
expenses. Also, owms to the inclusion of pri; and publishing in the » fs
tures Census, there is an amount of over $600 mitlion in ldvemsms in the 369
billion of sales without any offsetting item being introduced to arrive at what should
be dle net production of manufacturing in the value added figure.

for these sh and careful of
in mnteml purchases based upon the ml.lysxs of data for :he Flow Chm results in
a total of $22.4 billion for “value i * by the Y, com-
pared with the Census figure of $31.9 billion for “value ndd
Nor should the value i for ies (or for other
b of production and distribution), as shown in the Chart, be confused with

“income pmduced" 23 defined by the Bureau of Foreign and Domestic Commerce
in its report on Nationdl Income. The latter figure is arrived at by deducting from
the gross snlu (or gross income) of a particular branch of industry or trade all

“expenses” in the form of payments to another branch for materials or services pur-

chased, e.g., for i taxes, teleph service, etc,, and also amounts
dmrguble © depxecuuon The Chart and table in this study are concerned solely
with dities scrually purchased during the year, not with

“income produced” or with “‘value added.”
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than a third of that of manufacturing industries. This disparity
reflects the smaller expense involved in the purely distributive
operations of intermediaties.

Retail trade, with sales of $49.2 billion and purchases of $37
billion, shows a value increment of $12.2 billion, which reflects the
fact that retail distribution is 2 much more elaborate and costly
process than wholesale distribution, requiring more labor, more
costly equipment and facilities, and therefore necessitating larger
mark-ups and expense ratios.

3. TOTAL SALES AND PURCHASES

Taken as a2 whole the various branches of trade and industry
shown in the Chart—agriculture, extractive industries, import
trade, manufacturing, and intermediary and retail trades—show
total sales of $218.6 billion, which represents the amouants paid by
all purchasers including terminal buyers, and total purchases of
$153 billion, the amount paid for goods by all producing and sell-
ing agencies. The difference between the two, or the aggregate
value increment of $65.6 billion,? representing total costs of pro-
ducing and distributing goods, is equal to the total amount paid
by terminal buyers for finished goods. Of this aggregare value
increment of $65.6 billion, about 87 per cent, or $56.9 billion, rep-
resents value increases added by all the various agencies of extract-
ing or growing, buying, storing, manufacturing, and selling, and
$8.7 billion, or 13 per cent, represents the services of transportation
agencies. Transportation charges are shown on each band on the
Chart as the difference between the amount received by the selling

3. There is some error in the total value of end sales because manufacturers and
dxsmbutors reponed some sal.«s 10 consumers which should have been allocated to

dealers, or ilers. For ple, retail coal deal-
m would ptobahly fail o dxsungmsh in their reports between sales to wholesale
establishments and other b and i dingly, a sale of

fuglmnwholeulegromrwauldappenonxheChmasnulemltemmll buyer,
Since the coal was an item of expense to the wholesale grocer and charged off by
him sgainst sales, it would also appear in the margin between pu:chasu und sales
in the mm-mednry recmngl.e Whereve: :he sales of

di by them chngelhle lgmns(
current gross mcome and a.lso appear as sales to terminal buyers, the “‘end product”
is unduly enlarged to that extent. The total duplication of value due to this cause,
bowever, is probably not large.
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agency and the amount paid by the purchasing agency. Thus, in-
termediary dealers received $16.4 billion for goods sold to manu-
facturers, for which the latter paid $17.3 billion, the difference of
$900 million being estimated transportation charges.

While the total of $65.6 billion sales to terminal buyers (or the
aggregate of value increments) may be regarded as a rough ap-
proximation of the total costs of commodity production and dis-
tribution, the increments occurring at each stage in the process
.cannot be considered as a measure of the costs of distribution, or
of production, incurred at that stage. In Chapter 5 an attempt is
made to estimate the total cost of distribution, as well as the costs
attributable to various branches of industty and trade. Before at-
tempting to measure costs, however, it is important to describe in
greater detail the nature and functions of the various agencies
engaged in distribution.



Chapter 4

DISTRIBUTORS AT WORK

THE AGRARIAN family worked at production and distribution with-
out distinguishing one process from the other. It was all work
toward one definite end—whether one was plowing and planting,
manufacturing or processing, or engaged in ultimate or intermedi-
ate distribution. The boy who carried the wood in from the wood-
shed was simply putting the finishing touch upon a process which
began with cutting down a tree; or, to be still more comprehensive,
began with the family’s need for fuel and its search for raw mate-
rials with which to supply the need.

‘The process of distribution did not begin in the woodshed, how-
ever. The actual building of the woodshed to perform the storage
function might logically be considered as part of the process. Food
and water might have to be carried—distributed—to the wood-
choppers. Even carrying the ax and saw to the woods was so neces-
sary to the function of chopping that no one tried to make a theo-
retical distinction between the two processes.

New Economny More Complex

In this new economy the jobs are all divided and sub-divided,
but production and distribution are as necessary as ever. Food and
fuel still have to be produced and stored and there has to be dis-
tribution both before and' after the storage. Goods have to be dis-
wributed not only for personal consumption but for consumption
by the organizations engaged in production and distribution. Fac-
tories, for instance, are consumers not only of raw materials but of
equipment and supplies, and if there is any advantage to the con-
sumer in having a factory system, he must expect that a large part
of production and distribution must go into its maintenance.

69
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Also, it must be remembered that what it costs to distribute fac-
tory-made products depends not only upon the efficiency with
which the task is carried on, but upon how great the task of distri-
bution is. On the old homestead with little machinery and no
steam or electric power very little could be produced. But dis-
teibuting the products of a family to the family was a relatively
small job compared with distributing the products of 2 modetn
factory to all the people who want those products, scattered as they
are throughout the whole United States.

No wonder, then, that there must be not only retailers but also
middlemen, Manufacturers, if they decide to sell direct to the
consumer, must first set up their own organizations to perform the
retai] and wholesale functions. Thus they do not sell direct to the
consumer but simply sell through their own hired wholesalers and
retailers. They do not thus eliminate the middleman but merely
"put him on a salary or commission basis. Whether this is an ad-
vantage to the ultimate consumer or not depends upon bow eco-
nomically and efficiently the necessary intermediary function is
performed.

In any event, in our machine economy with its high degree of
sub-division of labor and specialized functions there must be not
only many stages of production but a constant recurrence of the
distributive task throughout the whole process of making things
available to people. Distribution begins when raw products legve
the farm or mine and continues repeatedly throughout the process
until they finally reach the consumer in finished form. Retail dis-
tribution of consumer goods is but the final stage.

1. RETAIL DISTRIBUTION

A retail store transfers the ownership of commodities from the
storekeeper to the bousehold consumer. It stores the article until
the consumer calls for it, sells it in the amount and form desired
by the consumer and often delivers it to his home; and it usually
stands ready to reverse the process and take the article back if the
buyer is dissatisfied with it. But it does a good deal more than this.

Instead of waiting passively for the customer to come in and
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make his wants known the modern retail merchant devotes a good
part of his energies to “demand creation,” not necessarily by offer-
ing lower prices than his competitor, but by aggressive advertising
and promotional efforts to induce the consumer to buy whether he
“wants t0” or not. Sometimes, too, the retail store engages in proc-
essing, such as dissecting a side of beef and extracting the particu-
lar part which the consumer wants. Or it may freeze ice cream, or
grind coffee, of fit and alter clothes bought by the customer. If it
deals in coal, it may sell not only to homes but to factories, thus
becoming to some extent an intermediary distributor. Often it is
difficult to say in just what category a particular store should be
classed, which accounts for considerable variation in otherwise
dependable tables of statistics.

In the United States in 1935 there were more than 1.6 million
retail stores employing nearly four million persons, exclusive of
proprietors, and doing a business of $33.2 billion. This was about
two-thirds of the $49 billion peak reached in 1929, but owing to
the lower price level in the latter year the difference in the volume
of commodities sold in the two years was not so great. There was
an increase in the dollar value of retail trade to nearly $38 billion
in 1936 and to $40.4 billion in 1937, according to Department of
Commerce estimates. But even in 1937 retail trade was 18 per cent
less in dollar volume than in 1929.

Consumer Purchases in 1929

To the $49.1 billion taken in by retail stores in 1929 (including
restaurants and automobile repair shops) should be added $129
million of retail milk sales, bringing the total to $49.2 billion, the
figure appearing in the Flow Chart in the previous chapter. As
shown in the Chart, however, this total includes considerable quan-
tities of goods (chiefly farm products) sold to wholesalers and
manufacturers, fuel sold by rerail distributors to commercial buy-
ers, retail goods sold to other retailers, and $3.3 billion of farm
supplies and equipment sold to farmers for productive purposes.
This leaves a balance of $44.4 billion sold by retail establishments
to consumers for which the latter paid $44.5 billion after inclusion
of estimated delivery charges.
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To this must be added an estimared $1.2 billion of products
bought by consumers directly from farmers, $2.2 billion from
manufacturers, and smaller amounts from wholesalers and extrac-
tive industries. These bring the grand total of recorded purchases
of goods by consumers in 1929 to $48.7 billion.!

Retail Sales by Size of Store

Of the total of more than 1.6 million retail stores in 1935, 60
per cent of them had sales of less than $10,000 apiece and as a
group did only 11 per cent of the $33.2 billion volume in that
year. In 1929, when retail volume was half again as large, only 44
per cent of the nation’s stores were in this smallest size-class, but
these stores accounted for only 6 per cent of that year's retail sales.
At the other extreme of the size-scale, a small fraction of one per
cent of all stores had sales averaging $1 million or more and ac-
counted for 10 per cent of the volume in 1935 and over 12 per cent
in 1929. Relations between size-classes and sales volumes are
shown in Figure 7 and in Table H of the Appendix.

" It is interesting to note that the decrease in total sales volume
between 1929 and 1935 was accompanied by a downward shift in
the percentage of stores in each of the size-classes above $10,000
annual sales and in the percentage of total sales of each size-class
above the $50,000 level. Size-classes below these levels showed
relative increases both in number of stores and in sales. Since this
shift resulted chiefly from the decline in total sales volume the
figures cannot be cited to prove a trend either toward large stores
or small.

The fact that there were a greater number of retail businesses in
1935 than in 1929, however, makes it clear that there was no
strong tendency toward concentration during this period. Even in
1929 the stores in the $10,000-ot-less group averaged only $4,145
in sales and the far greater proportion of such stores at the bottom
of the depression in 1933 averaged only $3,529, and in 1935, only

1. This total includes only goods, not services, but a meal boughe in a hotel din-
ing room is such 2 mixture of goods and services that one must make an acbitrary
classification. Consumers paid $358 million for such med.! in 1929, but hotels, in
the Flow Chart, were listed as h meals bought in

dmgstores, department stores, and filling stations could not be seg segregated and were
in c P of goods.
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FIGURE 7. At one extreme, the three lar

t size-classes—stores with 1935 sales of $300,000 or more coostituting less than one per cent of

the total—accounted for 21 per cent of total business. At the other extreme, the two smallest classes comprising more than 77 per cent
of all stores had sales of less than $20,000 and accounted for only 23 per cent of the entire retail volume. (Sosrce; Table H.)
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$3,677. Since this is the average, it must be true that hundreds of
thousands of our retail stores ring up sales of less than $10 or $12
a day. Out of this, they have to replenish their stocks, pay their
rent, hire whatever help they must have, store commodities ready
for the consumer to buy them~—and reap their profits, if any.

Kinds of Retail Business

What was actually being sold in the more than a million and a
half retail stores? The consumer paid out more for food than for
.any other class of commodity in both 1935 and 1929. Food stores
head the list by 2 wide margin not only in the number of stores but
in the total volume of sales, as can be seen in Figure 8 and in Table
I of the Appendix. In 1935 about 25 per cent of total retail sales,
and in 1929 about 22 per cent, were made in grocery and meat
stores and stores dealing in candy, dairy products, bakery goods
and similar lines. Consumers also bought large quantities of food
in hotels, department stores, drugstores, and from mail-order
houses, as well as direct from the farm. The food total would not
be complete without adding restaurants, which accounted for 15
per cent of all retail establishments and for 7 per cent of sales.

It is interesting to note in passing that the proportion of retail
business represented by food outlets in the United States is about
one-half the percentage in Germany and considerably less than
that in Denmark. Food stotes accounted for 47.3 per cent of the
retail sales volume in Germany in 1930 and 63 per ceat in Den-
mark in 19252 as compared with only 22 per cent in the United
States during approximately the same period. The smaller propor-
tion here does not mean that Americans eat less food, but that they
have more money for other things.

What was next on the list? As shown in Figure 8 it was auto-
mobiles and gas. Taken together, the filling stations and automo-
tive group account for nearly 20 per cent of the patronage of all
retail establishments in both 1935 and 1929. Since the total vol-
ume of retail sales in 1935 was only two-thirds as latge as in 1929
these figures mean that we spent fewer dollars on automobiles in

2, Julius Hirsch, Stendard Figures for Purposes of Business Research, Interna-
tional Chamber of Commerce, p. 4.
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1935. The motor car industry, in fact, suffered greatly during the
depression. But the automobile occupied as large a part in the
1935 budget as it did in 1929. The figures speak eloquently, there-
fore, of the nature of our American economy. This economy is not
geared to the production and distribution of mere necessities, but
is devoted in large measure to making available goods which con-
tribute to a higher standard of living.

Genetal merchandise stores constitute the third largest group of
retail outlets. These include department stores and the mail-order
houses, which are relatively few in number but account for practi-
cally 10 per cent of the entire retail volume of the country. Even
though much apparel is sold in department stores, the stores spe-
cializing in clothing and allied merchandise represent the fourth
largest group, with 8 per cent of all retail sales in 1935 and 1929.

The lumber and building material trades made up the fifth larg-
est group in terms of sales volume. The depressed condition of the
construction business in 1935 is reflected in sharp decreases not
only in the volume of trade but also in the number of stores han-
dling lumber and building materials.

Country general stores still loom latge in the retail structure of
the country, and together with farmers’ supply stores, rank sixth
in importance. The acrual number of such stores, as well as of
other kinds shown in the table, may not have declined between
1929 and 1935 to the extent indicated by the figures. Some of the
discrepancies may be due to differences in coverage by the Census
enumerators arising from the fact that replies to Census inquiries
were required by law in 1929 but were voluntary in 1935.

The volume and the price of goods distributed have fluctuated
rapidly. Not only has the character of the goods changed with the
years but interesting, and sometimes spectacular, changes have
taken place in the methods and channels by which they are dis-
uributed. However, in spite of the changes since 1929 and the sub-
stantial decline in volume, the basic structure of retail discribution, .
as reflected in the proportion of business done by different kinds
of stores, appears to have undergone few major changes. The
shares of the total business done by automotive, lumber and build-
ing material, furniture, farm supply, and jewelry stores, as might



DISTRIBUTORS AT WORK 77

be expected, declined from 1929 to 1935, while stores dealing in
necessities such as food, drugs, fuel and ice, as well as filling sta-
tions, increased their proportions. As consumer income shrank
during the depression, economies were made first in luxury and
durable goods.

Concentration of Retail Trade in Cities

More than 44 per cent of retail distribution in 1935 was carried
on in cities containing less than 30 per cent of the total population
—those with more than 100,000 residents. Neatly 38 per cent of
retail trade took place in towns and cities of from 2,500 to 100,000
residents, which include less than 27 per cent of the nation’s popu-
lation. Although all of the remaining areas comprise 43.8 per cent
of the population of the United States, they represent only 18.1 per
cent of the retail trade. Figures on the proportion of stores and
sales in different city-size groups are shown in Table 11.

TABLE 11

DiSTRIBUTION OF RETAIL TRADE BY SizE OF COMMUNITY, 19358

Per Cent of Per Cent of Per Cent of

Population Total Populationb  Tozal Storese ‘Total Salesd
United States Total 100.0 100.0 100.0
All cities, 100,000 or more 29.6 334 443
500,000 or more 17.0 19.2 249
250,000 to 500,000 6.5 7.1 104
100,000 to 250,000 6.1 71 9.0 -
All cidies, 2,500 to 100,000 26.6 329 376
75,000 to 100,000 18 20 26
50,000 w0 75,000 3.5 39 48
30,000 to 50,000 39 44 5.5
20,000 to 30,000 3.2 3.6 44
10,000 to 20,000 5.6 68 7.8
5,000 to 10,000 438 63, 68
2,500 to 5,000 3.8 59 5.7
All other areas 438 33.7 18.1

a. Census of Business: 1933, Resail Distribution, Vol. 1, p, 87.
b. Total population (1930): 122.8 million,
c. Total retail stores (1933): 1.65 million,
d. Total retail sales (1935); $33.2 billion,
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Inasmuch as each of these population areas contains approxi-
mately a third of the 1.6 million retail stores in the United States,
it is apparent that not only is less business done in the smaller
cities and rural districts but that more of the smaller stores are
Jocated there.

These figures demonstrate, not that country people consume less
than city people do, but merely that people travel farther to shop,
ot shop by mail, if they live farther from urban shopping centers.
Itis stll true of course that the modern farm produces many things
which the farm family consumes and which, therefore, it does not
have to buy. The generally higher per capita income levels of city
residents and the concentration of purchasing power in metropoli-
tan areas also contribute to the relatvely larger proportion of
retail business in large cities.

One cannot be sure, however, that the present concentration of
buying in big cities will be continued indefinitely. Already many
cross-road stores are becoming units in voluntary chains. Because
of their improved service and the advantage of lower rents they
‘can compete in prices on many items with the chain stores in the
lasger cities. Just as the centralization of industry seemed to lead
in the end to a new kind of decentralization, it is now at least pos-
sible that centralized control of distribution may lead toward a
decentralization of outlets.

Consideration of the various forms or types of retail operation
is now in order. How the total volume of retail sales in 1929 and
1935 was distributed among different types of operation and the
number of stores of each type are shown in Table 12.

a. INDEPENDENT STORES

The traditional single store, or socalled independent merchant,
still plays the dominant role in the retail structure of the country.
He and his prototypes operated neatly 86 per cent of the stores in
1935 and accounted for slightly better than 65 per cent of the retail
sales volume, Census figures show that independent single outlets
increased in number by 190,000 between 1929 and 1935, and also
slightly increased their proportion of the total retail business.

This apparent growth, however, may have been partially due to



DISTRIBUTORS AT WORK 79

TABLE 12
RETAIL STORES AND SALES BY TYPES OF OPERATION, 1929 AND 1935*

Per Cent of
Number of Stores NetrSales  Total Net Sales
Type of Operation 1935 1929 1935 1929 1935 1929

(Im Thonsands) (In Millions)
United States Total—sall types  1,654.0 1,543.2 $33,161 $49,115 100.0 100.0

Independents 1,474.2 1,375.5 24,246 38,082 731 775
Single-store 1,4199 1,2303 21,634 31,486 652 64.1
Two-store 409 49.1 1,750 3,021 53 6.1
‘Three-store 13.1 15.5 T 1,255 23 26
Local branch 3 2 91 65 0.3 0.1
Retailers-country buyers 733 “es 1,779 ves 3.6
Retailers-wholesalers . 71 e 476 ... 1.0

Chains 127.5 148.0 7,550 9,835 228 20.0
Local 18.0 52.5 1,022 3,294 3.1 6.7
Sectional and national 107.6 92.1 6,413 6151 193 125
Manufacturer-controlied 1.9 34 115 390 04 08

All other 523 19.7 1,365 1,198 41 25
Leased departments, indepead- .

ent 3.3 6 48 24 0.1 0.1
Leased departments, chain 3.7 3.7 108 130 0.3 03
Utlity-operated stores 3.9 4.1 123 163 0.4 0.3
Mail-order houses 4 3 420 515 1.3 i1
Direct selling (house-to-

house) 63 1.7 125 94 04 0.2
State liquor storesb 21 aen 161 ae 05 ...
Commissaries or company -

stores 1.9 13 113 116 0.3 02
Other types 30.5 8.0 267 156 0.8 0.3

a. Census of Business: 1935, Retail Distribution, Vol. 1, p. 1-22, Vol. IV, pp.

6, 13; Census of Distribution for 1929, Vol. I, p. 68.
b. Includes county or municipal liquor stores in some states.

differences of coverage and store classification between the two
Census years. For instance, “'retailers-country buyers” and “retail-
ers-wholesalers” were listed separately in 1929, but not in 1935.
Then, too, about 110,000 drinking places and package beer and
liquor establishments, predominantly independent, were recorded
in 1935. These were either non-existent or were not counted or
otherwise classified in the earlier Census years.

A brief review of the kinds of business in which the independent
distributor holds the center of the stage shows the relative strength
of his position in 1935 compared with 1929. Taking independent
merchants as a group, and including two-store and three-store
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TABLE 13
INDEPENDENT RETAILERS' SHARE OF TOTAL BUSINESS IN VARIOUS
LiNEs oF TRADE®
Percentage of Total Retail Sales
Lines of Trade 1935 1929
All Renail Trade 73.1 77.5
Drinking places 99.2 b
Motor vehicles 95.6 b
Hardware and implements 954 b
Jewelry 90.3 93.0
%urmnue ithout in) gg? 83.9
rugs (without fountain 5

Drugs Ewidx fountain) 71.1} 812
Restaurants 84.0 86.1
Fuel and ice 82.7 b
Family clothing 789 7.5
Men’s clothing 78.0 77.9
Filling stations 77.8 66.0
Lumber and building materials 75.6 b
Radios 75.6 79.0
Farm and garden supplies 750 b
Women’s ready-to-wear clothing 723 74.3
Hay, grain, and feed 7.6 b
Department stores 61.4 72.1
Cigar stores and stands 6L.1 733
‘Groceries (without meats) 60.8 53.6
Combination stores (groceries and meats) 60.5 67.6
Automobile accessories and tires 50.0 b
Household appliances 48.1 b
Beer and liquor (packaged) 48.0 b
Shoes 43.3 53.5
Variesy stores 9.2 9.8
All other lines of trade combined 78.8 b

2, Census of Business: 1935, Retail Distribution, Vol. IV, p. 9.
b. No true comparisons available.

units as well as the single-stote type of operation considered above,
the 1935 Census showed that 73 per cent of the nation’s retail
business was in the hands of independents, as compared with 77.5
per cent in 1929. In certain lines of retailing independent operation
is predominant. Independents accounted for almost 96 per cent of
the motor vehicle trade, 95 per cent of hardware and implements
sales, and 90 per cent of the sales in jewelry lines, as shown in
Table 13. Independent operators also did over three-quarters of
the retail business in furniture, fuel and ice, filling stations, and
men’s and family clothing—all of which have shown a favorable
trend toward the independents since 1929. The same is true of
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radio and drug products, as well, although the independents’ share
in these fields has declined slightly since 1929. Except in variety
items and shoes, both of which have been actively developed by
chain organizations, independents in every other line accounted for
half or more of the total business done in 1935.

b. CORPORATE CHAIN STORES

The chain store is by no means a recent development, even on
the American continent. The Hudson’s Bay Company, chartered in
1670, is probably the oldest chain system in America, but research
has traced the idea far back in the dim past of Chinese history.
The rapid increase of chain systems in recent times, however, has
been of far-reaching imporcance to distribution and has had a
profound influence on both consumers and dealers.

Comparison with Independents

Although less than one out of twelve of the 1.6 million retail
stores in the United States in 1935 were owned by chain systems,
chain stores handled nearly 23 per cent of the total retail sales
volume in that year. In 1929, with nearly 10 per cent of retail
stores under chain management, their proportion of the retail vol-
ume was only 20 per cent. Chain stores operating on a sectional ot
national basis (in contrast to the local or manufacturer-controlled
types) showed a substantial increase in number of outlets between
1929 and 1935. They accounted for more than 19 per cent of the
entire retail business of the country in the latter year, as compared
with only 12.5 per cent in 1929. Local and manufacturer-controlled
chains, on the other hand, lost ground between 1929 and 1935.

Chain stores have made the greatest headway in staple articles
with a rapid sales turnover. Variety stores have so far been the
most outstanding chain store development, having 90 per cent or
more of the business in this field in both 1929 and 1935. The
shoe and automobile-accessories trades have been marked by a
recent rapid chain store growth until by 1935 they did half of the
retail business in these lines. Chains have also been successful in
groceries, cigars, and drugs. In the grocery field, which is the
largest single class of business, chains controlled nearly 40 per cent
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of the trade in 1935, showing a gain in the combination grocery
and meat trade since 1929, the year which many have regarded as
the peak in chain store development. The telative stability of sales
volume shown by the chains in the depression as compared with
retail trade as a whole is undoubtedly due, in part at least, to their
concentration on necessities such as foodstuffs, variety and drug
items, as well as to the economies of large-scale buying.

Influence of the Chains

But the figures on their proportion of total retail sales fail to
show the total influence of chain store policies on distribution
practices all over the country. The chains inaugurated new meth-
ods of buying and selling and demonstrated new advantages and
economies which woke up hundreds of thousands of independent
merchants and their customers to the need for better shopkeeping
and a speed-up in the flow of goads. In many a country village the
presence of a modern, systematized chain store has jolted the local
storekeeper out of his easy-going habits to the benefit of the whole
community.

Although chain methods have their disadvantages, they have
clearly demonstrated the benefits of mass buying under central
supervision, careful stock control, rapid turnover, central ware-
housing, intelligent display and store arrangement, standards of
cleanliness and quality, effective use of part-time employees, sys-
tematic selection and training of the selling force and elimination
of non-essential services. It was soon discovered that many of the
advantages of the chains could be adopted or achieved under inde-
pendent management by better cooperation between retailers,
wholesalers, and producers. Economies were effected by other
types of business operation which have made them better able to
compete with the chains. Consumers as well as business interests
have been at least partially influenced by the lower price levels of
the chains to establish cooperative enterprises to cut the price
spread between the production cost of goods and the ultimate sell-
ing price,

3. Census of Business: 1935, Resail Distribution, Vol. IV, p. 9.
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The Pros and Cons of Chains

Although the rise of chains has enlisted wide public patronage
they are considered by many to be a social menace. By their rapid
growth they have undoubtedly caused various painful business
readjustments. The Federal Trade Commission’s extensive investi-
gation in this field raises some of the pros and cons of the chain
store in American life. The Commission observed that chain opera-
tion resulted in certain advantages such “as those flowing from the
integration of production and of wholesale and retail distribution,
from the savings involved in avoiding credit and delivery service,
and from the ability of chains to realize the benefits of large-scale
adverdsing,” and concluded that “to eliminate such advantages

. . would involve radical interference with the rights of private
ownership and initiative, virtual abandonment of the competitive
principle, and destruction of the public advantage represented by
lower prices and lower cost of living.”
One part of the chains’ competitive advantage in lower selling prices the
Commission thought should be cancelled by force of Federal law—dis-
crimination in prices and terms by manufacrurers against independents and
in favor of chains, a practice accounting for a most substantial part of the
chains’ ability to undersell independents. . . . It was concluded that many
of the low buying prices of the chains had little, if any relation to differ-
ences in quantity or cost of selling.4

There has been some disagreement with the Commission’s con-
clusions on this latter point, however. In an analysis of the find-
ings, Charles F. Phillips of Colgate University denies that lower
buying prices secured by the chains are a large factor in lowering
their selling prices. Using the Commission’s data, he points out
that the success of the chains in reducing gross margins through
more efficient management is much more important. In the grocery
study, for instance, he contends that only 16.4 per cent of the inde-
pendents’ higher selling price can be traced to greater cost of
merchandise while 83.6 per cent results from a larger gross mar-
gin. In drugs, similarly, 91.2 per cent of the independents’ higher
price is due to higher gross matgin, leaving but 8.8 per cent to be

4. Domessic Commerce, U.S. Bureau of Foreign and Domestic Commerce, Decem-
ber 10, 1935, p. 646.
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accounted for by higher cost of the merchandise handled.’

Criticism of Chain Methods

The chief criticism of the bargaining methods used by chains to
get special price concessions has come from manufacturers. Out of
129 manufacturers of grocery products interviewed in the Federal
Trade Commission inquiry, 76 admitted that preferential treat-
ment in some form had been given to chain systems. Of these, 33
stated positively that threats and coercion had been used by chain
store companies to obtain these concessions and 23 of this group
admitted that chain pressure had been successful. Among the
forced concessions were: brokerage and freight allowances, lower
prices, rebates, and advertising allowances.

Another common charge leveled at the chains is that they tend
toward monopolistic control of certain kinds of business, at least
in certain localities. While the chains have succeeded in forcing
out competitors by selling at lower prices in many instances, the
special inquiry uncovered no illegal instance of monopoly. The
Commission concluded, however, that if the trend of the past
decade or two should continue, 2 monopolistic situation in some
lines would eventually result. This fear of undue power and mo-
nopoly is undoubtedly one cause for the wave of special chain
store taxes. They have been advocated not so much as 2 source of
revenue, as “'to assist in the correcting of an unbalanced situation
that has arisen in this country,” in the words of one legislator.®

At least twenty-two states have passed and put into effect laws
taxing chain stores in an effort to protect the independent mer-
chant and slow down the rate of chain store growth.

The Federal Trade Commission reported other unfair practices
charged against chains: an extensive use by large chains of loss
leader merchandise sold at prices below the average cost of doing
business in such commodities and in some cases below the actual
cost of the merchandise itself. Some ground was found also for the
charge that among the chains there was more extensive short-

5. Charles F, Phillips, "“The Pederal Trade Commission's Chain Store Investiga-
tion: A Note,” ]axrul of Mal'mug, January 1938, pp. 190-192,

6. “'Chain Stores,” Final report in response to Senate Resolution No. 224, Federal
Trade Commission, 1935, pp. 24-86.
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weighing, and less extensive over-weighing of goods sold by weight,
than among independents. However, the evidence collected on this
point was far from convincing.

As for misleading advertising, with which chains have been
charged, the Commission admitted that the chains had gained
through the use of loss leaders in advertising, but could find no
legal grounds on which to question their general advertising poli-
cies. Nor did the Commission regard the carrying of undersized or
sub-standard packages, with which the chains had been charged,
as an unfair practice. In most cases it was found that the sizes were
definitely made smaller by manufacturers, to be sold ar lower
prices. A very limited study of canned vegetables and fruits showed
that the chains’ brands were as good or better than nationally ad-
vertised brands.

. C. COOPERATIVE AND VOLUNTARY CHAINS

‘Two special types of retailers, particularly in the grocery field,
have evolved as a direct result of chain store competitiosi-—the
retailer-cooperative and the voluntary chain. These new types have
grown fast in the past ten years.

The retailer-cooperative type resulted from.the initiative of in-
dependent retail merchants who combined into groups to get the
advantages of large-scale buying—one of the competitive weapons
of the corporate chain. At first many of these groups were merely
loose affiliations without formal relationship. Nor did they have a
central source of supply which could provide them with merchan-
dise and perform the functions of storage and breaking of bulk.
Within recent years, however, these groups—with central ware-
bouses and uniform merchandising-—have assumed the outward
characteristics of corporate chains.

The voluntary chains, of somewhat more recent origin, came
into existence through the activity of wholesalers who established
a particularly close relationship with certain selected retailer cus-
tomers. In some cases this relationship is based on a contract, in
others, on hardly more than an informal agreement. Here again,
however, the recent tendency is for these groups to assume a defi-
nite form.
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A common feature of both of these types is the independent
ownership of the retail store. In the retailer-cooperative the whole-
sale supply establishments are owned collectively by members of
the group and in the voluntary chain the sponsoring wholesaler
remains an independent entity. The aim in both cases is to bring
about coordination of the wholesaling and retailing functions so
as to compete more effectively with the corporate chain. While
neither of these voluntary groups is standatdized to the same ex-
tent as the corporate chain they use many of the same methods.
To a varying degree, and in various combinations, they use group
advertising and promotion, private brands, uniform stock mer-
chandising and control, suggested price lines, uniform store fronts,
systems of display and arrangement of stores, standards of cleanli-
ness, and standards of accounting and granting of credit.

Estimates of Volume

So recently have cooperative and voluntary chains become im-
portant that comprehensive statistics have not yet been compiled.
In 1929 there were 395 cooperative grocery chains of both types,
with an estimated membership of 53,400 retail stores and a total
volume between $600 million and $700 million. Although a large
part of the business of the retailer-owned warehouses was with
members, only a portion of the volume of the wholesaler-spon-
sored establishments consisted of sales to members. The Federal
Trade Commission concluded that between two-thirds and three-
fourths of the volume was represented by business with members.”

By 1935, the number of cooperative warehouses and voluntary
wholesalers maintaining such group relationships in the grocery
trade had nearly doubled and the total wholesale volume was over
$722 million.? No comparable figures on the number of store
members in the 741 groups operating in 1935 are available; bur,
according to another source,® there were in March 1936 slightly
more than 100,000 retailers affiliated with wholesaler-sponsored

7. Ibid, p. 7. i

8. Census of Business: 1935, Volwniary Growp and Cooperative Wholesdlers,
Grocevies and Relased Prodscts, p. 11.

9. Gordon C. Corbaley, Groxp Selling by 100,000 Retailers, American Institute
of Food Distribution, Inc., New York, 1936, p. 52.
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ot retailer-owned warehouses. In addition, over 5,600 retailers en-
gaged in group-selling activities.

Both the sponsoring wholesalers and the retailer-owned ware-
houses not only serve the members of these cooperative groups but
also sell to other retailers. Retailer-owned warehouses in 1935
apparently sold slightly more than 91 per cent of their volume to
their own members, but voluntary-group wholesalers who reported
in detail sold only 39 per cent to members.!® The estimated total
of purchases through these cooperative channels by member re-
tailers in the grocery trade in 1935 was approximately $360 mil-
lion, reflecting a retail volume of around $440 million.

Gains of Cooperative-Retailers

Then, too, the individual retail members of these cooperative
groups did not confine their business to them but also bought from
other unaffiliated sources. Although no reliable estimates are avail-
able as to what proportion of the total retail grocery business is
done by these cooperative-retailer groups the doubling in the num-
ber of their members and the apparent increase in volume of busi-
ness leaves little doubt that they have gained ground rapidly since
1929, in contrast with the corporate grocery. chains, which have
just about held their own.

The ultimate to which this movement is likely to grow appears
to be set by the number of stores of sufficient size to be included in
any group or cooperative scheme. If it is true that 100,000 food
retailers were affiliated with either wholesaler-sponsored or re-
tailer-owned warehouses in 1935, the movement probably already
includes a large proportion of the stotes buying enough merchan-
dise to make cooperation profitable. In 1935 the Census showed
only 157,500 food stores with an annual volume of $10,000 or
more.

The cooperative movement in the drug trade is almost entirely
of the retailer-cooperative type, commonly known as mutuals. As
in the. early efforts in the grocery field, members merely buy as a
group, with 2 minimum of services or warehousing. Up to 1929
the movement had a regular but slow growth, and even now few

10. Census of Business: 1935, op. cit, p. 19.
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of the policies and methods used by the corporate chains, such
as uniform store features, managerial services, etc., have been
adopted. In 1929, twenty-four mutuals, with a total membership
of 6,041 independent drugstores, reported to the Federal Trade
Commission; only sixteen reported sales, amounting to less than
$25 million, and practically all to chain members.!! By 1935 the
number of drug mutuals had increased to thirty-one, with total
sales of nearly $35 million.”? If a mutual wholesaler is defined as
one transacting over half of its business with members or under
a cooperative arrangement, there were only twenty organizations
of this type.

Food “voluntaries” have not only established their success in
their original spheres, but have constantly reached out for greater
prestige and power. Imitating national and sectional corporate
chains, ‘they have associated with other voluntaries to build up
national or territorial chains. In March 1936 there were 438 of
these groups of voluntaries enumerated. Approximately 38 per
cent of the retail stores belonging to voluntaries were affiliated
with larger organizations for merchandising purposes. The per-
centage of local outlets connected with national or tetritorial
groups is increased to slightly more than 51 by adding the retail
stores belonging to voluntary groups which had some contact with
one another through buying organizations.’* Obviously, volun-
taries have passed the experimental stage. They have proven defi-
nitely successful in combating chain store competition. Organized
cooperatively, independent stores have been able to seize many of
the advantages of chain operation and at the same time to re-
tain their own advantage in escaping chain store taxes and main-
taining greater flexibility in prices, hours, and special services to
consumers.

d. CONSUMER COOPERATIVES

Cooperative societies of consumers formed for the purpose of

buying and distributing commodities and taking the profits them-

11. Cooperative Drug and Hardware Chains, Federal Trade Commission, 1932,
pp- 3, 18.

12. Census of Busi 1935, Wholesale Distribusion, Drag W holesaling, p. 41.

13. Gordon C, Corbaley, op. cir., p. 62,
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selves have long existed in the United States. They have never
played an important part in our distribution system, however, and
until recently have not attracted much attention. In many parts of
Europe, on the other hand, consumer cooperation has not only
developed into the biggest kind of big business, but has had a vast
influence on political and social thinking, usually in close associa-
tion with labor unions and sometimes with labor parties.

-Some American cooperatives have been conspicuously success-
ful; but many of these have been established by immigrants from
Europe who brought with them not only the formulas but the
habits and the ideology of the cooperative movement. Their tradi-
tions generally led back to Rochdale, England, where a small
group of impoverished weavers in 1844 succeeded in establishing
2 little cooperative store, so suited to their needs and to the times
that its formula was rapidly adopted in other English communi-
ties, and then in other countries. -

The Rochdale Principles
The now famous “Rochdale principles” were, in brief:

1. Unrestricted membership and democratic control. This was effected by
giving every member an equal vote, regardless of the number of shares
to which he had subscribed, by making the price of each share very low
and by permitting even this to be paid for in instalments.

2, The sale of goods at prevailing market prices, all profits to be returned
at frequent intervals to the member-customers according to the extent
of their purchases, not to stockholders according to the extent of their
holdings. The purpose of this was to avoid the antagonism of private
business, and price-wars, by which merchants with superior capital had
been able to undersell and crush many previous cooperative societies
and, with competition out of the way, to raise their prices once more.

3. Cash sales, to enable the society to make the fullest possible use of its
necessarily limited capital.

One reason, at least, why American workers did not take readily
to consumer cooperation was that they did not have to. There was
poverty in the United States; but the standard of living here was
almost constantly rising. The poor in this “Land of Opportunity,”
did not feel doomed to lives of poverty. However inequitably
wealth might seem to be distributed this was not a land where
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conditions were so bad that the masses could be persuaded their’
only hope lay in supplanting the profit system with some kind of
cooperative commonwealth, The overwhelming majority had en-
tirely different hopes, and their hopes were fortified by economic
realities.

If Americans did not like their jobs they could become inde-
pendent farmers; and even after the free lands were all taken up
and the farmers themselves ceased to be independent, there were
always great new developments—new mines to be opened, new
railroads to be laid and great new industries, not oaly with new
jobs but new kinds of jobs and new and promising careers.

The depression in the early 1930’s brought a different artitude.
But it did not produce quite the mood which resulted in the Roch-
dale movement. That movement was born of the desperation of
workers determined to protect themselves against capitalists who
seemed to be making profits out of their misery. Whatever the
cause of the depression, it was obviously not a condition out of
which American capitalists were making profits, The depression
resulted in a decided growth of consumer cooperatives and a great
deal of excited talk about them. But when one looks at the figures,
they do not bulk large among the figures of retail distribution as
a whole.

Velume of Cooperative Business

Although no complete census of the cooperative movement has
yet been undertaken. the Bureau of Labor Statistics has made sev-
eral surveys, the latest of which covered the year 1936. Con-
sumers’ cooperation has taken many other forms than the buying
of commodities, including the group purchase of medical care,
housing, electricity, insurance, banking, and telephone service.
However, the best known form of cooperative in this country is
the retail store handling groceries and general merchandise. Many
other types of commodities, including farm supplies, hardware,
paints, electrical appliances, clothing, futniture, milk, coal, gaso-

14. Florence E. Parker, Comsumers’ Cooperation in the United Stases, 1936, Bul-

Jetin No. 659, Bureau of Labor Statistics, 1938. Most of the material in this section
is based on this Bulletin,
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line, oil, and tires are also distributed through cooperative enter-
rises.

P So far as commodity distribution is concerned, the Bureau esti-

mated that in 1936 there were about 3,600 cooperative retail asso-

ciations in the United States, with a total metmbetship of 677,750

individuals, and total sales of $182,685,000. These were distrib-

uted as follows:

Stores and buying clubs 2,400 it 330,500 b $107,250,000 sales
Petroleum associations 1,150 325,000 69,985,000
Other rewil distributive

associations 50 22,250 5,450,000

About 1,900 of these retail cooperatives have banded together
to get the advantages of group purchases by establishing twenty
regional wholesale associations, and eighteen of these wholesale
federations have formed two “super-wholesales” in order to ex-
tend the advantages of large-scale buying.”® Cooperative wholesal-
ing has become well established and has grown rapidly in recent
years. Regional wholesale cooperatives reported sales in excess of
$40 million in 1936—a gain of 24 per cent over the preceding
year. Practically all of them enlarged their scope during the year
by adding new lines of goods. An increasing number of oil associa-
tions are adding food and household supplies to the petrolenm
products and automobile tires already handled. Besides providing
warehousing and bulk stations, 2 number engage in manufacturing
operations and provide educational and auditing services for their
members.'® By the end of 1938 there were twenty-two regional
“wholesales” compared with twenty in 1936 and two joint or
interregional groups were organized by the regional associations
to distribute, respectively, women’s clothing and farm machinery.
The volume of the cooperative wholesale associations was reported
to have reached a total of $53 million in 1937.7

Growth of Consumers’ Cooperatives
Although constituting only a negligible fraction of total retail
15, Ibid, pp. 4, 6. 16. 1id,, pp. 145, 146.

17. “Consumers’ Cooperatives in 1937,” U.S. Burean of Labor Statistics, 1939,
PP 2, 12,
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trade of the country in 1936, consumers’ cooperatives have ex-
panded rapidly since the depth of the depression. Membership in
consumers’ retail cooperatives increased 7.2 per cent from 1935 to
1936 and sales volume expanded by 16 per cent. From 1934 to
1936 cooperative retail stores increased sales by 38 pet cent and
petroleum associations, by 51 per cent; while wholesale associa-
tions formed by consumers’ cooperatives increased their sales vol-
ume by nearly 86 per cent.

A picture of trends in rerail cooperation during the twelve-year
petiod ending in 1936 is given in Figure 9.! Sales of both setail
stores and petroleam associations increased steadily during the
years of general prosperity ending in 1929, but petroleum asso-
ciations showed a much more rapid gain. After 1929 sales volume

SALES AND PATRONAGE REFUNDS OF COOPERATIVES
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FIGURSE 9. Petroleum associations have grown more rapidly than other types of co-
operatives with sales and refunds o m-bers in 1936 rising well nbove the pre-
vious , Sales of recail stores failed to e} their 1929 hlsh point but patron-
age ref unds advanced to new high levels. (Soxsce: Table J

18. 1bid., pp. 13, 14.
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declined to a low point in 1933, since which there has been a
marked recovery. Petroleum associations again fared better than
retail stores, suffering a smaller depression loss and experiencing
a much stronger recovery. Patronage refunds were well main-
tained, being 30 per cent larger in 1936 than in 1929 in the case
of retail stores, in spite of a lower volume of business, and 74 per
cent above the 1929 level in the case of petroleum associations.
Since patronage refunds are paid out of profits, this record would
seem to indicate that consumer cooperatives have been able to
keep firm control of operating costs since 1929.

Small Scale of Cooperatives

Although cooperative retailing in the United States appears in
a variety of forms and locations, a large proportion of it is carried
on in the North Central states. The petroleum associations are
found almost wholly in the Mississippi Valley section. Most of the
retail cooperatives are small organizations operating in small com-*
munities. The typical consumers’ cooperative had from 100 to0 250
members in 1936; nearly 37 per cent of all associations fell in this
group. The average membership of store associations was 219, and
of petroleum associations, 335, and less than 4 per cent of all retail
cooperatives had 1,000 or more members, which in Great Britain
would be considered a fair-sized association.®

Analysis of store associations and their members by the Bureau
of Labor Statistics showed that “more than three-fourths of the
associations, over three-fifths of the membership, and nearly three-
fourths of the business done in 1936 was in places with a popula-
tion of 5,000 or less. Of the whole group of distributive associa-
tions, 48 per cent fell in the sales range of $25,000 to $100,000,”
while share capital reported to the Bureau averaged less than
$15,000 per association, and "45 per cent had 2 net worth of less
than $10,000, and another 30.2 per cent had a net worth of from
$10,000 to $25,000." Nearly half (47 per cent) of the distributive
associations were employing from one to three workers at the end
of 193620 ;

19. Ibid.,, pp. 10, 36. 20, 1bid., pp. 8, 41, 51, 54, 178.
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- Future Outlook for Consumer Cooperation

‘Whether the cooperative movement in the United States is likely
to grow rapidly in the future is not clear. After nearly a century
since the establishment of the fisst store, the total volume done by
retail cooperatives is still less than one per cent of total retail
sales. Thus far at least the consumer cooperative movement holds
out no great promise to its sponsors nor does it offer, except in a
few localities, any serious threat to its competitors. Expansion of
the movement in the future, as in the past, will depend upon the
extent to which cooperatives are able to compete with existing
distributive organizations. The history of both European and
American cooperatives shows that social aims alone are not suffi-
cient to insure their permanent growth. They must also be able to
maintain low costs of operation and thus produce savings for their
members, and there is evidence, especially in the rerailing of farm
supplies and petroleum products, that many cooperatives have
been able to do this.

Over 70 per cent of cooperative retail organizations covered by
‘the Bureau survey reported net savings on their 1936 operations,
while 7 per cent sustained losses. Only 38 per cent of the store
associations and 63 per cent of the petroleum associations distrib-
ured savings in the form of patronage refunds to their members.
These ranged from 2 to 6 per cent of sales for most of the stores,
while most petroleum associations paid refunds of 5 to 6 per cent
and 10 to 11 per cent. The average amount refunded to member-
buyers was $13.42 for the year in the case of retail stores, and
$13.87 for petroleun association members.2!

A good augury for the future of consumers’ cooperation is the
emphasis the organized cooperative groups are placing on the edu-
cation of members and employees, and on better auditing and ac-
counting systems. They are developing centralized services to pro-
vide advice on merchandising methods and store planning, tech-
nical training for managers and clerks, an auditing service, and
laboratory tests of the quality of goods. The Bureau of Labor Sta-
tistics found a sounder development of consumers’ cooperation in
1936 than at any time since it began to study the movement in

21. Ibid,, pp. 10, 11.
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1918. But it also found that many independent and isolated asso-
ciations were far below the general level of the federated groups
in business management and financial and operating stability.??

€. SUPER-MARKETS??

Super-markets in the grocery distribution field have been the
most recent major development. Whether they will prove to be as
important as the department store, the mail-order house, the chain
store, and the voluntary chain, still remains to be seen. Super-
markets of one form or another have been in operation for many
years, but during the depression they experienced a rapid growth.
Their history is somewhat like that of the chain stores. While
chains reached 2 dominating position only in the postwar period,
they had existed on a smaller scale for many years before that.

We lack an acceptable definition of the term super-market. The
super-markets that captured the headlines in the early 1930’s were
known chiefly for their spectacular price advertising. Some of them
used abandoned factories, warehouses, and garages not only be-
cause of lower rents available, but to make, by the very lack of
fixtures, an economy appeal. Often they gathered around their
food departments a variety of other retail outlers, including drugs,
hardware, radio, beauty shops, shoe repair shops, variety lines,
cheaper wearing apparel lines, etc. In such cases the grocery de-
partment was used more or less as a loss leader to attract business
to these other stores or departments. The latter were often leased
to independent operators, rather than being owned and operated
by the same management as that of the grocery departments.

More recently the tendency of super-markets has been to limit
themselves largely to food, to improve the attractiveness of build-
ings and fixtures, to locate in congested areas (rather than on the
outskirts as many of the early super-markets did), and to appeal 10
consumers through lowered costs of distribution on staple prod-
ucts and well-known brands, rather than to act as dumping
grounds for the surplus stocks of manufacturers who could not
find a profitable market elsewhere,

22. Ibid,, pp. 3, 12.

23. Prepared by V. H. Pelz, Director of Sales Research, General Food Sales Com-
pany, Inc,, 1939,
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Chief Characteristics

Even though there is no definite agreement as to what a super-
market is, it is possible to describe the chief characteristics which
distinguish them from other types of retail food outlets—especially
from the large so-called combination stores which handle 2 fairly
complete line of food products. The most important of these
characteristics are:

1. All the important types of food, including groceries, fresh meats, fresh
fish, fresh fruits and vegetables, delicatessen items, bakery products,
dairy products, cheese, and poultry products, are sold under a single
roof. Fusthermore, super-markets are departmentalized because of vol-
ume, to the point where customers are waited upon by separate sales
people in each of the major departments in the store. This is the most
important single distinguishing characteristic between a super-market
and a large combination store. In practically all the latter, 2 single cleck
will sell the customer almost anything in the store except fresh meat.

2. Super-matkets usually, but not always, operate the grocery department
on a self-service basis. This is one of the most important ways in which
operating costs are cut to bring prices lower.

3. Super-matkets usually, but not always, provide parking space for cus-
tomers, either on the property owned by the super-market or near it.

4. Super-markets usually do a volume of business which is larger than even
the largest combination stores. It is impossible to set an absolute mini-
mum volume for a super-market. In general, however, a store doing less
than $5,000 a week on all products should not be classified as a super-
market unless it unmistakably possesses the other characteristics de-
scribed above.

Number of Super-Markets

How many super-markets there are at present is under sharp dis-
pute. The Census of Distribution for 1929 reports a total of 489
grocery and combination stores (both chain and independent),
each with a volume of $300,000 and over, representing 3.9 per
cent of the total volume of business done by all grocery and com-
bination stores. In 1935 the Census showed 479 stores of this size
with the same proportion of the total volume.* Those interested
in the super-market claim there was a considerable increase in the
number of large stores during 1936 and 1937. Although authorita-

24, Census of Distribution for 1929: Food Retailing, pp. 9, 10. Census of Busi-
ness: 1935, Resail Dissribution, Vol. VI, pp. 154-156.
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tive information is not available, in the judgment of persons thot-
oughly familiar with conditions in the grocery field, there were at
the end of 1937 berween 1,000 and 1,200 stores doing a sufficient
volume of business and possessing characteristics to entitle them to
be called super-markets. Growth during 1938 was rapid and it is
safe to say there were berween 2,000 and 2,500 super-markets in
operation (having a volume of at least $5,000 per week) as a
minimum at the end of that year.

Another phase of super-market growth which has caused con-
fusion is the type of ownership and control. Many super-markets
are genuinely independent stores. Others are being operated as
volume outlets by wholesale grocers. Others are owned and oper-
ated by corporate chains, notably the Atlantic & Pacific, American,
Kroger, and Safeway. Many super-markets, especially in southern
California, are members of retailer-owned cooperatives. Still others
are members of wholesaler-sponsored voluntary chains.

Future Importance

Any attempt to appraise the importance or forecast the future
of the super-markets must take into account certain dynamic fac-
tors in distribution. In the first place, it is obvious that the large
volume secured by a super-market can come only from drawing
trade from a much larger area than is normally served by grocery
stores. To induce consumers to travel regularly any considerable
distance to purchase food involves a serious dislocation of normal
food-buying habits. So far the super-markets have depended upon
price as the means of inducing such changes in buying habits. They
have tried to offer large enough savings to offset the time and in-
convenience involved in visiting them, as well as the actual out-
of-pocket cost, for most long-distance shopping is done by those
who drive their own cars.

The energy and aggressiveness with which super-markets have
established themselves has undoubtedly caught competing types
of food outlets off their guard. The average independent retailer
did not have the capital to finance rapid expansion. Only a few
wholesale grocers were strongly enough entrenched to be able to
antagonize their retail customers by opening competing super-
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matkets. The lacger chains—complacent in the belief that they
were invulnerable to anything but the competition of other chains
—have been somewhat slow to recognize the threat of a new form
of price competition offered by the super-market. In the last two
years, however, the threat of chain store taxation has undoubtedly
been a factor in the expansion of corporate chains into supet-
market operation.

Probable Competition

It is inevitable that both chains and independents will look for
ways to meet super-market competition, To the extent that they
succeed they will make it more and more difficult for the super-
markets to draw trade from the present wide areas. To maintain
their position the super-markets will either have to increase adver-
tsing in order to maintain their volume or secure still further
operating economies.

Even now there are signs that super-markets are finding it neces-
sary to incur promotional and business-getting costs. This is nar-
rowing the differentials between the costs and prices of super-
markets and those of competing chains and independents. In this
respect the super-matket may be expected to go through the same
cycle as did the department store. Competition for volume and the
addition of services in the last twenty years has resulted in an
increase in department store operating costs.

Another way in which competition with and between super-
markets will develop is through the search—conscious or other-
wise—for the optimum volume store. Many persons thoroughly
familiar with retail operating costs believe that the most efficient
food stores are those with a volume range of between $75,000 and
$150,000, which is considerably less than the typical super-market
volume. Stores in this volume range, it is believed, can reduce costs
sufficiently to be competitively attractive to consumers in the im-
mediate neighborhood, and thus cut into super-market volume that
has come from distant consumers.

Some of the best informed men in the chain store business are
of the opinion that the chains themselves have not yet reached the
minimum possible operating costs, though.they realize that to do
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so may involve far-reaching changes in present policies and meth-
ods of operation. If this belief is well founded, it is obvious that
the corporate chains will be able to offer increasingly severe com-
petition to the super-markets through narrowing of price differ-
entials that now prevail.

Will They Dominate?

In short, the super-market has increased the pressure to lower
distribution costs just as the chain store did to the independent
retailer-wholesaler grocery distribution structure, and just as the
department store and mail-order house did. If we could assume
that super-markets would continue to grow as rapidly as they have
in the last few years they might fulfill the expectations of their
proponents and become the dominating facror in food distribution.
But in view of the fact that competition has not yet fully caughe
up with them, it is likely that the rate of super-market growth will
slow down and that we shall see a steady increase in the relative
importance of all retail food outlets in the larger volume brackets.
An important contributing factor to this trend will be, as it has
been recently, the growth of the combination store which is able
to supply a full range and variety of food needs.

One of the best informed authorities in the retail grocery field,
who may favor the independent type of operation, has summarized
the furure possibilities of the super-markets as follows:

Some retsiling and consumer trends are favorable to the comparatively
large store. We shall see more lacge srores, at least for the present.- We
shall see many more self-service stores favorably located in residential
areas with parcking lots. In some areas chains will continue to build larger
markets to avoid heavy chain store taxes. We shall see a continuance of the
decentralization of food sales from downtown sections to residential loca-
tons. Apparently, we shall see a healthy growth of medium large markets
atractively designed, well stocked, and well equipped. We shall see a con-
stant improvement in the service features and consumer appesl of thou-
sands of markets. We shall continue to have with us hundreds of large
stores that grew up in the past, long before we thought of calling them
super-markets.23 -

25. Carl W. Dipman, “What is the Super-market’s Real Plaos in the Grocery
Business?", The Progressive Grocer, August 1937, p. 108.
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2. INTERMEDIARY TRADE

In the popular imagination a middleman stands squarely be-
tween every producer and every retailer, exacting a toll on every
article the consumer eventually buys. But 2 glance at the Flow
Chart discussed in Chapter 3 shows that this is at once a distorted
and an over-simplified picture of the role of intermediary or whole-
sale trade in distribution.

The middleman as an independent agency, it is true, is an im-
portant link between the producer and the retailer, but in many
lines of trade the independent middleman is far from a necessity.
More than $37 billion of the nearly $70 billion volume of goods
sold by manufacturers, for example, went directly to other manu-
facturers, to retailers, or to ultimate buyers without the interven-
tion of any middleman—even those owned by producers, retailers,
or copsumers. Thus less than half of the entire output of manu-
facturers in the United States passed through the channels of inter-
mediary or wholesale trade.

- On the other hand, the wholesale dealer is much more than a
mere link between producer and retailer. Out of total intermediary
sales of $69 billion, $16 billion consisted of goods sold to manu-
facturers. Another $16 billion worth went to other intermediaries,
to be resold by them, and more than $8 billion of the intermediary
volume were sold directly to terminal buyers. Only $27 billion
worth, or considerably less than half of the total, was sold to re-
tailers for ultimate distribution to consumers—the process popu-
larly known as wholesaling.

The independent middleman is none the less a very important
agency in the elaborate and complicated system that makes it pos-
sible for producers to sell their goods to distant and unknown buy-
ers and for buyers to get what they want where and when they
want it. To adjust far-flung supply to far-flung demand and to in-
sure that goods made today will find a market months hence is a
costly service. A single retailer may bave on his shelves goods
which originally came from hundreds or even thousands of sepa-
rate factories. He has to depend on the wholesaler for most of his
requirements. The wholesaler assembles from thousands of differ-
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ent sources goods from which the retailer may select his particular
needs in quantities which he may readily buy.

The Necessity of the Intermediary Fanction
Every retailer would have to do business directly with the manu-

facturer of every article he catries in stock if it were not for the
fact that the intermediary dealer performs this function for him.
For example, a retail grocer handling from 1,200 to 3,000 items
may select his merchandise from a typical wholesaler’s inventory
of berween 10,000 and 20,000 items; a hardware dealer stocking
from 3,000 to 8,000 separate items can choose from a jobber's
stock of from 20,000 to 60,000 items; and an independent drug-
gist who may carry as many as 12,000 articles may buy what he
needs from a wholesaler who carries from 40,000 to 60,000
items.2s

_ 'This intermediary function is an essential part of the nation’s
distributive system. If it were not performed by someone our econ-
omy in its present form could hardly exist. But this function does
not have to be carried on by independent wholesalers or middle-
men. As indicated above a large part of the output of our factories
is sold direct to retailers. In these cases the intermediary function
is performed by the manufacturer himself with his own staff. In
many other instances the intermediary agency is set up as a sepa-
rate concern, but owned entirely by the manufacturer, or by one
or more large retailers, or by consumers through cooperatives.
These captive or hired wholesalers are included as intermediaries
in the Flow Chart.

/1 Picture of the Field
Among the important changes taking place in wholesale or
intermediary distribution is an apparent trend away from the inde-
pendent middleman. More and more the intermediary function is
being taken over by manufacturers, retailers and consumers, either
directly or through agencies they own and control. In the follow-
ing pages an effort has been made to picture the field of inter-

26. Theodore N. Beck and Nath 1 H. Engle, Wholesaling—Principles and
Practice, The Ronald Press, New York, 1937, p. 148.
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mediary trade and to measure recent changes in this field.

From the $69 billion level of 1929, the dollar volume of inter-
mediary trade in the United States fell sharply during the depres-
sion to little more than $32 billion in 1933. This drastic shrinkage
was due to the combined effect of falling prices and declining
physical volume. The succeeding years have seen higher prices and
increased volume, with sales totaling $37 billion in 1934, nearly
$45 billion in 1935, an estimated $52 billion in 1936,%” and prob-
ably a substantially larger total in 1937. Thus the 1936 total was
24 per cent under the 1929 peak as compared with 2 33 per cent
decline for retail trade.

Relative Size of Intermediaries by Commodities

Of the $44.7 billion intermediary sales volume in 1935, gro-
ceries and foods was the most important. This commodity group
accounted for $8 billion, or 18 per cent of the total. Raw farm
products amounting to $5.8 billion, or 13 per cent of the total, and
farm products for consumption, with nearly $4 billion, or more
than 8 per cent of the total, were next in importance. Petroleum
products, dry goods, machinery and equipment, and automotive
products followed in importance, Figure 10 shows the relative
importance in terms of dollar sales and number of establishments
of the twenty-two lines of intermediary distribution with one per
cent or more of the total volume of sales in 1935. Differences in
the average scale of operations in various lines are reflected by
comparisons of the distribution of establishments with the distribu-
tion of sales. Thus grocery and food intermediaries, with only 12.5
per cent of all establishments did 18 per cent of the rotal dollar
volume, whereas petroleum product dealers accounted for nearly
16 per cent of all establishments, but for less than 7 per cent of
total dollar sales.

Types of Middlemen
It is even more important, of course, to classify intermediaries
by types of business. The wholesale merchant, purchasing goods

27. Domestic Commerce, U.S. Bureau of Foreign and Domestic Commerce, Febru-
ary 20, 1937, p. 91.
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B Percent of fotal sales 2 Per cent of fotal number of establizhments
oPcrwﬂ osf total salleos and eshllsalishmerdgo

Groceries and foods.
(except farm producis)

Farm products-raw materials

] Farm products-consumer goods
Petroleurn and ifs products
Dry goods
Machinery,equipmert and supplies
(awgfm::al) oésupp
Automotive products

Metals {except scrap)

Tobaceo and its products
(except leaf)

Clothing and furnishings
Electrical goods

Beer, wines and liquors

Chemicals and paints

Lumber and building materials
{other than metal)

Coal and coke

Paper and its producls

Drugs and drug sundries
Furniture and house furnishings
Hardware

Chaiin store warehouses

PIGURE 10. Groceries and foods and farm products accounted for nearly 40 per cent
of the dollg ‘mlmned of intermediary )tnde in 1935, with petroleum products, dry-

N an P following next in importance, (Sowrce:
Table K.)
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and maintaining stocks for resale, primarily to the retail trade,
corresponds with the popular understanding of the term middle-
man. There ate many other kinds of intermediary distributors,
however, each with his own characteristics. Intermediaries may be
grouped as follows:

1. Independent disttibutors who take title to the goods, assume the risks
of ownership, and sell them to the retail trade, taking their compensa-
tion in the form of profits. These are usually known as wholesalers.

2. Middlemen who do not take possession of the goods but act as agents
or brokers, taking their compensation in the form of cormissions ot
fees.

3. Wholeszling organizations set up as distinct operating units, but affili-
ated with either the producer or the ultimate distributor. Manufac-
turers’ sales branches, most of the bulk-tank stations, chain store ware-
houses, and cooperative marketing associations are included in this class.

4. Specialized intermediaties in certain commodity fields. These are assem-
blers and country buyers who operate in agricultural regions either inde-
pendently or on a commission ot salary basis and may be affiliated with
the producer or ultimate distributor.

5. Manufacturers themselves, who often perform the functions of inter-

" mediaries directly and, insofar as they do, should be included in this list.

The Role of Manufacturers

Manufacturers as distributors enter into and cut across all the
other patterns of distribution. They may engage in house-to-house
selling, or sell by mail, or own and operate retail stores. Often
they perform the entire function of the wholesaler, sometimes sell-
ing to all types of retailers and sometimes only to their own rerail
outlets. On the other hand, they may sell their entire output
through independent intermediaries; they may deal with other
manufacturers, producing largely on order; or they may combine
two or more of these methods of distribution. They may employ
one method for one of their products and other methods or com-
binations of methods, for othets; or they may use different meth-
ods for different territories in merchandising the same product.

Although many manufacturers have given up their excursions
into distribution and are now content merely to look for orders
from intermediaries, the manufacturer’s role in distribution is ap-
parently becoming more and more important. Even when conven-
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tional wholesale channels are depended on for the actual physical
distribution the manufacturer of branded goods often engages in
costly national advertising and promotion to create a demand from
the consumer which retailers and wholesalers cannot afford ‘to
ignore.

A manufacturer may criticize the wholesalers as being mere
order-takers, not aggressive salesmen, by which he really means
that they fail to push his product in preference to his competitor’s.
As the wholesaler sees it, however, he should be neutral so far as
manufacturers are concerned and should push only those products
which are most in demand—that is, to take orders via the retailer
from the consuming public rather than from some particular pro-
ducer. The wholesaler regards this attitude as not only fair to the
public but helpful to the manufacturer. The latter is thus com-
pelled to seek profits by adapting his product to the public taste
rather than by aggressive promotion.

Of the various types of intermediaries the wholesaler group is
by far the most important, both in terms of number of establish-
ments and volume of trade. This group accounted for 39.5 per cent
of the total sales of intermediary concerns in the United States in
1935. Manufacturers’ sales branches handled 24.8 per cent of the
total business, and agents and brokers, 19.9 per cent. Table 14
shows the way intermediary trade of the United States was divided
among the various types of agencies in 1935 and 1929—in terms
of the net sales and the per cent of total business of each type.

Shifts and Trends in Wholesale Trade

At one time the retail storekeeper depended almost entitely on
the conventional wholesaler for the bulk of his merchandise ge-
quirements. Over a period of years, however, the conventional
wholesaler has been losing ground, as evidenced by the failure of
many long-established wholesale businesses. Contributory causes
for this decline have been the rapid increase in chain store business
and the consequent elimination of the traditional wholesaler's
services, and the tendency of many manufacturers to expand their
direct selling activities to department stores and other retail oudles.

Only in the past decade, however, have figures been available to
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TABLE 14

DISTRIBUTION OF INTERMEDIARY TRADE BY VARIOUS TYPES OF
AGENCIES, 1935 AND 1929

19358 1929b
’ Per O:nt‘ Per Gen;
Type of Intermediary NetSales  of Total NetSales  of Toral
(In Billions) {In Billions)
United States ‘Total $44.7 100.0 $68.9 100.0
‘Wholesalers 17.6 39.5 29.2 42.5
‘Wholesale merchants 144 322 254 36.8
Importers 1.1 2.4 1.8 2.6
Exporters 6 13 15 2.2
Industrial distributors 4 1.0 c ¢
Drop shippers or desk jobbers 4 08 c ¢
Converters 3 0.6 c c
‘Wagon distributors 2 0.5 < c
Retail perati 1 0.3 c ¢
Voluntary group wholesalers .1 0.2 3 <
Cash and carry wholesalers e 0.2 c <
Mail-order wholesalers e 0.03 < c
Manufacturers’ sales branches 11.1 248 163 23.7
With s 75 16.7 € €
‘Without stocks 3.6 8.1 © ¢
Agents and brokers 89 19.9 143 20.7
Brokers 2.9 65 4.0 5.9
Commission merchaots 2.7 6.0 4.7 6.8
Selling agents 1.4 3.2 2.7 3.8
Manufacturers’ agents 8 1.7 1.8 2.6
Other agents, including export and
impore 1.1 25 11 1.6
Bulk tank stations (petcoleum) 27 6.1 24 3.5
Assemblets and country buyers 2.5 5.5 48 6.8
Assemblers of farm products 7 1.5 2.3 3.3
Cooperati keti iati 10 21 13 21
Elevators 6 13 1.0 14
Packers and shippers 2 0.5 c c
Cream stations e 0.1 U ©
Chain store warehouses 1.9 42 194 238

8. Census of Business: 1935, Wboleuh Dumbma:, Vol. I, p. 56.
1933, Vol. l p. 8-1, These are

b Census of B

mwsed ﬁgures for 1929.

to 1935 not

d Census of Business: 1935, Retail Chains, p. 39.

e, Less than $0.1 billion.
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measute the trends in wholesaling. In 1929, as shown in Table 14,
total sales of conventional wholesale merchants (the largest group
included under “wholesalers™) accounted for 36.8 per cent of the
total volume of intermediary trade, while the business passing
through manufacturers’ sales branches and chain store warehouses
together accounted for 26.5 per cent. By 1935, although the whole-
sale merchant still maintained his position as the most important
branch of intermediary trade, his share had declined to 32.2 per
cent while the other two groups controlied 29 per cent. While the
sales branches of manufacturers sell to wholesalers to some extent,
by far the largest percentage of their business is done with retailers
or industrial establishments.

The shifc away from the wholesale merchant shows marked dif-
ferences among various kinds of trade. In dry goods, for example,
the volume of business done by wholesale merchants declined
over 60 per cent berween 1929 and 1935 while manufacturers’
sales branches dealing in the same line lost not quite 2 per cent in
this same period; the total of intermediary trade in dry-goods
showed a decrease of only 36 per cent. On the other hand, irre-
spective of the degree to which wholesalers in the grocery and
clothing trades lost ground priox to 1929, since that date they have
held a relatively stable proportion of the total intermediary trade.
Table 15 gives in detail the figures showing the place of the whole-
sale merchant in the intermediary trade of each of twenty-three
different groups of commodities in 1929 and 1935.

Shifts in Distribution of Manufactured Goods

Further evidence of the shifts taking place in'the distribution
structure is found in the changes occurring in the distribution of
manufactured goods. In general, they tend to confirm the trends
discussed above. Manufacturers’ direct sales to retailers, including
chains, increased from 20 per cent of the total in 1929 to 22.9 per
cent in 1935, while the volume passing through their own whole-
sale branches rose from 18 per cent to 20.6 per cent. Sales to inde-
pendent wholesalers and jobbers of all types, on the other hand,
declined from 31.8 per cent of the total in 1929 to 27.3 per cent
in 1935. These changing proportions are shown in Figure 11, for
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TABLE 15
COMPARISON OF WHOLESALE MERCHANTS' POSITION IN
1935 AND 1929
Sales Number of Establishments
-
19350 w2 7 e 19200
Per Cenf Per Cen! Per Cent Per Cent
Kind of Business Amount of ‘l‘oul Amount of ‘l‘onl Number of Total Number of Total
(n (Un Un Un
ions) Billions) Thousands) Thousands)

Total Sales of Whole-

sale Merchants $144 1000 $25.4 100.0 717 1000 745 1000
Groceries and foods (ex-

cept farm products) 3.1 21.6 48 188 13.3 17.1 13.9 18.7
Farm products—consumer

18 12.6 3.0 1.7 10.2 131 88 118

Farm products—raw materials 1.0 .1 2.6 102 18 24 30 4.0
Automotive products 8 5.2 13 53 5.6 7.2 3.4 4.6
‘Tobacco aud its products

Cexcept leaf) 8 5.2 E 32 19 25 L6 21
Clothing and furnishings K] 4.3 11 4.2 3.8 49 34 4.6
D K] 4.2 1.6 6.2 28 3.6 34 4.6
Beer, wines, and liquors K 4.1 ° < 3.9 51 ® °
Electrical goods ) 3.9 9 3.3 24 a1 21 29
Machinery eqmpment, supplies

{except electrical) k] 3.3 11 4.5 5.7 73 6.0 8.0
'Drugs and drug sundries 4 9 S5 10 14 1.8 Lt 1.5
Paper and its products 4 2.8 g 2.7 2.5 3.2 2.2 30
Waste materials 4 .7 4 18 48 6.1 3.9 52
Lumber, building materials 3 2.3 Lt 4.5 2.3 29 3.8 4.7
Hardware 3 2.1 J 28 1.0 1.2 12 L6
Farm supplics a7 5 20 14 18 1S
Metals (except scrap) 2 1.6 4 1.6 8 1.0 8 11
Chemicals and paints 2 16 3 13 13 1.7 11 14
Plumbing and heating

equipment and supplies 2 1.5 5 19 1.6 2.1 17 2.2
Furniture and house

furnishings 2 14 4 1.6 1.6 21 14 1.9
Coal 2 14 K] 2.5 4 05 8 10
Jewelry and optical goods 1 1.0 3 1.0 16 20 1.5 21
Petroleum and its products Jd 0.9 5 19 6 0.7 3.0 40
All other products 6 4.4 13 5.0 50 6.5 56 1.5

a. Census of Business: 1935, Wholesale Dimﬁ-ﬂou. Vol. T, pp §6-58,

b. Census of American Business: 1933, Wholesale Distribution, Val, I, pp. -5, a-6. These are
revised figures for 1929,

¢ Not available in 1929.

manufacturers’ sales as a whole and for various important kinds
of goods.

Here again wide variations appear among the different com-
modities in the channels employed. For example, the role of the
wholesaler in the distribution of manufacturers’ sales was drasti-
cally cut in 1935 as compared with 1929 in stone, clay, and glass



601

DISTRIBUTION OF MANUFACTURERS' SALES THROUGH VARIOUS CHANNELS

Per cent of total sales
0 IO 210 30 440 SIO Gg 1? 8? 99 !%0
Through wholesdl To industrial , Retailed
T T roudh uholesdlers Users Trough refiters  drech

e AR RN

All industries 1%
Petroleum and coal products {335

Rubber 1835
e ey Ao

35
Sbnadayfnd glass products 1§35 22 TS
Food and kindred products 735

B2 T 2 T T I T T TS T T T P Tl X
e L e e LS AR

U2 T T T T A I T R T S
e A I T TSI 4TS s IR IS IR TS AQITITRATIRRIRIRNNIRNNNN
—

S
AP I rRII T TS
proroo oo areaorso 70

L e—] N R
Iron and steel 103 o T T T T T T T
and heir products 22552 R T T T T I hinnhhhNnNhne
l 5 LTI T ANVRARRAARARTILNIMAAAN =
Leather and s manufactures 1423 2222272222220 WS
_ —_——
] P s ARTILY ARrITTTITLTL LD
Chemicals andallied products 1§13 22222244 AR TRIIRIIIRRRRNR
N SRS S
Machi ms I T ARITRITIEATIIILILIRIAIIIIRIAIIIIRIARIRA NI
inery PR, allinnimnnan’nnh;hhhha
| M SR L]
B 7 1935 I ArTTIVTLITRRRLRLRRR R
Transportation equipment 1323 P27 ARRINARBINRNNNNN
R I R R I |
Nonferrous mefals 1935 oz Fec oo s Teenreroe s T -
and their producfs 1923 P24 R R R AT TR IR TR
| R _
e TR

IR RIS =

Forest producis %A = e
i [ s e w— T R S T T
Paper and allied preducts 744 N TR S

[ 222 R R R R R R R RN RN
A S R SR P A
4 ; 1935 bz kel e
Textiles and their products 333 B2 W

zrra

Miscellaneous 5
0 10 20 30 40 50 60 0 80 90 100

Ficurs 11. The propomon of mmufm:urexs snles xeuhmg the market thmugh wholes-lers and jobbers decreased materially from 1929 to
1935, while the shares gh their and direct to consumers, showed appreciable gains,

Al:hough e proportions passing througth vanous

Is differed widely among industries, the trends showed sumlmty (Source: Table L.)



110 Dogs DistrIBUTION Cost Too MycH?

products (from 50 to 19 per cent of their total sales) ; in iron and
steel products (from 34 to 13 per cent) and in texdiles (from 22
to 15 per cent). On the other hand the proportion of the total
sales of stone, glass, and clay manufactures made direct to retailers
increased from 6 to 17 per cent and the proportion sold through
their own wholesale branches increased from 5 to 28 per cent be-
tween 1929 and 1935. Iron and steel manufacturers sold 6 per cent
of their total product through their own wholesale branches in
1929 and 21 per cent in 1935.

Caution must be used, however, in assuming from these figures
that permanent changes have taken place in our distributive sys-
tem. The fact that iron and steel manufacturers distributed 2
smaller proportion of their products through wholesalets in 1935,
for example, may have been caused by a temporary shift in the de-
mand for different kinds of iron and steel products which ordi-
narily are distributed in different ways.

3. DISTRIBUTION OF INDUSTRIAL GOODS

American industry is its own best customer. Every factory, and
to some extent every business organization, is 2 buyer—not neces-
sarily of finished goods that people need in order to live, but of
products which industry uses to produce the finished articles and
services which the consumer demands. Goods sold in the industrial
market consist of machinery and equipment and tools and supplies
necessary in the operation of business concerns, but chiefly of raw
materials and semi-fimished products which undergo further proc-
essing and fabrication before they appear as finished goods and
services ready for consumption.

The industtial marker, it must be emphasized, does not apply
to the large volume of goods bought by wholesalers or interme-
diaries and by retailers to be sold again in unchanged form. Also,
for the purposes of this study, supplies sold to farmers are not in-
cluded, for this trade is largely handled by retailets who deal in
consumer goods. The movement of products from the farms to
factories and packing plants, however, regardless of the channels
they follow, is necessarily included in the industrial market.
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Size of the Industrial Marke?

The size and limits of the industrial market are readily apparent
from a glance at the Flow Chart. Purchases of supplies and equip-
ment by the extractive industries, shown by the bands entering
this rectangle from the left, amounted to $1.2 billion. Manufactur-
ing industries, with purchases of $47.2 billion—chiefly raw mate-
rials and semi-finished products for further fabrication—were the
largest element in the industrial market. Among terminal buyers,
represented by the rectangles at the right side of the Chart, utilities
(including transportation agencies and the construction industry)
purchased $7.4 billion worth of industrial goods used in producing
services sold to the public. Institutional buyers, including hotels,
hospitals, government institutions, etc., accounted for an addi-
tional $4.4 billion. Goods sold to the industrial market, therefore,
amounted in the aggregate to more than $60 billion, a larger total
by $11 billion than the sales of all retail stores in 1929.

Nature of Industrial Market

The industrial market differs from the consumer market in many
ways. For one thing, the whole setup of industrial marketing is
relatively simple, as contrasted with the marketing of consumer
goods. Industries generally buy for udlity. Taste and style con-
siderations are almost absent and the buyers of industrial goods,
as a rule, are in 2 much better position to state what they want in
terms of actual standards of utility, than are the shoppers for house-
hold supplies. As 2 result there is much less guesswork, both i in the
production and distribution of industrial goods.

When he is ready to buy, the large industrial buyer has no end
of assistance which the average consumer does not have. He has a
purchasing department trained in the science of buying. In any
case he is not tempted to buy a lathe or a crane because some agent
assures him that it exactly suits his personality and would give him
a reputation as a distnguished manufacturer. He would want to
know, rather—and he would have means of finding out—)ust
what the machine could do. Standardization and buying on spedi-
fications, in fact, have gone so far in the matter of industrial goods
that it is next to impossible for dealers in most raw materials and
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factory equipment to successfully misrepresent their wares.

A large quaatity of typical industrial goods goes through but
one layer of dealers. Some manufacturers sell their large and spe-
cial equipment directly to industrial consumers, leaving only mis-
cellaneous products to be sold by the trade. The bulk of the trade
to small establishments, however, usually passes through one or
more intermediaries.

For many reasons the buyers, rather than the sellers, generally
dominate the industrial goods market. Buying, as a rule, is planned
for a considerable petiod in advance; and with the tendency of in-
dustries to cluster in certain centers, such as automobiles in Michi-
gan and moving pictures in Hollywood, the bulk of the market is
easily accessible to those supplying it. Of the 3,073 counties in the
United States, 106 counties, each with 2 total of $100 million or
more value of manufactured goods, in the aggregate accounted for
almost 70 per cent of the manufacturing of the entire country.
Nearly 94 per cent of our factory output, moreover, was produced
by less than 32 per cent of our manufacturers—those doing an
annual business of more than $100,000 each in 1929.2°

Captive Sources arid Captive Markets

Many industries directly control their most important sources
of supply. Steel companies, for instance, own and operate many
captive coal mines. Both selling and purchasing costs are largely
eliminated. This tends to reduce the costs of distribution of coal
to the actual expense of transportation and accounting. There are
many other similar captive sources such as ores, lumber, rubber,
and other raw materials.

There are also captive markets. Utility companies, for instance,
may be regularly supplied by some large manufacturer of electri-
cal goods who has captured the market through contract or (in
earlier periods) by ownership of stock in a utility holding com-
paay. In such cases it is difficult to say whether the producer or the
buyer of industrial goods really dominates the market.

The economic danger of captuting either markets or sources of
supply is obvious. While such an arrangement may eliminate many

28. Census of Manufactures: 1929, Vol. I, pp. 76, 252.
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real costs it also eliminates competition and often tends to substi-
tute unprogressive routine for the constantly better methods which
keen competitors are forced to discover and adopt. Many manu-
facturers have invested heavily in sources of supply, only to find
in the end that much cheaper ways of supplying their needs have
been developed and are already being used by their competitors.

The Ford Motor Company is often cited as a vertical organiza-
tion which achieves economies through the control of all the proc-
esses of production and distribution from the raw materials to the
finished product. A careful study of Ford practices, however, shows
that the company has regularly been opportunistic in this respect,
readily disposing of its captive interests as soon as the special pur-
pose of each capture has been achieved. Its control of sources of
supply has generally been undertaken not for the purpose of
achieving a monopoly, but in the hope of breaking one.

Distribution of Industrial Goods

The $60.2 billion paid by industrial buyers for goods bought in
1929 includes not only the amounts received by the sellers of do-
mestically produced commodities, but also the costs of delivering
these goods, as well as the money paid for imported goods enter-
ing the industrial market.

Deducting the value of imports and the estimated total of trans-
portation charges leaves a total of $54.7 billion which represents
the sales value of all American goods bought by manufacturing
concerns, public carriers and udilities, hotels, mines, oil wells, gov-
ernment agencies, hospitals, hotels and institutions and other in-
dustrial buyers. The kinds of goods bought and the channels
through which they entered the industrial market are shown in
Table 16. Manufacturing industries, with purchases of $42.1 bil-
lion, were the largest buyers of industrial goods. More than half
of what they bought came directly from other manufacturers.
Other industrial buyers supplied nearly half their needs with pur-

chases from manufacturers. The importance of the middleman
" even in this field, however, is evident from the fact that nearly $23
billion worth of industrial goods, or more than 40 per cent of the
total of $54.7 billion, was distributed through intermediary dealers.



yu

TABLE 16

THE DISTRIBUTION OF INDUSTRIAL GOODS, 19292

(In Millions of Dollars)
‘To Manufacturers ‘To Other Industrial Buyem®
Direct Direct ’ Direct  Direct
l:nm from ‘Through from from Through
Grand Primary anu- Inter- Primary Manu- Inter-
Industry Group Total Total Producers  facturers mediaries Producers facturers  mediaries
Iron and steel and thelr produc 7,2182 6.,410.6 ces 3,994.6 24160 844.7 4599
m_;mﬂd&ﬁm; mr{ '.ruppu:g 27,6135 7,623.1 16578 964.0 5,051.6 —es
D ec! {h except trans-
portation cquipment, P 6,070.6 3,669.2 aen 2,467.8 1,201.7 1,092.2 1,309.2
l‘nﬂls dry goods, appare], etc. 4,893.7 4,891.7 . 2,749.0 2,142.7 Lee 2.0
Minerals, moulerrons saetals sod products 43234 4,239.3 763.6 21266 1,34911 84.1 .
Transportation equipment 3,765.0 1,567.0 e 1,390.8 1765 1,995.9 202.1
Chemicals and al| roducts 2,467.2 2,342.9 . 1,650.2 692.7 1178 6.5
products, lumber, fumiture, etc, 2,420.4 1,829.2 1,208.5 84.0 303.3
Printing and 2,323.2 1,744.6 2744.6 L. 2.3
etroleum and its products 2,103.3 1,674.7 164.5 84.5 2349
aper and alli ta 12739 12362 922.6 313.6 7.8
and coke 1,232.4 799.7 299.4 256.5 264.5
tone, clay, fm and construction materialy 96! 259.7 259.7 ) 147.1
Leather 848 784.8 508.7 279.1 .
Rubber Dmdm:h 8242 324.2 299.3 24.9 o
Miscellaneous, unclassified, and all other 64010  2,692.9 . 396.9  2,2960 3,708.1 3,556.9
Total §4,740.1 42,1398 4,627.3 21,143.6 16,368.9 12,600.3 5372 6,496.9
Lese discount '454.0 KL S gt ' 96.0 s
Plus 2,776.0 2,261.0 400.0 975.0 886.0 5150 20 345.0
Tnul from primary producers and manufac-
uuf through Intermediaries 57,062.1 44,042.8 5,037.3 21,760.6 17,2549 13,019.3* §59.2 5,618.2 6,841.9
Fuel from retail dealers 3798 379.8 ver
Imports plus transportation? 2,767.0 2,761.0 ‘e . an “. ver .
Grand total—industrial matket 60,208.9 47,189.6 e e

3. Dall derived from U.S. Bureau of the Census, Distribution of Sales of
Manujacturing Plants, 1932, Table 2, p. 42. and Wholesale Distribution, 1929,

’hble J. P. 74, and other govermment 5o

“Transportation, puhlh: utilltles, mnsu-ucunn. mines and wells, busines,

pvnmml {nstitutions, etc.
e lndyldu oatural gas and natural gesoline,

$1.2 billion
Flow Chart).

d. Balance goes through intermediaries.

e. This total includes $7.4 billion pun:hm by lhe utilities and $4.4 billion

by Instituticnal buyens (l.huwn a8 “terminal buyers” in the Fly
y the

ow Chart) plus

shown as such on the
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The wide variation in the channels followed by different kinds
of goods entering the industrial market is evident from the table.
A large proportion of iron and steel products—the most important
single class of industrial goods, with sales of $7.7 billion—went
directly from producers to buyers; while the almost equally large
volume of food and farm products reached the industrial market
chiefly through intermediary channels. Intermediary dealers also
play an important—though not dominant—role in the distribution
of iron and steel, textiles, machinery, paper, coal and coke, and
leather products. Transportation equipment, forest products, print-
ing and publishing, and petroleum products, on the other hand,
are distributed to an overwhelming extent directly from producers
to the industrial users.



Chapter 5

\/ COSTS AND PROFITS IN DISTRIBUTION

EARLIER CHAPTERS have discussed some of the reasons for the ex-
panding role of distribution in our economic system and have de-
scribed and measured the agencies engaged in distributing com-
modities. Chapter 3 provided a statistical measure of the flow of
commodities through the channels of distribution and showed how
the successive steps in producing and marketing commodities in-
volve additional costs and result in increased values. At the end
of the entire process consumers and other terminal buyers, as
shown in the Flow Chart, paid a total of $65.6 billion for finished
goods ready for consumption or further use in providing services
for consumers.

What terminal buyers paid for goods in 1929 is a very tough
measure of the total cost of commodity production and distribution
in that year, including as part of the cost, of course, the profits
taken by producers and distributors. This total is not exact, since
it takes no account of inventory adjustments, sales taxes, deprecia-
tion allowances, etc.

As shown in Table 10 on page 62, this $65.6 billion not only
represents the total amount paid by ultimate buyers for finished
goods “leaving the system,” but corresponds to the sum of the
increments of value added at successive stages of production and
distribution, plus all shipping and transportation charges. Obvi-
ously the increment of value at each step—the difference between
the amount paid for goods purchased and the amount received for
goods sold—corresponds closely, but not exactly, to the cost in-
curred at that stage. Thus the $22.4 billion difference between the
$69.6 billion received by manufacturers for their goods and the
$47.2 billion worth of materials and supplies purchased by them
is a rough measure of the costs incurred by manufacturers in

116
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processing and selling their products plus profits, if any.!

In the case of farming, as well as manufacturing and the pri-
mary industries, the increment of value added includes both pro-
duction and distribution costs. Increments of value added by inter-
mediary dealers and retailers correspond very closely to their dis-
tribution costs since their function is almost purely distributive.

1. WHAT WE PaY FOrR CoMMODITY DISTRIBUTION

How much of the $65.6 billion paid for finished goods in 1929
represented costs of distribution rather than production? This
question cannot be answered with any degree of precision in view
of the lack of comprehensive data. An attempt to answer it in-
volves analysis of a muldtude of public and private reports and
statistics and necessitates arbitrary decisions as to what are or are
not “commodities”? and as to where production stops and distribu-
tion begins. Any estimate of the total cost of distribution, there-
fore, must be a rough approximation.

Also it must be remembered that a total figure of distribution
cost throws little light on whether distributive costs are excessive
or distributive operations are wasteful. This is just as true of total
costs as of the cost of distributing a specific product. Estimates of
the total cost of distribution, and of the various categories of ex-
pense which make up the total, are useful primarily as a measure
of the areas within which possible economies in distribution may
be sought.

The Total Costs of Distribution

The estimated total cost of commodity distribution in 1929 was
about $38.5 billion, or almost 59 per cent of the $65.6 billion esti-
mated total cost of producing and distributing commodities. On

1. It is not an exact measure, for one reason because part of the money spent by
factories for marterials and supplies in 1929 was paid for new equipment which
could be used in future years. Not all of the money paid for this new equipment,
therefore, should be charged as & cost against 1929 operations. Offsenting this error,
however, is the fact that depreciation should be charged for the use of equipment
purchased in previous years, but still being used in 1929.

2. See Chapter 3 for definition of commodity as used in this anslysis.
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the whole, therefore, it cost more to distribute goods in that year
than it did to make them, Fusthermore since the dollar volume of
goods sold in more recent years has been consistently less than in
1929 and distribution expenses have been rather rigid elements in
the cost structure it seems probable that distribution constitutes an
even larger share of the total cost of making goods and getting
them into the hands of buyers today.

The largest single elements in the national bill for distribution
were the costs incurred by retailers, by manufacturers, and by inter-
mediary dealers and the amount paid for transportation of com-
modities, as indicated in the following tabulation for 1929:2

Retail trade $12.6 billion
Manufacturing 9.1
‘Transportation 8.8
Intermediary trade 7.0
Other costs 11
Ded Gméso Tm?l Jtin Jics and equi $38.6 billion
uct: st of sel Suy S An uj
ment used by disuib%mrPsP P Jd
Net Total $38.5 billion

Supplies and equipment used by distributors count as expenses
on their books and thus appear to the extent of their full value in
the margins taken by such distributors. But the same supplies and
equipment are also commodities which had to be distributed, and
part of their value reflects distribution expense and appears in the
margins taken by the agencies which handled them. To this extent
their inclusion involves duplication. Accordingly, the estimated
sales cost of supplies and equipment used by distributors—pearly
$100 million—should be deducted from the total costs of distribu-
tion to obtain a net figure of $38.5 billion.

The Items in the Bill

Neatly a third of the total cost of distribution was accounted for
by retail trade—the expenses of selling finished goods to consum-
ers. Manufacturers’ distribution costs accounted for almost a fourth
of the total, and transportation costs were nearly as large. Inter-
mediary trade followed in importance, accounting for somewhat

3. See Appendix Note II for sources.
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less than 2 fifth of total costs. The $1.1 billion “other costs’™ shown
above include nearly $600 million paid for national advertising
(exclusive of advertising expenses included in the costs of retailers
or other distributors as described in Chapter 8) more than $300
million of interest charges paid by consumers for instalment loans
and about $200 million representing costs of distributing natural
gas.

Although all of the figures given above are estimates, the retail
and intermediary costs and transportation charges are probably
more nearly accurate than the estimate of manufacturers’ distribu-
tion costs. This $9.1 billion item may be subject to 2 considerable
error in view of the small sample .on which the estimate was
based.4 ‘

In addition to selling expenses manufacturers incur purchasing
costs which cannot readily be segregated from other operating
costs but which have been variously estimated up to $1 billion
annually® These costs might as properly be charged to distribu-
tion as to production, but have not been included in the tabulation
above. Another item not included in the total of distribution cost
is the selling expenses of farmers and primary producers. These
expenses, which cannot be estimated, are probably not large, how-
ever, except for transportation charges, which are accounted for
separately above.

On the whole it seems likely that any possible over-statement of
the total of manufacturers’ distribution costs is largely or entirely
offset by failure to include any estimate of primary producers’
selling expenses or of manufacturers” purchasing costs, and that
$38.5 billion is a reasonable approximation of the total cost of
distributing goods in 1929. This comes to 59 per cent of the total
cost of production and distribution. Hence it costs more, on the
average, to distribure goods than it does to produce them. A con-
siderable part of the total cost of living can therefore be traced to
the processes of gerting things to people in usable or convenient
form.

4. See Chapter 7.

5. As verbally rep d by a
chasing Agents.

of the American Association of Pur-
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\/2. PrOFITS IN DISTRIBUTION

From the standpoint of the buyer what he pays for goods is their
“cost” to him, although the price paid includes the profits as well
as the operating expenses of the producers and disttibutors who
supply the goods. Sometimes, of course, the distributor’s operations
are carried on at a loss, in which event the price paid for the goods
does oot fully cover the distributor’s costs. Since the following
chapters are based on an analysis of cost from the standpoint of
the distributor—i.e., operating expenses exclusive of profits—it
may be worthwhile at this point to give some consideration to dis-
ibutors’ profits and losses. Are the profits of middlemen and re-
tailers, as many believe, largely responsible for the high cost of
distribution?

Some distributing organizations, it is true, particularly those in
the newer and more successful braaches of retail distribution, have
been conspicuously profitable. Thus eight of the leading national
“variety” chains, according to the SECS ecarned annual profits
amounting to about 8 per cent of their total sales during the past
few years. In this case average prices charged consumers could
have been reduced by 8 cents on the dollar if profits had been
eliminated entirely. But 8 per cent on sales is undoubtedly far
above the usual rate of profits in distribution. For every outstand-
ingly successful distributor there are many others that barely break
even, and some that operate at a loss even in good years.

Half of Corporations Unprofitable

In 1936, for example, 76,257 of the 149,805 trade corporations
in the United States, or more than half of the total number, re-
ported a loss on the year's operations to the Bureau of Internal
Revenue. These unprofitable distributors reported gross income
(total sales plus other income) of $8,460,648,000, and expenses
(deductions) of $8,673,702,000, or a net deficit of $213,054,000.
Even the 69,263 distributors operating at a profit reported a net
income of only $1,136,410,000 on gross income of $34,810,547,-

6. As reported in The New York Times, Rebruary 15, 1939.
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000, or little more than 3 per cent on sales. Considered as a single
group the corporations engaged in distribution reported a profit of
only $923 million on a volume of $43.3 billion, or little more than
2 per cent on sales in one of the most profitable years since 1929.7

These figures, it must be remembered, refer only to corporations.
For every incorporated distributor there are perhaps ten organiza-
tions operated by individuals or parmerships. These are usually
small and often unprofitable. Furthetmore, profits for years like
1929 and 1936 must be offset against losses for depression years
like 1932 and 1933. A study made by the Harvard University Bu-
reau of Business Research of operating results of several hundred
department stores over 2 period of eight years showed that the
only yeats in which profits were made by the group as a whole
were 1929, with 1.2 per cent on sales, and 1936, with 1.6 per cent.
Losses rose as high as 6.4 per cent of sales in 1932.%

Profit Figures by Groups

Figures collected by Dun & Bradstreet confirm the conclusion
that distributors profits do not constitute a very large proportion
of the total costs of distribution. In the retail food, beverage, and
restaurant group profits in 1936 ranged from 1.2 per cent of sales
for fruit and vegetable markets, and 1.7 per cent for grocery stores,
to 7.1 per cent for drinking places. In the general merchandise
group profits amounted to 2.3 per cent of sales for country general
stores and to 2.6 per cent for large city department stores, but were
as high as 6.6 per cent for variety stores. Motor vehicle dealers
reported 2 profit of 2.2 per cent of sales, and filling stations
showed 2.3 per cent. Profits of jewelry stores amounted to 4.8 per
cent of sales, hardware stores made 3.6 per cent, furniture stores,
6.6 per cent, radio stores, 5.9 per cent, and refrigerator stores, 7.3
per cent® Fairchild’s Financial Manual reports an average profit
of 4.2 per cent of sales for a group of “independent and chain de-
partment stores, specialty shops, variety chains and mail order

7. Statistics of Income for 1936, Preliminary Report, U.S. Bureau of Internal
Revenue, 1938, pp. 6-7. °

8. Operating Results of Deparimens and Specialsy Stores in 1936, Harvard Bu-

reau of Business Research, Bulletin No. 104, p. 3.
9. 1937 Retil Survey, Dun & Bradstreet, Inc.
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-bouses” with a total sales volume of about $3.2 billion in 1938.

Published figures of retail operating results, however, are neces-
sarily based on limited samples with inadequate representation of
the vast number of very small retail stores. Since the great majority
of these small enterprises earn little or nothing beyond a meagre
living for their owners, the average rate of profit for retail trade
as a whole is undoubtedly considerably less than published figures
appear to indicate. Considering the entire retail feld and offsetting
good years against bad it is not unreasonable to suppose that the
average profit ratio is not more than 2 per cent on sales and may
be as low as one per cent.

Among the wholesale trades covered by Dun & Bradstreet sur-
veys, wholesale grocers earned 1.3 per cent on sales in 1936, con-
fectionery wholesalers made 2.2 per cent, dry-goods wholesalers
earned 2.7 per cent, while profits of paint and varnish wholesalers
ran as high as 4 per cent of sales.!! These ratios reflect operations
of wholesale merchants, which account for only a third of all inter-
mediary trade. Other types of intermediaries, such as brokers and
agents, have much lower profit ratios, if indeed their profits can be
distinguished from personal compensation. Manufacturers’ sales
branches and chain store warehouses, which account for a consider-
able share of total intermediary trade, are conducted on a non-
profit basis except as their profits are included in those of the
parent orgénization. Taken as a whole it seems unlikely that profits
in intermediary trade amount to as much as one per cent of the
total volume of sales.

All these figures, it must be remembered, relate to operations in
a fairly profitable year. During the depression years 2 considerable
proportion, and probably a majority, of distributors showed a net
loss on their operations.

Distributive profits of manufacturers are hard to estimate with
accuracy. Published figures show total profits and do not distin-
guish berween those resulting from distribution and those atis-
ing from strictly production activities. All manufacturing corpora-

10. Fairchild’s Pinancial Mansual, Fairchild Publications Corporation, New York,

May 1939, p. 6.
11. 1937 Wholesale Survey, Dun & Bradstreet, Inc,, Reports Nos. 1, 3, 4, 7.
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tions in the United States, according to their 1929 reports to the
Bureau of Internal Revenue, showed net income (after payment of
income tax) amounting to 5.4 per cent of gross income. In 1930
the profit ratio fell to 1.4 per cent, and in the three succeeding years
net deficits were incurred, ising to almost 6 per cent in 1932. For
the seven-year period from 1929 to 1935 profits averaged less than
one per cent of gross income; and, of course, only part of this can
be charged to distribution operations.?

Transportation charges are an important share of the total dis-
ribution cost but here again profits in recent years have been small
or non-existent. Net income of the railways—by far the most im-
portant freight carsiers—dropped precipitately from the 1929
high point of more than $800 million and since 1931 have failed
in any year to recover more than a small fraction of their decline.’?

Three Cents of Consumer’s Dollar for Profis

On the whole it seems clear that average profits taken by dis-
tributive agencies in recent years do not constitute a very large part
of the price paid by consumers for finished goods. With manufac-
turers’ distribution profits and those of intermediary trade probably
averaging less than one per cent of sales and retail profits amount-
ing to no more than 2 per cent, it seems unlikely that aggregate
distribution profits amount to more than three cents out of every
dollar paid for finished goods by consumers and other terminal
buyers, or to more than 5 per cent of the total amount paid for the
services of distributive agencies. Substantial economies in the field
of distribution, it seems clear, must be sought chiefly in reduction
of operating expenses, either through eliminatiod of services or by
performing distributive services more efficiently and economically.

3. UpwARD TREND OF DiSTRIBUTION CoSTS

‘Whether or not distribution “costs too much” today, it is clear,
as pointed out in Chapter 1, that the spectacular gains achieved in

12. Compiled from Annual Statistics of Income, U.S. Buzeau of Iaternal Revenue,
by the National City Bank of New York, March 1938.

13. Debts and Recovery, 1929 1o 1937, The Tweatieth Century Fund, New York,
1938, p. 192,
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productive efficiency during the past six or sevea decades have not
been duplicated in the field of distribution. Furthermore fragmen-
tary data indicate that the wend of distribution costs appears to
have been markedly upward for a considerable period of years
prior to 1929, even though sales volume also was generally on the
increase. With declining sales after 1929, of coutse, operating ex-
pense ratios rose rapidly to a peak in 1932-1933. A general decline
in cost ratios has since taken place. Operating expenses appear to
be relatively inflexible, so that when sales decline rapidly expenses
do not decrease in the same proportion.

What data we have show that in certain lines at least retail
operating expenses have risen to higher levels over a petiod of
years. For example, one study shows that Ametican department
stores with annual sales of less than $500,000 increased their ex-
pense ratios from 27 per cent of net sales in 1922 t0.30 per cent
in 1929, and then to 37 per cent in 1932.1 The rise in expenses
during the period was not confined to one or two items but was
general through the various accounts: payroll, real estate, adver-
tising, supplies, service purchased, and communication. By 1936
expense ratios had been reduced, but not to the 1929 level.

Another study shows the same general tendencies in department
stores with more than $1 million of annual sales volume over the
period of 1921 to 1934 inclusive.’® In 1921 costs were 28.6 per
cent. of sales. In 1932 they reached a peak of 39.6 and in 1934
they were 36.2 per cent of sales.

There is at least some evidence of the same upward trend in the
wholesale business. For example, a year-to-year analysis of seven-
teen identical grocery wholesalers in Ohio shows a slow but steady
rise in expenses from 8.9 per cent in 1924 to 9.8 per cent in 1929,
then to a peak of 12.6 per cent in 1932, followed by a recession to
10 per cent in 1934.1

14, Carl N. Schmalz, Operasting Results of Depariment and Specialty Stores in
1951, in 1932; Harvard Bureau of Business Research, Bulletins Nos. 88, p. 5; 91,
p- 2

15 Edward A. Filene, Next Steps Forsward in Retailing, privately printed, Boston,
1937, p. 18. Based on Harvard Business School studies.

16. Operating Resslts of Obio Wholesale Grocers—Year 1934, Ohio State Uni-
versity Bureau of Business Research, p. 13.
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Similarities in Europe

The upward trend of distribution costs seems to be just as true
of European countries as of the United States. Available evidence
indicates that costs have risen in Europe for most kinds of business
as much as they bave in this country. This approximate parity was
especially true in 1929, but during the depression period the vol-
ume of sales in the United States decreased more than in most
European countries, without a corresponding decline in expenses.
Thus the expense ratios for depression years show a greater dis-
crepancy between Europe and the United States than a normal
year would reveal.

Comparisons with foreign countries are difficult because of many
differences in the retail struccure of the United States and Europe.
A much larger proportion of European trade is in staple commodi-
ties and necessities, which have lower disttibution expenses. Wide
differences in the range of stocks carried, the services rendered, the
use of advertising, allocation of taxes and other important factors
influencing costs need also to be taken into account. The tasks per-
formed by retail trade in one country may differ so widely from
another that a simple comparison of gross margins does not prove:
that the work of providing people with goods is more economically
conducted in one country than another. h

In spite of many variations in the economic structure of the
United States and European countries, however, total average ex-
pense margins appear to be strikingly similar. This indicates, ac-
cording to Julius Hirsch,” that underlying trends in distribution
and cost relationships have been similar in Europe and America.
In the United States, for instance, average retail costs in 1929, on
a comparable basis, were only slightly higher than in Europe—26
per cent of retail sales as compared with 24 per cent in Germany.
Wholesale foodstuffs expense ratios for roughly comparable years
also show fairly close similarity—11.8 per cent for Germany, 10.6
for the United States, 10 for Norway, but only 7.6 per cent of sales
for Holland. Labor and advertising costs were higher in the United
States for similar business units, but the burden of taxation was

17. Julius Hirsch, Standard Figures for Purposes of Business Research (unpub-
lished mimeographed manuscript), pp. 19, 27, 28, 29, 174.
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somewhat lower in this country than in some European countries.

More Facts Badly Needed

That distribution costs form a large and growing share of what
we pay for goods does not prove that distribution costs too much.
Most of the facts needed to answer this question are not yet avail-
able. In spite of the information provided by the Censuses of 1929,
1933, and 1935, whole areas remain dark. Manufacturers’ selling
costs, for example, have had only superficial attention, and vir-
tually no data exist on the distribution costs of raw material pro-
ducers. Still more important, there has as yet been no integrated
study of distribution, commodity by commodity, from their appear-
ance as raw materials through all the channels of distribution to
the point where they are bought as finished products by consumers.

It is the purpose of the following chaptets to compare the costs
of some of the established forms of merchandising for which fig-
ures are available, to contrast different methods used to perform
the same or similar distributive functions and to analyze some of
the factors which influence these costs. In the chapter that follows,
retailers’ costs are reviewed from vartious angles. The expenses of
retailing by stores handling different kinds of commodities are
compared, and wide variatons are shown between the different
lines of trade. Compatisons are made of the relative operating
costs of the different types of stores—independents, chains and
super-markets, and here again the differences are great. The influ-
ence of the chief factors in retailing expense, such as wages and”
stock turnover, is also discussed.

In the succeeding chapter the operating costs of intermediaries
and producers are reviewed and comparisons made among vari-
ous types. Not only are there wide cost variations between the
different lines of trade and types of operation; but, within each
group, differences occur between individual concerns. In this study,
however, it has not been possible to study the operations of indi-
vidual firms, but only to compare the sesults among different types
of operation and kinds of business.



Chapter 6

THE COSTS OF RETAILING

RETAILING Is the most costly part of the distribution process. As
shown in the preceding chapter, consumers paid about $12.6 bil-
lion for the services of retailers in 1929, or nearly a third of the
entire cost of commodity distribution in that year. When this sum
is compared with the total volume of retail sales—$49.2 billion—
it is also clear that retailing costs more per dollar of sales than do
the services of intermediary trade or the distributive services of
manufacturers. The reasons for the high cost of retailing are obvi-
ous. Breaking up goods into small lots and making them available
to 130 million people is obviously a far bigger job than the distri-
bution of the same goods in much larger lots to a mere million.
and a half retailers, or in still larger lots to 177,000 wholesalers.

Even small retailers may have to buy as much as $100 worth of
goods in a single order, but few retailers sell in any such amount.
An extreme example of the small size of retail purchases is fur-
nished by one large drugstore chain which reports confidentially
that its average sale per customer amounts to twenty-two cents.
This chain’s trade may be dominated by sandwiches, sodas, ciga-
rettes, chewing gum and other low-priced goods, but it would
doubtless lose the trade in these items if it did not carry a rather
full line of what the average American now expects to find in 2
drugstore.

That means a large inventory—stocks of thousands of varied
commodities, many of which are rarely called for. If everybody
preferred the same toothpaste, the same face powder, and the same
brand of candy, and if everybody with a cold or a headache asked
for the same remedy, a retzil drugstore’s task would be a simple
one. But few, if any, retail stores have any such simple task.

127
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Operating Costs

Out of every $100 which customers paid to retailers in 1929,
about $73, on the average, was paid by the retailer for the goods
sold, and $25 or more went for his operating expenses. Of the
latter sum more than $14 was paid out for wages, including an
estimated remuneration for proprietors. Of the remaining $11,
rent accounted for more than $4 and the remainder of $7 went for
light, fuel, supplies, interest, etc.

During the years following 1929, because of price reductions
and shrinking physical volume, dollar sales fell off more rapidly
than expenses so that by 1933 total operating costs had risen to
more than $32 per $100 of sales. With the recovery in retail vol-
ume after the depression the expense ratio fell toward the 1929
level, and by 1935, when retail sales had reached the §33 billion
mark (compared with the 1929 sales volume of $49 billion and
the low point of $25 billion in 1933), operating costs amounted to
$27.50 of every $100 worth of goods sold.

In this chapter an attempt is made to measure and examine in
greater detail the principal elements of cost in retail distribution.
Comparisons are made among retail stores handling different
kinds of commodities, among stores of different operating types,
and among stores of different size and in cities of different size.
The influence of the chief factors affecting retailing expenses, such
as wage costs and stock turnover, are also discussed.

1. COMPARISONS BY LINES OF TRADE

A comparison of the figures on operating costs of retailers in
different lines of trade—grocery stores, automobile dealers, furni-
ture stores, etc.—shows wide variations according to the kinds of
goods sold. Expenses of restaurants, for example, amouated to
fifty-two cents for every dollar of sales. General stores, at the
other extreme, and automobile dealers, carried on their business
with an operating expense of only sixteen cents on the sales dollar.

1. Assumed to be equal to the average earnings per full-ti ployee for each
particular line, It is esti d on the basis of a special Census tabulation that as
many as 40 per cent of all retail stores are op d entirely by propri and their

families, who get no stated payment for their services.
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Between these two extremes were sixty-three other groups of re-
tailers as classified by the Census.

Operating expenses expressed as a percentage of net sales are
shown in Figure 12 for seventeen of the most important kinds of
retail business, as well as for retail trade as a whole, in 1929 and
1935. The principal elements of operating expense—wages and
rents—atre also shown.

High and Low Costs

Food sold in a restaurant has to be cooked before it is served,
and the high cost of running such an establishment is due to the
fact that its function includes processing and serving as well as
selling. The next highest costs are found in a typical luxury trade
—jewelry—and the next in furniture and apparel in which style
and service play a most important part and turnover is not very
rapid because of the high unit price of the goods sold. Costs were
lowest in general stores, most of which operate in small towns and
country districts where rents and labor costs are less than in the
cities.

Operating expenses were low, on the whole, in stores dealing in
standardized basic necessities of low unit cost, such as groceries,
where not much effort is involved in selling and servicing the cus-
tomer. Selling articles of high unit cost, on the other hand, such
as clothing and furniture, where the customer shops around exten-
sively, takes a long time to make up his mind and then may require
service and alteration, involves greater expense. But there are some
exceptions to these tendencies. In spite of the high unit costs of
their products, automobile dealers reported low operating ex-
penses, perhaps because automobiles are highly standardized and
are sold to a large extent by the national advertising of the manu-
facturers. Cigar stores, on the other hand, although they deal in
standardized low-priced commodities, were not conspicuous for
low expense ratios, partly because of high rental costs.

When total operating expense is subdivided into its principal
components—salaries and wages, rents, and all other expenses—
marked variations among different lines of trade also appear.
Wages and salaries in every instance are the most important single
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eral among various kinds of retail business—reflects relatively rigid coses, wit
stantial shrinkage of dollar sales, Wages, constituting over total expense, as
well as other items, were reduced less than the volume of sales. (Sowrce: Table M.)
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item of cost, amounting to 15.5 per cent of net sales, or well over
half the total operating expense of retail trade as a whole in 1935.
Restaurants, as might be expected, showed the highest ratio of
wage costs to net sales (24.9 per cent), followed by jewelry stores
(22.2 per cent) and furniture stores (17.5 per cent). In these
three trades wages amounted to nearly half of total operating
costs. At the other extreme, wages amounted to less than 11 per
cent of net sales in combination grocery and meat stores, general
stores and motor vehicle outlets. But in each of these trades pay-
rolls made up considerably more than half of the total expense of
doing business.

Rental costs also show wide variations, and little consistent rela-
tionship with other items of expense, except that groceries, motor
vehicle dealers and general stores, which showed the lowest total
expense ratios, also had the lowest rental costs—ranging from 1.2
to 2.8 per cent. Cigar stores, shoe stores and restaurants showed
rent-cost ratios of close to 7 per cent, higher than for any other
groups. '

“All other expenses” include various miscellaneous cost items,
among which taxes have become important. Restaurants top the
list in all other expenses with a 20 per cent ratio, followed by
jewelry, furniture and deparument stores with more than 12 per
cent. The lowest ratios, of about 4 per cent, are those for general
stores and filling stations and for cigar and grocery stores.

Changes in Costs by Years

Changes in operating expenses in relation to sales of each of the
different kinds of retailers can also be compared for the years
1929, 1933 and 1935, when Census figures are available. For retail
trade as a whole they show a sharp increase from 1929 to 1933
(from 25 to 32 per cent of sales), when retail sales-volume suf-
fered 2 sharp shrinkage, and a moderate decline in the recovery
years from 1933 to 1935 (from 32 to 28 per cent). Expense ratios
for 1929 and 1935 are shown in Figure 12 and for 1933, as well,
in Table M of the Appendix.

These ratios of course do not measure the increase or decrease
in the actual dollar costs of operations. Since costs are expressed
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in relation to sales they are influenced largely by changes in the
dollar volume of sales. This is especially true when it is realized
that many of the costs of doing business—like rent, interest, and
even payrolls—cannot be adjusted quickly to the amount of busi-
ness done. One would expect, therefore, that in a depression year
like 1933 operating costs would be larger in relation to sales than
in a boom year like 1929.

However, some of the individual groups show lower expense
ratios in 1935 than in 1929, despite the smaller volume of dollar
sales. Notable among these were motor vehicle dealers and cigar
stores. Department stores and drugstores came close to the 1929
level. Between 1933 and 1935 all groups showed reduced expense
ratios, with the exception of restaurants and cafeterias which actu-
ally had higher expense ratios in 1935.

Much of the increase in expense ratios between 1929 and 1935
was caused by a rise in expenses other than payroll and rent, which
individually were the largest items in both years. For retail trade
as 2 whole, costs were higher by $2.70 per $100 of sales in 1935
than in 1929, the increase in miscellaneous items of expense ac-
counting for $1.80 of this amount.

The Census reports give no explanation of the relatively large
increase in miscellaneous expense, but figures on department stores
submitted to the Harvard Bureau of Business Research indicate
that rigid and heavier raxes were partly or largely responsible.
Miscellaneous expenses more than doubled in restaurants and cafe-
terias, while payrolls and rents remained virtually unchanged.
Other lines of business showing relatively large increases in costs
other than personnel and rent were jewelry stores, meat markets
and combination grocery and meat stores.

Rental costs, which are usually considered a rigid item of ex-
pense, were reduced in relation to sales in nearly all of the seven-
teen lines of trade. This reflects the heavy reduction in rentals on
store properties. The 1929 rental-expense ratios in various trades
appear to have been unreasonably high because of the active bid-
ding for preferred locations which was going on at that time be-
tween various chain store organizations. Cigar store rental costs
were reduced from 9.3 per cent of net sales in 1929 to 7.7 per cent
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in 1935. Possibly this was related to the reorganization of some
of the larger cigar store chains and the consequent modification of
long-term high-cost leases.

2. COMPARISONS BY TYPES OF STORES

The line of trade or kinds of goods sold by the retail unit is not
the only factor affecting operating costs. The type of store is also
important. Independents, chain stores, direct selling methods, mail-
order concerns, etc., show varying costs in selling the same com-
modities. These variations are in many respects more significant
and interesting than differences based on the kinds of goods sold,
and they are of great current public interest because of the hue and
cry over chain stores and other newer types of retailing.

a. ALL GROUPS COMPARED

Great care must be used in comparing the costs of different
types of stores, however. If one type shows lower costs than an-
other it does not necessarily follow that actual distribution has
been accomplished at lower cost to the consumer. The consumer
should expect to find lower prices at a self-service store than at a
store where he has the aid of a salesman and the service of an
organization willing to deliver the goods to his home on trial and
to take them back if he finds them unsatisfactory. According to the
distributor’s cost sheets, the cost of selling in the first case would
be far less than in the second—so much so, perhaps, as to account
for the full difference in price. This does not mean that the one
store is more ot less efficient than the other, but merely that it per-
forms less service than the other.

Whether this is an advantage to the consumer depends upon
whether he can better afford to spend his own time and effort in
serving himself. If so, self-service is the answer, but if he attaches
considerable value to his own time and effort, it may not be. The
ultimate test of efficiency is not found in the price tag, but in the
relation between what the consumer pays and what he gets for his
money in terms of goods and service.

Where a certain type of store attracts increasing consumer pa-
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tronage, however, it may reasonably be inferred that it is meeting
a demand and therefore giving relatively efficient service to its pa-
trons. This holds true when services and costs are increasing or
when lower costs are achieved by eliminating such services as
credit accounts and delivery, which the patrons would often rather
do without or perform for themselves, particularly in a declining
market when competition is keen.

Independents’ Costs Higher

In spite of all the attention centered in recent years on the
growth of chains and other mass distribution types of retail opera-
tion, independently owned single stores still do nearly two-thirds
of the total volume of retail business in the United States. Single in-
dependent stores, on the average, had an operating expense ratio of
28.7 per cent of net sales in 1935, slightly higher than the 27.5 per
cent ratio for retailing as 2 whole. Independently owned two-store
and three-store units showed appreciably lower operating costs;
but local branch systems had a 32.4 per cent expense ratio. Chain
stores, as a group, showed lower cost ratios than independents.
Sectional and national chains, which account for nearly a fifth of
the total retail volume, had a ratio of only 24 per cent of ner sales.

Of the other types of retailing, mail-order houses also had a low
expense ratio (25.4 per cent), but not as low as specialized types
such as commissaries, with 14.9 per cent. The highest cost—nearly
forty-six cents out of each dollar of sales—was incurred by direct
house-to-house selling, but this type of operation is not strictly
comparable with other types of retailing since its cost undoubtedly
includes a large part of the wholesaling function. Expense ratios
for various types of retail stores and the relative importance of
each type are shown in Figure 13.

In comparing Census figures on independents and chains, sev-
eral points should be kept in mind. First, the chain expense figures
include only the costs of operating the retail stores and a pro-rara
(probably small) share of the expenses incurred in the central
offices and warehouses which serve the stores. Since the larter per-
form the same essential functions for the chain stores as a whole-
sale merchant does for independent retailers, chain warehouse ex-
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share of the business substantially between 1929 and 1935. (Sosree; Table N.)
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penses may properly be considered a part of wholesaling expense.

The central offices of the chains, however, perform some costly
functions, such as administration, accounting control and buying,
which appear in the expenses of the independents, but only to a
small extent in the data for the chain retail store. The general
average cost of operating chain retail units for all kinds of busi-
ness in 1935 was 25 per cent, When all the expenses of chain cen-
tral offices and warehouses are added, the total cost reached 27.2
per cent. Even this figure is somewhat under the average expense
of the independents, which was 28.4 per cent in 1935.

In comparing costs of chains and independents it should also be
realized that the typical chain store is located in centers latge
enough to assure a substantially larger volume than the average
for independents and that it deals in the kind of goods which have
a consistent and usually heavy turnover. The independents, on the
other hand, include a widely dispersed and heterogeneous number
of small outlets whose services, though expensive, may be essen-
tial, Furthermore the independents include not only well-organ-
ized stores with merchandising experience and trained manage-
ment and personnel, but also many ventures on the part of people
with no business experience, whose main reason for entering busi-
ness may have been the mere lack of any other profitable employ-
ment.

Cost and Sales Variations, 1929-1935

Expense ratios for all kinds of retail stores, as we bave seen, were
higher in 1935 than in 1929, although not as high as they were in
1933. With very few exceptions, this was true whether the busi-
nesses were under chain or independent management, but differ-
ences in the degree to which sales volume declined and expenses
increased are marked and significant.

The independents as a group suffered a severe loss of volume in
1933, and largely in consequence of this, a sharp rise in operating
expense. Chain stores also lost in dollar volume and experienced
increased costs, but to a much less marked degree. But by 1935 this
wend was reversed, and the independents increased their sales and
decreased operating expenses at a more rapid rate than the chains.
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Between 1929 and 1935, however, the chains strengthened their
position in the retailing field. With a loss of 23.2 per cent in
dollar volume—as compared with a 36.3 per cent drop in sales
for the independents—chain stores increased their share of toral
retail business from 20 per cent to 22.8 per cent, Expense ratios of
the independents rose from 25.6 per cent of net sales in 1929 to
28.4 per cent in 1935, half again as much as the chains, which
increased from 23.3 to 25 per cent.

Comparisons between independents and chains in different lines
of trade are still more illuminating. Although chain organizations
as a whole increased their share of the total business by 3 per cent
between 1929 and 1935, the sectional and national organizations
in particular made rapid strides by increasing their proportion
from 12.5 per cent of all retail business in 1929 to over 19 per cent
in 1935. Contrary to what might be expected, this gain in dollar
volume and relative position was accompanied by an appreciable
increase in their expense ratio. The two other principal types of
chains, the local and manufacturer-controlled groups, lost ground
in sales and experienced a much larger tise in the relative cost of
doing business than did the sectional and national organizations.

Reasons for this general trend toward higher expenses are not
entirely clear but mounting chain store taxes are probably at least
partly responsible. It is significant that although sectional and na-
tional chains and single-store mdependenm showed roughly com-
parable increases in expense ratios, this development accompanied
a loss of nearly one-third in the dollar volume of the independents
and an actual gain in business on the part of the chains.

Among other types, commissaries and company stores had low
operating costs. This may not be significant, however, since these
stores may be virtual monopolies and their prices (which are not
reported) may be out of line with prices of other oudets. Such
stores are under no compulsion to make profits since the commis-
sary may be operated as a convenience rather than a business. Al-
though commissaries had almost regained their 1929 volume by
1935, their operating costs went up considesably.

Direct house-to-house selling, on the other hand, was one-third
greater in volume than in 1929, but was operating at only slightly
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lower cost. This business was even larger in 1933 before recovery
got under way, reflecting the fact that the great numbers of people
who go into business during times of widespread unemployment
find house-to-house selling one of the easiest fields to enter.

b. CHAINS VERSUS INDEPENDENTS

The most significant cost comparisons are between various types
of stores selling similar articles. It is more illuminating to compare
operating costs of different types of stores dealing in foods, such
as single-store independents, retailer-cooperatives, voluntary or
corporate chains, or super-ma.rkcts, than to compare expenses of
food stores with those of furniture stores. Real comparability, of
course, would require that a whole series of conditions be care-
fully established. Among the more important factors affecting
costs are the kind and quality of services rendered by the store, the
size of the business and the size of the city. The limited statistics
on these points are discussed in a later section of this chapter.

In this section a comparison. is made of the trends in sales and
operating expenses of chains with all other types of stores in
twelve selected kinds of business. Since all other types are over-
whelmingly independently owned the data really provide a com-
parison of chains and independents. Expense ratios and changes in
net sales in 1929 and 1935 for chains and all other stores for these
twelve lines of trade are shown in Table 17.

‘TABLE 17

SALBS AND OPERATING EXPENSES OF CHAINS COMPARED WITH ALL
OTHER STORES BY SELECTED KINDs OF BUSINESS, 1935 AND 1929

Per Cent Expenses:
Per Cent of of Change in Per Cent of
Total Net Sales  Dollar Volume Net Sales®

Kind of Business 1935 1929 1929-1935 1935 1929
United States Total—
el kinds of business 100.0 1000 -32.5 275 248
Chains 228 20.0 -23.2 250 233
Independents and all others 77.2 80.0 -34.8 28.3 256

Independents 73.1 77.5 -36.3 284 256
All others 41 2.5 +13.9 262 258
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TABLE 17 (Continued)

Operating
Per Cent Expenses:
Per Cent of of Change in Per Cent of
Total Net Sales  Dollar Volume Net Salest
Kind of Business 1935 1929 1929-1935 1935 1929
Groceries (without meats)
Chains 25 32 —46.6 156 138
All others 41 38 -274 28 203
Combination stores {groceries
and meats)
i 49 25 +29.2 175 143
All others 76 54 - 46 190 170
Department stores
(:hainsell 27 1.5 +22.6 247 244
Mail-order (catalog only) 1.2 0.9 -13.6 23.7 228
All others 6.1 6.5 -35.8 322 300
Variety stores
Chains 21 1.7 -13.0 272 252
All others 0.2 0.2 -19.3 26,5 23.2
Men’s clothing-furnishing stores
Chains 0.4 0.5 -45.1 31.0 305
All others 1.6 1.9 —44.6 30.2 285
Women's ready-to-wear stores
Chains 0.6 0.5 -19.0 288 299
All others 1.8 1.7 -29.2 31.8 289
Shoe stores
Chains 0.8 0.6 -16.5 296 308
All others 08 1.0 —48.9 32,0 285
Filling stations
Chains 13 1.2 —30.1 299 238
All others 46 24 +30.7 254 238
Furniture stores
Chains 03 05 -56.1 363 379
All others 1.8 26 —53.7 34.6 _30.0
Restaurants, cafeterias, lunch rooms
Chains 0.7 0.5 -14 545 425
All others 43 3.2 - 85 49.2 479
Drugstores
ins 0.9 0.6 + 14 261 276
All others 28 28 -33.5 28.1 270
ewelry stores
J Chains 0.1 0.1 -390 491 429
All others 0.6 1.0 -57.4 412 350

a. Census of Business: 1935, Retail Distribution, VoI IV, pp. 13, 14; Census of
American Business: 1933, Retail Distribution, Vol. 1, pp. 0—12, a-13; Census of

Distribution for 1929, Vol. 1, p. 71. The for United § al
e ratios for United States totals

for :ll I:mdl of susmess were teken from Tnble M. The 1929 Census did ot pro-
vide d fi for the various kinds of business
divided according to types of operation, However, & special report entitled Revail
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Of the twelve kinds of business, chains operated at a lower cost
than independents in half of them and at a higher cost in the other
half. They had the greatest advantage in groceries, where the
chiain store expense ratio was 16 per cent of net sales as against 23
per cent for all other stores, and in department stores, with a ratio
of about 25 per cent as compared with 32 per cent for independ-
ents, Other stores had the largest lead in the case of jewelry, with
an expense ratio of 41 per cent as compared with 49 per cent for
the chains, and in restaurants, with 2 ratio 5 per cent lower than
the chains.

T'rends of Sales and Costs

Comparisons of 1935 expense ratios with those for 1929 in rela-
tion to changes in the volume of business done by the chains and
other stores in these years reveals an interesting picture of the ebb
and flow of competition in sales and costs.

In the grocery business, for example, independent stores in-
creased their share of the business at the expense of the chains, but
only slightly narrowed the spread in operating expenses. When
the volume of the two classifications—groceries without meats and
combination stores—is combined for both years, it appears that
independents and chains each experienced a sales decline of about
14 per cent. Grouping of the two classes is necessary because of the
matked extent to which grocery stores have added meat depart-
ments and thus shifted in classification since 1929.

Operating expense ratios of chains in the department store field
were 7.5 per cent less than those of the independents in 1935.
These lower expenses may be due largely to differences in the
kind of goods and services offered. The independent department
stores, however, like the chains, depend largely upon mass de-

Chains contains expense ratios which have been employed in arriving at_the dam
for the year. Applying these ratios to net sales as reported in Volume I, p. 71 of the
1929 Census, expense figures in dollars were computed for the dums, which were
then deducted from the toral ope! ranng e(gcnse xe%_oned in Volume I, pp. 51-53, to
obtain a figure for the “All othen'

were then added the i figured on the basis of the
average annual earnings per fnll-nme employee obtained from Volume 1, Table 1A,

The 1935 ﬁ%utespwm compmed by lddmg to the opers % use fgures e

in Volume 13, imp
nual per i derived from average weekly earnings as re-
pomd in Volume V p. 14 of the 1935 Census,
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mand, not upon the exclusive trade. If the masses indicate that
they would rather forego special services than to pay for them the
chain department store may well become an increasingly setious
threat to the independent.

While sales of independent department stores declined by mote
than a third between 1929 and 1935, the volume done by chains
increased by nearly 23 per cent. Even so, their operating expense
ratios increased slightly, though not as much as the independents’.
The catalog business of mail-order houses, significantly, involved
operating costs almost as large as the chain department stores.

Expense ratios were reduced from 1929 to 1935 in only four of
the twelve lines of trade shown in Table 17, and in every case
these gains were made by the chains. The chains gained in relative
sales position and actually reduced their expense ratios in the
women’s ready-to-wear and shoe and drug businesses, while the
independents in each case registered an increase in expenses. In
furniture, a comparatively unimportant chain field, the chains lost
in sales slightly more than the independents, and while still out of
line in costs, succeeded in somewhat reducing them. The independ-
ents, however, have gained a striking advantage in filling station
costs since 1929, when they were exactly on a par with the chains.
While chain costs rose from 24 per cent to 30 per cent of sales,
the costs of independents increased to only a little more than 25
per cent. In the meantime the chains suffered a loss in volume of
about 30 per cent, while the independents gained to just about the
same extent. This undoubtedly reflects the fact that chains in this
field have been selling or leasing their retail outlets to independent
operators. This tendency—evident to a less extent in other lines—
is partly responsible for relative changes in sales volume from
1929 to 1935.

3. COMPARISONS BY Sizg oF CITY AND STORE

Both the size of the retail store and the size of the community
in which it is located seem to affect operating costs. ‘These rela-
tionships cannot be measured with detailed accuracy on the basis
of existing Census data. But fragmentary studies appear to justify
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the conclusion that, disregarding the size of the store, the small
town concetns have lower costs than those in the larger cities. On
the other band, if the size of the town be disregarded the cost of
doing business seems to decrease as the size of store incteases—at
least up to a certain point,

Census data on operating expenses for stotes in cities of differ-
ent size are available only for 1929, and these reports group all
cities of more than 30,000 population in one classification. Operat-
ing expenses by kind .of business and average annual sales per
store in three city-size groups are shown in Figure 14.

Because a large proportion of small town stores are operated by
proprietors and non-salaried members of the family, two expense
ratios are shown: one including, and the other excluding, proprie-
tors’ compensation, as shown in the Census. The inclusion of “im-
puted proprietors’ compensation” narsows the spread of operating
expense ratios, particularly between the small communities and the
middle-size brackets, but it does not change the general conclusion
that operating expense ratios are lower in the smaller cities. This
is true in all lines of trade shown in the chart, with only minor
exceptions, and in spite of the fact that the smaller average sales
volume of small town stores would be expected to result in higher
costs. In two related kinds of business—the food group and restau-
rants and eating places—proprietors’ services are so important that
inclusion of their imputed compensation raises operating expenses
in the smallest. city-size stores above the figures for the middle
group.

On the whole it seems clear that in cities of over 30,000 popula-
tion the cost of doing business is greater than in the smaller com-
munities. Whether this expense continues to rise steadily within
the 30,000-and-over population group (which accounts for about
60 per cent of all retail sales), or reaches a maximum at 2 certain
size of city and then declines, cannot be answered conclusively by
Census data.

Special studies of operating expenses in department and hard-
ware stores presented in subsequent sections of this chapter, how-
ever, tend to confirm the conclusion that expense ratios continue
to rise as the size of city increases. A survey of 1936 operating ex-



OPERATING EXPENSES AND AVERAGE SALES PER STORE
IN CITIES OF VARIOUS SIZES IN 1929

rating expenses as per cent Average annual sales per store,
Ope %f net sales theusands of dollars.
0 2 20 ©_0 oz % %
]

Expenses,exclusive of e .

-ietors' v == Crties mith populartion over 30000
proprictors'campensation SRR Cifes with 1000-30000papudation
Expenses, inclusive of Q22772 Ciifves with fess than KO0 popuiartian
proprietors’ compensation
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lation, and highest in cities of over 30,000. (Sonrce: Table O.)
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penses of 514 retail drugstores® also shows a tendency toward
higher expense ratios in the largest cities, particularly as compared
with the small towns. Stores of various size-groups, ranging from
less than $10,000 average annual sales to over $50,000, had ex-
pense ratios in towns under 5,000 population from as high as 32
per cent for the smallest stores to as low as 22 per cent for the
largest. In cities of over 100,000 population expense ratios of the
smallest stores were 34 per cent, and of the largest, 27 per cent.
The Dun & Bradstreet 1937 Retail Survey showed a similar, but
less pronounced tendency, with drugstore operating expenses of
about 27 per cent in cities under 20,000 as compared with 29 per
cent or more in cities over 100,000.

Expenses of combination grocery and meat stores in the Louis-
ville-Cincinnati area in 1929, according to a special Census survey,?
were somewhat larger in the largest cities {(over 100,000 popula-
tion) than in the small towns (under 5,000), but the margin was
slight—between 1 and 2 per cent of net sales.

Obviously the cost advantage of the smaller communities is by
no means universal among all lines of trade, nor is it always a
marked advantage. Lower costs in the smaller cities are probably
due almost entirely to lower wage rates and lowet reatal and real
estate costs.

Small Stores Most Costly

Cost variations as related to size of store are not clearly estab-
lished. Except for the fact that the small one-man independent
store—when reasonable wages are imputed to the proprietor—
shows a very high cost ratio as compared with all other size-classes,
there is no convincing evidence of a general tendency for costs to
decrease progressively as store-size increases.

Size of business is apparently only one factor affecting the cost
ratio, which appears to vary widely for the same size and type of
business according to location by size of city. A glance at Table 18
will show this range for a number of different types of stores.

2. A Lilly Digest of the 1936 Statements of 514 Resail Drug Stores, Eli Lilly &

Company, Indianapolis, pp. 26-30.
3. Census of Distribution for 1929, Food Retailing, pp. 79-80.
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These figures are based on 2 limited sample and include only stores
under independent management but they appear to offer evidence
that for most businesses there is no uniform or continuous drop in
cost ratios as the size of business increases. The Lilly survey of
drugstores shows similar fluctuations although it is again clear that
the smallest establishments have higher costs than the middle-size
and larger stores.4

‘TABLE 18

OPERATING CosT RATIOS OF VARIOUS TYPES OF INDEPENDENT STORES
BY SiZE OF BUSINESS, 19364

(As Per Cent of Net Sales)

Size of Business (Annxal Sales in Thousands of Dollars)

Kind of Store 1-10 10-20 20-30 30-50 50-100 100 or Mare
Battery, ignition and tire SIS 340 32.5 35.7 304 28.1
Jewelry 45.2 36.5-43 1 37.4-444 30.5-42.7 36.7-39.2 363
Furniture 38.1 30. 30.0-35.6 29.1-35.9 28.8-358 29.1-34.9
Electric and gas appliance 36.5 26.H5 5 29.2-353 27.3-33.2 29.2-8313 ...
Book stores 320 303 22.6 23.6 284
Drugstores 30.1 26 HD 3 27.2-30.0 27.6-28.6 27.3-293 ...
Candy and confectionery 292 26.4 31.0 24.6 320 s
Shoe stares 28.7 27.3-29.6 26.7-320 26.8-324 32.1-298 ...
‘Wamen's ready-to-wear 274 25.6-30.2 26.5-29.1 25.6-29.3 25.0-304 3038
Dry-goods 27.1° 21.9-240 219 20.1-22.3 21.6-22.5 25.3-29.8
Coal 269 28.2 26.6 224 24.1 24.7
Family clothing 267 22.5-25.1 243 23.2-27.5 24.0-289 1284
Lmu\cd price vuiety stores 266 23.4-24.7 236 234 210 s
Men’s and boys’ clothing 265 24.6 24.4-260 25.2-26.4 24.3-32.1 29.4-303
Hardware 261  23.0-27.5 25.2-30.1 24.4-29.5 24.2-29.8 22.7
Filling stations 200 20.3-21.6 20.5-214 20.7-21.6 22.2-239 ..,

19.3 14.0-15.6 14.5-164 15.1-17.1 14.1-158 130
Country general stores 179 144 149 15.0 158 18.5
Combination grocery and meat  17.1  16.8 14.8-15.5 16.1-17.5 16.5-18.1 14.8-15.8

a. 1937 Retaid Survey, Dun & Bradstreet, In
Note: Ranges in cost ratios within iwgmups denote variaticus due to size of city.

Definite trends have been noted, however, in a few lines of trade
for which special studies have been made. In the retail hardware
survey discussed later in the chapter operating expenses were
found to decrease steadily as the size of business increased. But
here again, size of city was shown to have an important effect on
expense ratios, since in every store size-class the costs of doing
business were greater in the larger cities than in smaller towns. In
contrast, department: stores show increased cost ratios in the larger-
size businesses, with the lowest costs appearing in the smallest

4. Eli Lilly & Company, op. ¢it., pp. 26-30.
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stores.” Here again the fact that the larger stores are usually in
large cities undoubtedly has an important influence on costs. The
Census survey of combination food stores previously quoted shows
a sharp drop between stores with less than $10,000 sales and stores
of the next largest size-class, and some tendency for a further slight
decline with increased sales volume up to $100,000.5 For the larg-
est stores, however—those selling more than $100,000 annually—
the expense ratio increased shatply. These figures suggest that
there may be an optimum size for different lines of retail trade for
which operating expenses are lower than for either the largest or
the smaller stores. Final conclusions on this point, as well as other
aspects of the relation between store-size and expense, must await
more comprehensive and representative data. Even when this be-
comes available jt seems probable that the relation between size
and expense will show wide variations for different kinds of stores
and business locations.

4. WaGEs As A Cost FACTOR

Wages and salaries are the largest single cost element in retail-
ing. Fifteen cents out of every dollar spent by the consumer for
retail goods in 1935, or more than balf the retailers’ average mark-
up or gross profit, was needed to cover wages and salaries, includ-
ing the proprietors’ imputed compensation.” With the smaller re-
tail sales volume in 1933, personnel compensation amounted to
nearly 18 per cent of sales.

a. PERSONNEL COSTS IN DIFFERENT KINDS OF BUSINESS

Petsonnel expenses and their relation to total operating costs
vary widely among different lines of trade and types of operation.
These variations—in part at least—reflect differences in the kinds
of goods sold and in the amount and costs of services supplied by
the retailer. Restaurants, for example, had a 29 per cent payroll
expense in 1933, as compared with around 15 per cent in grocery

5. See page 159 for detailed di of d store trends,

6, Census of Distribution for 1929, Feod Runlmg, pp. 79, 80.

7. See Table 17, foomote b, also Section 3 of this chapter for discussions of “im-
puted proprietors’ compensation.”
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and department stores, specialty shops and shoe stores. In stores
selling expensive and slow-moving articles like furniture, house-
hold appliances and radios, the ratio of payroll costs to net sales
is substantially above the average. Automobile dealers are a strik-
ing exception to this tendency, however. Their personnel expense
is only 11 per cent of their net sales, no doubt reflecting the fact
that the automobile manufacturer does a large part of the selling
job through his national advertising. The importance of wage and
salary costs, as compared with total expenses for different kinds
of business and types of operation, is shown in Table 19.

‘TABLE 19

PerRSONNEL Costs, TOTAL EXPENSES, AVERAGE EARNINGS AND AVERAGE
SALES FOR EIGHTEEN KINDS OF RETAIL BUSINESS AND FIve
TyPES OF OPERATION, 1933

Average Average

Personnel ‘Total Annual Annual Sales Per
Costs as Earnings Sales Dollar of
Type of Operation Per Ceat of Pes Cent of Pes Pull-soue Per Person Personael
and Kind of Business Net Sales® NetSales Employes Engaged® Cost
Al stores 178 322 $ 986 $ 5,853 $ 594
Direct house-to-house selling  29.7 453 1,251 4,328 3.46
Independents 19.4 33.6 947 5,162 5.48
Chains 12.7 272 1,079 9.16% 8.49
MAiHn'ds ‘houses (catalogonly) 10.2 28.1 873 8,743 10.01
es or company stores 10.0 15.6 1,075 11,532 10.73
Restaurants and eating places 28.7 50.7 669 2,326 348
Jewelry stares 28.2 533 1,376 5.043 3.66
Bousehold appliance stores 4.7 435 1,057 4,707 445
Radio stores 242 449 1,131 4,934 4.36
Filling stations 200 325 . 9% 4,941 4.99
Furniture stores 19.5 41.6 1,223 6,506 §32
Hardware stores 18.4 aa 1,068 6,093 s
Family clothing stores 176 36.0 1,141 6,828 5.98
172 2.1 985 6,106 6.20
Men’s and boys’ clothing and
furnishing stores 169 35.5 1,201 8,030 6.22
Cigar stores and stands 18.9 324 878 5,183 $.90
‘Women's ready-to-wear
ialty stores 15.§ 32 996 6,875 6.90
Grocery stores (without meats) 154 244 ,019 6,929 6.80
Department stores 15.3 32.7 6,956 7.03
Shoe stores 14.7 33.6 1.188 8,650 128
Vlrhty 5 and 10 cent and
1.00 atores 129 293 760 6,545 8.61
Comhlnadorn wxu (groceries
12.8 14 1,035 8,791 8.49
Molu‘ veh(r.le dealers - 1.8 214 1,041 9,229 8.87
a. Derived from Census of American Busi: 1933, Retail fon, Vol. 1, p. a-12.

b. Includes imputed pmpﬂetm’ compensation.
c. Includes p and full-time

P ploy
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Earnings and Wage Costs

There is no evidence of any consistent relation between average
earnings per employee in different kinds of business and total
wage costs in the same line of trade. For retail trade as 2 whole
average earnings in 1933 were $986 and the payroll expense ratio
was 17.8 per cent of net sales. Annual earnings of restaurant
workers were only $669—much less than for any other trade—yet
total payroll expenses of 28.7 per cent were higher. Men's clothing
stores paid their employees nearly twice as much, but had a per-
sonnel expense ratio of only 16.9 per cent. In other kinds of busi-
ness too—notably shoe stores, grocery and meat stores, and auto-
mobile dealers—higher-than-average employee earnings were ac-
companied by payroll expense ratios which were below the aver-
age for retail wrade as a whole. Furniture, hardware, household
appliance and radio stores also paid their employees better than
average wages, but in these trades payroll expense ratios were also
above the average. In Table 19 average earnings in various lines
of wade are compared with payroll expense and with sales per
person engaged.

Also the level of employee earnings in a particular trade seems
to have no consistent relation to the average volume of sales per
employee or the average sales per dollar of personnel cost. With
average earnings of $1,041 in the motor vehicle trade, for exam-
ple, the sales volume per employee of $9,229 was higher than for
any other kind of business. Jewelry store employees, on the other
hand, had average earnings ‘of $1,376, with average sales of only
$5,043, while employees in household appliance stores, with aver-
age sales of -$4,707, earned an average of $1,057. Personnel costs
in the jewelry trade amounted to 28.2 per cent of net sales and in
household appliance stores, to 24.7 per cent, as compared with
only 11.3 per cent in the retail automobile business.

b. INDEPENDENTS COMPARED WITH CHAINS

When personnel costs, average earnings and sales volumes are
compared by types of operation striking differences appear. Per-
sonael costs vary from as low as 10 per cent of net sales in com-
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missaries to as high as 29.7 per cent in house-to-house selling,
Average sales in commissaries were $11,532 and in direct selling
$4,325. These disparities are not surprising. Selling goods from
house to house obviously requires vastly more time, ingenuity and
sales effort than filling orders in a company store. Mail-order
houses also had a low payroll expense ratio, partly because of eco-
nomical operation, but also because the annual earnings of $873
were much below the average. Average sales per employee were
twice as large as in direct selling and far above the average for re-
tail trade as a2 whole, but considerably below the volume in com-
pany stores.

TABLE 20

PERSONNEL Costs, TOTAL EXPENSES, AVERAGE EARNINGS AND AVERAGE
SALES FOR CHAINS AND INDEPENDENT STORES FOR EIGHTEEN
KINDs OF RETAIL BUSINESS, 1933

Total Expenscs  Persounel Costs ~ Average Annual  Average Annual
asPerCentof asPerCentof Eamnings Per Full-  Sales Per Person
Net Salesd Net Sales® time Employee Engageds

Inde- Inde- Inde- Inde-
pendents Chains pendents Chains pendents Chains pendents Chains

Cigar stores and stands 37.8 215 217 78 § 858 7§ 920 $3.961  $12,905
Combination stores (gro-

ceries and meats) 2.1 190 137 2.6 899 1,195 6,860 13,798
t stores 354 274 174 113 1,000 995 6,088 10,174
Drugstores 329 284 186 123 972 1,024 5,649 8,431
Family clothing stores 35.1 391 179 158 1,127 1,197 6,597 7,99
stations 301 325§ 199 160 838 1,130 4,216 7,052
Furniture stores 415 4.0 200 157 1,200 1,387 6,238 8,721
Grocery stores
(without meats) 26.5 179 17§ 8.9 813 1,191 4,794 14,986
Hardware stores 31.8 299 185 154 1,059 1,216 6,019 8,136
Household appliance stores 41.3  49.1 233 288 1,136 900 5,306 3,223
J stores 34 S21 288 192 1379 1,340 4,958 7,070
Men’s and boya' clothing
and furnishing stores 353 3858 118 132 1,261 1,394 7,423 11,158
Motor vehicle dealers 211 265 112 124 1,024 1,338 9,154 10,938
Radio stores 46.0 365 254 164 1,095 1,278 4,599 7,879
Restaurants and eating
. so.1 526 292 239 649 758 2,219 3,166
Shoe stares 358 318 188 111 1,172 1,258 6,851 12,430
Variety, S and 10 cent
and $1.00 stores 30.5 290 169 124 665 766 4,321 6,892
‘Women’s ready-to-wear
specialty stores 340 307 169 113 998 988 6,309 9,288
s, Derived from Census of American Busi: 1933, Retal J Vol. I, p. 12,

b. Includes imputed proprietors’ compensation.
<. Includes proprietors and full-time employees.
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Comparisons of independent retailers with chain stores are of
special interest because these types together do over 95 per cent of
all retail business. Chain stores as a whole had a much lower per-
sonnel cost than independents—12.7 per cent of net sales as com-
pared with 19.4 per cent for independents (with imputed proprie-
tors’ compensation included). Nor was this advantage gained by
paying lower wages than the independents. Average earnings of
chain store employees in 1933 were $132 more than the average
reported by independents. But the chain store employees sold
$9,161 worth of goods, while the average for independent stores
was only $5,162.

Compatisons between chains and independents for various kinds
of business, as shown in Table 20, tell the same story. With the
exception of the household appliance trade and motor vehicle
dealers, personnel costs are a smaller proportion of net sales for
chains than for independents. In some trades—such as grocery,
shoe, radio, department, jewelry, and drugstores—the chains have
a conspicuous advantage. When payroll cost is compared with
total expense rather than net sales, the chains also are in a stronger
position than the independents in most lines of trade.

Chain Store Wages Higher

The lower average personnel expense ratios of chain stores were
generally accompanied by average employee earnings considerably
above those of the independents. Chain stores paid higher wages
in fourteen of the eighteen lines of erade shown in the table. In
the case of filling stations, food stores, and motor vehicle dealers
the average chain store employee had an advantage in annual earn-
ings of about $300 or more. Chain department stores, jewelry, and
women's specialty stores paid slightly lower wages than independ-
ents in the same fields.

The chains made a much poorer showing than the independents,
however, in the household appliance trade. Their employees
carned only $900 as compared with $1,136 for independents. Per-
sonnel costs and total expenses were considerably higher, and
sales volume much less, than for independent dealers.
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A comparison of Census data for a single week in October 1935°
confirms the fact that chains pay higher wages to selling employees
on the average than other types of retail operation. In only three
of the twenty-three kinds of business for which comparable figures
are available did chain store selling employees earn less than the
general average for retail trade. Chains were far below the average
in the retail milk and dairy products trade, but paid much higher
wages in combination grocery and meat stores, in filling stations,
men’s clothing stores, jewelry stores and in the fuel and ice trade.
For the entire group, chain store wages averaged $23.65—exactly
$4, or nearly 20 per cent, more than the average wage of all em-
ployees included in the sample. These comparisons are shown in
Table P of the Appendix.

It is abundandy clear from Table 20 that the lower total wage
cost of the chain stores and the higher earnings of their employees
are related. They both grow out of the fact that the average sales
volume per employee is much larger in chain stores than in inde-
pendent stores. The average for all kinds of business was $9,161
for chains and $5,162 for independents.

It does not follow that because the average chain employee ac-
counts for a greater volume of sales than the average independent
employee, he is necessarily a more efficient salesman. The payment
of higher wages may enable an employer to hire more efficient
employees; but modern distribution, like modern production, does
not depend primarily upon the individual efficiency of those en-
gaged in it. The typical chain store, it must be remembered, is
larger than the average independent store, and this fact in itself
may be chiefly responsible for the larger average sales of chain
employees. For this and other reasons, comparisons based on Cen-
sus figures of average sales per employee in chain and independ-
ent stores furnish no conclusive evidence either as to the relative
efficiency of the employees or of the management in the two types
of stores. Final conclusions on this widely debated question can-
not be drawn from existing data on operating costs.

8. Census of Business: i935, Revail Distribation, Vol. V, pp. 14, 155. Retail
Cbhains, pp. 40, 44.
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5. Stock TURNOVER IN RELATION TO EXPENSE

The rate of stock turnover is only one factor by which the effi-
ciency of a retail business may be judged. Other things being equal,
profits will be greater and expenses lower as turnover increases.
But other things are rarely equal. Turnover must therefore be
viewed in its relation to other factors influencing operating ex-
pense, such as the size of store and the size of city in which it oper-
ates and the average sales per employee. The cost and effectiveness
of advertising and rent and credit control also have an important
bearing on costs. Getting rapid stock-turn by excessive expendi-
tures for advertising or high-cost locations may dissipate what
would otherwise be an advantage. Likewise, reducing gross mas-
gins in order to gain turnover may increase sales—and sacrifice
profits.

Rapid stock turnover as a factor in successful retail store opera-
tion is probably overemphasized. As a matter of fact, it seems to
depend largely-on the size of business, which in turn is of course
influenced to some extent by the rate of stock-turn itself. In gen-
eral the larger the store the greater the number of times its stock
is turned over during the year.

In three lines of trade for which data are at hand—hardware
and department stores and food chains—there seems to be no di-
rect and consistent relation berween stock turnover and total ex-
pense ratios. Hardwase stores show a steady increase in the annual
rate of stock turnover in each successive size-class. Expense ratios
and gross margins tend to decrease with increasing size, but these
changes are not marked. Department stores show the same tend-
ency toward rapid turnover as the stores grow larger, but in this
case expenses also show a decided rise. Food chain organizations
show no very consistent relation between stock turnover and total
expense when the various size<classes are compared. Profits—the
difference between expense and gross margin—do appear to have
some relation to stock-turn, however. Detailed figures are given in
Table 21.

Profit margins in each of the three trades were larger in the
size-class with the highest rate of turnover than in the groups with
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low turnover. Here again, however, it is difficult to disentangle
the various influences at work and to distinguish cause from effect.
The large organizations are the more profitable ones; usually they

TABLE 21

STOCK-TURN COMPARED WITH TOTAL EXPENSES AND GROSS MARGINS
¥OR HARDWARE AND DEPARTMENT STORES AND FOOD CHAINS

Toral
Gross Margin
Kind and Size of Business Stock-Tutn as Per Cent as Per Cent
(Annual Net Sales) Per Year of Net Sales of Net Sales
Hardware stores, 19360
Less than $25,000 18 26.8 287
25,000 to $40,000 23 23.7 273
40,000 to $60,000 26 222 26.5
$60,000 to $100,000 28 22.2 26.1
$100,000 and over 3.0 215 254
Department stores, 1936¢
Less than $150,000 24 30.0 30.0
150,000 to $300,000 29 31.6 31.6
300,000 to $500,000 3.4 324 33.1
500,000 to $750,000 4.1 324 34.2
750,000 to $1 million 43 33.2 34.8
1 million to $2 million 43 33.6 34.6
2 million to $4 million 4.6 34.6 35.8
4 million to $10 million 49 353 36.5
10 million to $20 million 49 35.6 37.4
20 million and over 5.4 35.1 375
Food chains, 19344
Less than $2 million 72 21.0 218
2 million to $7 million 71 23.1 226
7 million to $20 million 8.4 223 23.5
20 million to $50 million 99 228 239
100 million or more 8.2 223 243

a. Before interest on capital,

b. Hardware Retailer, June 1937, National Retail Hard A i

c. Carl N. Schmalz, Operasing Results of Depariment and Spenalty Stores in
1936, Harvard Bureau of Business Research, Bulletin 104, pp. 11, 14, 2

d. Carl N, Schmalz, Expenses and Pmﬁt: of Food Chains in 1934 Huvnd Bu.
reau of Busmess Research, Bulletin 99, p. 27. It should be especially ‘noted that the
exgcnsc fu.rts mclude not oaly store operating expense but also the cost of central

ces. ang

are also the ones with the highest rate of turnover. The extent to
which high profit ratios can be attributed to size of organization,
or to turnovet, or stock turnover to size, is impossible to say.
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In the department store business, however, faster turnover de-
creases mark-downs, which are an important expense item for
many kinds of goods. The amount of mark-downs is closely related
to the length of time merchandise is allowed to remain in stock,?
for when goods age in stockrooms they spoil or go out of style.

Chain Stores Have Higher Turnover

In most lines of trade chain stores, with their larger size and
better locations, have a higher rate of stock turnover and lower
operating costs than the independents. This is clear from Figure
15, which is based on Census figures for 1935. It should be ob-
served that the “sales-stock™ ratio shown in the chart is arrived at
by dividing total sales at retail value by the total stock on hand
at the end of the year at cost. Really adequate figures on turnover
would be computed from the total cost of goods sold and average
stocks on hand during the yeat, but the Census does not furnish
data on the cost of goods, and reports inventory for only one date.
- The figures furnish a rough indication, however, of the stock-turn
in different kinds of business.

The marked differences in the sales-stock ratios of various lines
of trade are due largely to differences in the kinds of goods sold.
Filling stations, for example, sell only a few grades of a standard-
ized product, which explains their turnover of 26.8, more than six
times the rate for shoe stores. Groceries and combination grocery
and meat stores also had sales-stock ratios considerably above the
general average of 7.7 for retail business as a whole.

‘The sales-stock tatio for chain stores as a group was 9.8 as com-
pared with 7.2 for all others (largely made up of independents).
Only in the case of department stores was the turnover rate for
chains less than for independents. But in spite of their slower
turnover the expense ratio of chain department stores was less
than that of independents. Chain store expenses were lower than
those of independents in most lines of trade; but in variety stores
and filling stations their expense ratios were higher, in spite of a
more rapid rate of turnover. Here again there is no convincing

9. Werner K. Gabler, Time as an Element in the Cost of Resailing, University of
Pitsburgh, 1933.
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evidence that high turnover is the only or primary reason for a low
expense ratio.

If chain stores and independents were identical in all respects
except their management—in average size of store, in the kinds of
goods carried, in the nature of services rendered, and in the size
of city in which they operate—comparisons of sales volume per
employee and of average earnings would justify valid and signifi-
cant conclusions. Actually, howevet, it is known that chain stores
on the average are larger than independents, which helps to ex-
plain the fact that their average sales per employee are greater.
Moreover, a larger proportion of chain stores than of independents
are located in the larger cities, where retail sales and turnover are
greater than in the smaller communities and where wages are
necessarily higher. Chain stores have better locations, too, than
independents, which involves higher rents but also contributes to
a larger sales volume. As a rule chain stores render fewer services
and carry a more limited variety of merchandise than do many of
the independents. All of these factors—as well as the superior
organization and management of the chains—contribute to their
more favorable showing when they are compared as a group with
independent stores.

6. ExPENSES IN FOUR LINES OF TRADE

Because of the importance of food distribution and the variety
of competing types of stores in the field an examination of avail-
able dara on operating expenses from other sources than the Cen-
sus may be useful. The three such sources called upon in general
confirm and supplement the picture presented by the Census.

a. FOOD STORES

Among combination grocery and meat stores—the most impor-
tant type of food outler—total operating expenses ranged from 12
to 19 per cent of sales in 1934 and 1935, depending upon the type
of store and the services rendered. According to the 1935 Census
the average operating expense of such stores, including chains and
all other types, was 18.4 per cent of net sales. Dun & Bradstreet’s
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Retail Survey for the same year reports a figure of 16.7 per cent,
the discrepancy being atuibutable to the fact that the average size
of store in this latter sample was larger than in the Census.

The most interesting comparisons in this field are between the
conventional independent operator, the chain store, and the super-
market. Competition between these groups has been one of the
leading legislative issues of the last few years.

Cosss and Services

According to the Census, the general average expense of stores
other than chains (including the smaller independents and super-
markets) in 1935 was 19 per cent, including the compensation im-
puted to proprietors. A study published by The Progressive Grocer
shows that the average expense of twenty-five selected representa-
tive independent stores offering services—either charge account
service, delivery service, or both—was 16.7 per cent in 1934. But
the operating costs of twenty-three selected independent cash
stores was 14.4 per cent of net sales. In discussing the service ele-
ment this report points out:

It is practically impossible to determine the exact cost of rendering par-
ticular services such as credit or delivery, even when the operating expenses
of a large number of stores are studied. Such factors as store location, size
of town, the variety of merchandise handled and the class of trade, each
bring variables into the expense picture. It is impossible to find a given
number of independent stores operating under identical conditions, the
only variable being the character of the service. Even when individual
stores operate under similar conditions, there is still one factor that varies
greatly from store to store and that is the individual merchant's capacity
and his personality.

But one fact does stand out as a result of studying hundreds of operating
statements: Service when properly and efficiently rendered in a limited and
well-defined erading area—whether credit service, delivery setvice or both
—does not add as much to the operating expense as many merchants think
it does. To be sure, many service stores have a comparatively high operat-
ing expense but frequently it is the result of poor management, of scatter-
ing their energy over too much territory, and the high expense is not due
entirely to the additional ‘service rendered.

Insofar as one can generalize, it appears that credit service when prop-
erly rendered need not add more than 2 per ceat to the operating expense,
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and likewise, delivery service . . . need not add more than 2 per cent,
making a total of 4 per cent.10

‘Wide variations in the expenses of individual stores were noted
in this study. In the case of the twenty-five setvice stores ranging
in size from about $20,000 up to $93,000 in annual volume, total
expenses ran from a minimum of less than 13 per cent up to 20
per cent, with lictle relation to the size of the store. The cash stores
showed even wider fluctuations in expense ratios. They ran from
a minimum of less than 10 per cent for four individual stores up
to over 20 per cent in several instances. The thitteen self-service
stores in this group had the lowest expenses.

Super-Market Costs

This study also analyzes the expenses of twenty-five departments
of super-markets selling grocery and delicatessen lines, all of them
located in Los Angeles. As these departments were operated on
the basis of a2 completely independent set of books they can be con-
sidered as separate stores. Six of them were of the self-service type.
They did a strictly cash-and-carry business, averaged nearly $150,-
000 in annual sales, and were located in the center of the best
residential communities. These stores had average expenses of 12
per cent.

A second group of super-market grocery departments offered
both counter-service and self-service but very little delivery serv-
ice. Selling only for cash and averaging abour $60,000 annual
volume, their average expenses were 13.8 pet cent. A third group
of seven stores of about the same average size doing about 80 per
cent of their business on a credit and delivery basis showed aver-
age expenses of 18.3 per cent.

In addition a detailed analysis of one super-market selling gro-
ceries, meats, vegetables and delicatessen lines, with total sales of
$540,000 in 1934, showed total expenses of 11.7 per cent. Prac-
tically all of the business of this market, which was located some
distance from the downtown section, was on a cash-and-carry

10. “Operating Exp of 110 Selected Food Stores,” The Progressive Grocer,
1935, pp. 12-27.
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basis. ‘This store is more or less typical of the successful, medium-
sized, low-expense market. '

Chain Store Costs versus Other Stores

A study made in 1934 by the Harvard Bureau of Business Re-
search gives a good basis for compating chain and independent
store costs in this field.! Total chain costs given in this study in-
clude not only the expenses incurred in operating the retail stores,
but also overhead costs of maintaining central offices and a good
deal of the cost of the wholesale function. Overhead expenses, in-
cluding administrative and general costs (advertising, most of the
taxes, etc.) and warehousing and transportation, accounted for
about 30 per cent of all food chain costs in 1934. The remaining
70 per cent were the costs of actual retail store operation.

The total figure for combination food store chain costs given in
the Hatvard study was 21.4 pet cent of sales. If warehouse and
other costs are deducted to give a fair basis of comparison with
other retail stores, we get a figure for the chains of 15.1 per cent.
This is a little less than the costs of independents which give credit
and delivery service (16.7 per cent), but a litle more than the
cash-and-carry independents (14.4 per cent). The cash-and-catry
super-markets were both below the chains in costs (12 and 13.8
per cent as against 15.1); but those that did most of their busi-
ness on a credit and delivery basis were above (18.3 per cent).

The 1935 Census reported chain combination store expense at
17.5 per cent of sales, This figure includes a2 small amount of-cen-
tral office expenses, which the Harvard figures indicate must have
been somewhat more than 2 per cent.

b. DEPARTMENT STORES

The typical big-city department stote is really a host of indi-
vidual shops brought together under one roof and single manage-
ment. Commonly located in a congested urban center and offering
its customers a wide range of goods and services, it is one of the
more costly forms of retail distribution. The largest department

11. Carl N. Schmalz, Expenses and Profits of Food Chains in 1934, Harvard Bu-
reau of Business Research, Bulletin 99, pp. 19, 20.
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stores—those with annual sales of more than $10 million, for ex-
ample—show an average expense ratio of more than 35 per cent
of net sales, nearly twice that of combination grocery and meat
stores.

However, as indicated in a study of the Harvard Bureau of Busi-
ness Research, from which these figures are taken, cost ratios de-
cline steadily as the size of store declines. Operating costs in stores
with annual sales of $1 million to $2 million amounted to less than
34 per cent, while the smallest stores—with less than $150,000
volume—paid only thirty cents out of each sales dollar for ex-
penses. Detailed figures are given in Table 22.

TABLE 22

ELEMENTS OF DEPARTMENT STORE EXPENSE BY SIZE OF STORE, 1936%

Twaal Expepses as Per Cent of Net Sales Net

of - ~  Profit as

Net Sales ty (In Real Adver- All  PerCent

(In Thousands) Tbau.rcndr) Total Payroll Estate tising Other of Sales
Less than $150 14 30.0 15.7 3.5 21 8.7 0.0
150 to $300 18 316 169 33 26 88 0.0
300 to $500 33 324 17.1 3.4 27 9.2 0.7
500 to $750 435 324 169 3.6 28 9.1 18
750 to $1,000 65 33.2 17.0 3.6 3.4 9.2 1.6
1,000 to $2,000 105 33.6 16.7 3.9 3.5 9.5 1.0
2,000 to $4,000 235 34.6 16.6 4.6 3.7 9.7 1.2
4,000 to $10,000 470 353 17.3 44 4.0 9.6 1.2
$10,000 o0 $20,000 1,200 35.6 17.9 4.6 3.9 9.2 18
$20,000 or more 2,000 35.1 17.7 5.4 3.4 8.6 24

8, Carl N. Schmalz, Operating Results of Deparsment and Spacialty Stores in
1936 Harvard Bureau of Business Research, Bulletin 104, pp. 12-22.

Since the big stores are usually in the large cities and the smaller
stores in the smaller centers, the size of the city rather than the size
of the store is probably the most important influence on operating
expenses. Payroll and real estate costs per dollar of sales are higher
in the larger cities, while the big stores spend up to twice as much
for advertising as the smaller ones. Another important element in
the higher cost of big-city department stote operation is the fact
that returns and allowances in the largest stores amounted to 14.5
per cent of sales, as compared with only 7.7 per cent for stores in
the $1 million to $2 million class. In spite of higher expense ratios
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the big stores made the biggest profits. Profits measured against
sales rose steadily from zeto in the two smaller size-classes to 2.4
per cent in the largest.

Other surveys tend generally to confirm the figures quoted
above. Average operating expenses of department stores of all
sizes were 34.9 per cent of net sales in 1936 and 35.8 per cent in
1935, according to the Harvard studies. Average expenses of 34.2
per cent in 1936 and 33.9 per cent in 1935 were reported by Dun
& Bradstreet on the basis of data from the Controllers’ Congress
of the National Retail Dry Goods Association. The slight differ-
ence in the figures from the two sources is due to the fact that the
Harvard figures include items—especially financial expenses—
which are not covered by the Controllers’ Congress. In both cases,
bowever, the figures are larger than the 1935 Census figure of 29.2
per cent, which is probably partly due to the comprehensive cover-
age by the Census of a very large number of small department
stores. These have the lowest expense ratios. Also the fact that the
typical store reporting to the Census does not keep detailed records
or a close check on costs may result in some understatement.

While total costs of department store operation range from 30
to 35.6 per cent, according to size of store, payroll costs run from
15.7 to 17.9 per cent of sales. But the latter do not consistently
increase with ‘the size of the store. Except for the smallest size-
class, and the two largest, payroll expense is uniformly close to 17
per cent of net sales. Real estate costs, however, show a fairly con-
sistent rise with increasing size, running from 3.3 to 5.4 per cent
of sales, which doubtless reflects the higher rentals of the big
cities, where most of the large stores are located.

Department Store Chains

A further interesting expense comparison was made for 1934
by the Harvard Bureau of Business Research between two types of
firms commonly referred to as department store chains, but with
quite different characteristics. The first type, called ownership
groups, includes mostly largecity department stores which are
linked together in common ownetship, but which perform most of
the important operating functions independently. The second class
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(called chains by the Bureau) comprises companies in which there
is much more central control and whose stores are usually dis-
tincely smaller than those of the ownership groups.

The chains showed a much lower cost of operation, with a ratio
of 23.9 per cent of sales in 1934 compared with 37.5 per cent for
the ownership group—a remarkable spread. Moreover, the chains
had a gross margin of 28.3 per cent, and therefore a profit of 4.4
per cent on sales, compared with 36.3 per cent, and a 1.2 per cent
loss for the ownership group.?

Although all items of expense were lower for the chain depaxt-
ment stotes, it was in payroll costs that their advantage was great-
est over the ownership group. The differential was 6.3 per cent of
sales. The higher personael- costs of the ownership groups may
have been partly due to the fact that they perform several func-
tons, such as delivery service and extensive granting of credit, not
performed to the same extent by the chains. Also the clientele of
ownership stores demand more personal service from more capable
and highly paid individuals than do chain store customers. These
chains, in contrast with the situation existing in other lines of
trade, operate primatily in smaller communities, where wage rates
are lower, The ownership groups place more emphasis on fashion
merchandise than do the chains, and fashion merchandise always
involves higher salesmanship costs.

These reasons obviously raise no presumption that the lower
personnel expense of the chains is due primarily to their form of
organization. Nevertheless this possibility seemed to the author of
the report “sufficiently great to encourage the executives of depart-
ment store ownership groups to continue and to intensify their
experiments in centralized buying and merchandising and in cen-
tralized control of operations.”!*

Amevican versus Foreign Costs
American department store costs appeat to be higher than those
of department stores in foreign countries, notably England and
12. Stanley F. Tecle, Operasing Results of Department Store Chains and Depars-
ment Store Ownership Gronps: 1929, 1931-1934, Harvard Bureau of Business Re-

search, Bulletin 101, p. 1.
13. Ibid., p. 5.
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TABLE 23

OPERATING EXPENSES OF AMERICAN AND ENGLISH DEPARTMENT
i STORES, 1933*

(As Per Cent of Net Sales)

Nature of Expense United States Great Britain
‘Total expense 35.5 247
Administrative 6.7 5.1
Executive 14 1.2
Accounting 23 1.6
Administrative general 3.0 23
Merchandising 109 79
Buying 26 1.8
Selling 8.3 6.1
Publicity 5.2 3.3
General advertising 4.8 3.0
Display 4 3
‘Total occupancy 9.7 5.7
Rent and taxes ‘6.2 3.3
Occupancy general 3.5 24
Despatch (delivery) 3.0 2.7

a. Dats for the United States adapted from Bulletin 92 “of the Harvard Bureau of
Business Research, and for Great Britain, from a 1935 study made by the Bank of
England in collaboration with the London School of Economics, These data were
presented in an address by Phlhp J- Reilly, “Cost of (?eranon of English Depart-
ment Stores Ct with A Stotes,"” for the Boston Conference
on Distribution, September 1935.

Germany. A comparison for 1930 shows that in the United States
expenses were 33.9 per cent of sales, as against 26.7 per cent in
Germany. Payroll and advertising costs were noticeably higher in
the United States: payrolls amounted to 17.3 per cent of net sales
and advertising to 3.5 per cent in this country, as compared with
13.5 per cent and 2.15 per cent, respectively, in Germany 4
English department store costs appear to be even lower. A study
made by Philip J. Reilly of the Associated Merchandising Corpora-

14, German ﬁguru—_];dius Hixsch Smxdad F:‘gnm-sfor Purposes of Business
? A Woched rot P

P P
United States figures——~Carl N. Schmalz, Operasing Rosults of Deparimens and
Specialty Stores in 1933, Harvard ‘Bureau of Business Research, Bulletin 92, p. 1.
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tion shows chat in 1933 British costs were 24.7 per cent as against
35.5 per cent for the United States in that year. In this study the
figures for American and English stores were adjusted to make
them as comparable as possible. The greatest differences in ex-
penses were found to be in reats and taxes and in the costs of buy-
ing and selling. Table 23 gives the details.

Both the American and the English figures are for 1933, a de-
pression year with exceptionally high costs in the United States,
but of more nearly normal volume in England. Average American
department store costs showed a decline of nearly 2 per cent of
sales from 1933 to 1934 while expenses of English stores were vit-
tually the same in both yeats.

Reasons for Low Costs in England

Among the reasons given by English department store managets
for their low expense rates are “that they have tried to keep their
top executive organization simple and free from the over-speciali-
zation that exists in American department stores, and that they
have persistently challenged the introduction in their manage-
ment routine of any extraneous ‘system’ unless it virtually can be
proved beforehand that such system will assist management in the
maintenance of a low expense rate, or in the elimination of such
wastes in merchandising or operation as to more than compensate
for its cost.”?* _

Other reasons for smaller running expenses of English stores
are that the amount of charge business is lower than in the United
States, which results in smaller losses from bad debts; rentals and
rates (taxes) are lower in England than in America and more re-
stricted advertising space is used and smaller publicity organiza-
tions are needed. Neewspaper rates in England are relatively much
more expensive; no radio publicity expense is incurred, since com-
mercial broadcasts are not permitted in Great Britain; customer
returns and adjustments average less than 5 per cent in England as
compared with 12 per cent of gross sales in the United States; and
employees” duties are more comprehensive and their rates of pay
lower.

15. See Table 23, footnote a,
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A common salary for an assistant buyer in England is $30 a
week; and, besides their buying activities, many of them also act
as floormen or sales clerks as well as being responsible for 2 simple
form of unit stock control. Likewise, buyer specialization has not
been carried as far as in the United States. Central buying has
made notable progress in England in recent years, however, and
according to this report the trend undoubtedly will be to develop
the department manager type of buyer who will be obliged more
and more to take over direct responsibility for all selling activities.

C. RETAIL HARDWARE STORES

A good deal of significant information is available on operating
costs of hardware stores. In addition to Census figures and those
from Dun & Bradstreet, the Hardware Retailer's publishes each
year detailed and comparable data for a representative group of
large and small stores in cities of various size. Figures from the
different sources are in general agreement in showing average ex-
pense ratios for 1929 and 1936 of around 24 to 26 per cent—
lower than department store costs, but considerably above those of
grocery and meat stores. The smaller sales volume of 1935 re-
sulted in higher expense ratios than in 1929 and 1936. In the latter
year—unlike most lines of retail trade—average expenses wete
slightly below 1929. This seems to indicate real improvement, since
expenses showed a steady rise from about 21 per cent in 1923 to
24 per cent in 1928 and 1929. Because of the sharp decline in sales
and relative inflexibility of expenses, costs rose to a peak of 35.2
per cent in 1932, but have since been steadily reduced. Operating
costs expressed as per cent of net sales were as follows:

National Rewil Hardware Association  24.0in1929 25.1in1935 23.8in1936
Census 266 280
Dun & Bradstreet e 21.7 258
Although the Association’s figures are based on a relatively large

sample, it is not improbable that the typical reporting store is
somewhat more efficiently operated than the average.

16. Published by the National Retail Hard Associ in the Hard!
tailer as annual studies of margin, expense, and profit. The xesuhs from 1929 m
1936, inclusive, are the basis for the tabulations and text of this section,
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Effect of Size of Store and Community on Expenses

As in the case of department stores, retail hardware expenses
are definitely related both to the size of store as measured by sales
volume, and to the size of community in which the store operates.
Irrespective of the size of city, expense ratios show a decided tend-
ency to become smaller as the business becomes larger. Depart-
ment stores appeared to show just the opposite tendency, but it
must be remembered that the typical deparement store has a much
larger sales volume than the typical hardware store. Hatdware
stores with annual volume of less than $25,000 had total costs of
26.8 per cent of sales. The nex larger size-group showed a sharp
decline, and the remaining groups less marked decreases, while
the largest group, with sales of more than §$100,000, had operating
expenses of 21.5 per cent. These figures, together with other opet-
ating data, are shown in Table 24.

TABLE 24

OPERATING FACTORS IN HARDWARE RETAILING BY SIZE OF
Busmvgss, 1936

Size-Groups by Aanual Sales

Al Less $25,000 $40,000 $60,000
Sizesof  Than 1 o o $100,000
Item Business $25,000 $40,000 $60,000 $100,000 and Over

Total expense—per cent 238 268 23.7 222 222 21.5
Gross margins—per cent 271 287 273 265 26.1 25.4
Earnings on sales—per cent 33 19 3.6 43 39 3.9

Profit on investment—per

centh 10.6 63 111 134 13.0 14.4
Stock-turns per year—aumber 2.4 1.8 23 2.6 28 3.0
Sales per person employed

[ollarse 10,574 7,901 10,135 11,212 12,421 14,640
Credit sales—per centd 49 37 44 53 59 68
Days’ credite 97 111 96 97 87 76

2. Does not include interest on investment.

b. Includes all earnings of business.

¢. Except deliverymen and shopmen.

d. Per cent of total sales for year.

¢. Number of days’ credit business on books at end of year.

Some of the reasons which may account for the lower costs of
the large stores are the larger volume of sales per employee, the
more rapid rate of stock turnover and the better credit experience,
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as evidenced by the smaller volume of outstanding accounts on the
books at the end of the year. Although gross margins charged by
the largest stores were lower than for any other size-class, their
profit on investment was the highest, and earnings on sales were
well above the average.

‘The stores with sales of less than $25,000 show up badly in com-~
parison with all other size-groups. Gross margins and expenses
were higher for this group, while earnings on sales, profits on in-
vestment, stock turnover and average sales per employee were
lower than for any other size-class, and their credit position was
especially poor. The small sales volume of this group, which
means that fixed expenses are larger per dollar of sales, is un-
doubtedly the immediate cause of their unfavorable record. But
perhaps the low sales volume is itself due to the fact that they lose
business to the larger stores because their mark-up is greater, or be-
cause of a poor selection of goods, o because they do not employ
efficient help, or possibly because they are unsuccessful in granting
credit to customers. .

The medium-sized stores made the greatest earnings on their
sales, but in most other respects were about average in their pet-
formance. In spite of their favorable credit position the larger
stores do a substantially larger proportion of their business on
credit than other groups. Apparently they are willing to grant
credit, but are shrewd enough to control their credits. Certainly no
one factor, but a variety of causes, appears to be responsible for -
the better experience of the larger stores.

Operating expenses are also affected by the size of community,
being markedly higher in the larger towns (at least up to 50,000
population) than in the smaller centers. Here it appears that
higher salary and rental expenses account for practically all of the
difference in total costs, as there is no evidence of appreciable dif-
ferences in the rate of stock turnover, sales per person employed,
or profit on investment.

The contrasting effects of the size of store and the size of town
on expense ratios are made sttikingly clear in Table 25. Costs in-
crease steadily and substantially in every store size-class as the size
of town increases. And in towns of every size expense ratios de-



168 Doks DistriBUTION CosT Too MucH?

cline with every increase in size of store, Thus the little business
in the big town is at one excreme of cost, with an expense ratio of
32.2 per cent, and the big store in the small town, with 15.7 per
cent, is at the other extreme.

TABLE 25

OPERATING EXPENSES OF HARDWARE STORES BY SIZE OF BUSINESS
AND S1zE OF TOwN, 1936

Size of Town by Population
—
Size of Business Under 1,000 3,500 10,000 Over‘
(Annual Net Sales) 1,000 o 3,500 t0 10,000 0 50,000 50,000
(Expenses as Per Cens of Net Sales)

Less than $25,000 229 26.2 29.5 31.8 322
25,000 to $40,000 19.2 21.6 248 28.6 268
40,000 to $60,000 18.0 19.8 234 26.2 244

$60,000 10 $100,000 138 19.0 21.8 248 25.3

$100,000 and over e 157 17.7 23.6 24.6

d. RETAIL SHOB STORES

"Shoe stores show wider variations in operating expenses than
most other lines of retail trade. These differences, zs in the case of
department stores, reflect the size of store and size of city, but are
also relared to the type of operation and the quality of merchaa-
dise carried.

Average expenses amounting to 30.4 pet cent of 1936 sales and
average profits of 3.8 per cent were shown in 2 survey of seventy
stores made by Dun & Bradstreet for the National Shoe Retailers’
Association. But stores with most of their business at less than $5
a pair had expenses of only 28.3 per cent and 2 profit ratio of 4.2
per cent. At the other extreme of quality, expenses rose to 34.3 per
cent and profits fell to 2.2 per cent in a group of stores reporting
three-quarters or more of their sales at $5 to $10 a pair or over.
The lower-priced stores had a much higher rate of stock mrnover
than the higher-priced ones and an advantage in most individual
items of expense, particularly advertising and rental costs.

Costs also vatied widely for stotes managed undet different sys-
tems of operation. Leased shoe departments of department stores
had the lowest costs, with an expense ratio of 24.9 per cent of
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sales, while costs rose as high as 35.8 per cent in muldiple stores
operating from two to four branches.” Independent single stores
and chain stores fell between these extremes, with ratios of 29.2
and 30.6 per cent, respectively.

'With their marked cost advantage leased departments were able
to make profits of 8.2 per cent on sales as compared with only 3.8
per cent for all other stores covered in the sutvey. Leased depart-
ments also had more rapid inventory turnover than the other stores
(3-2 times per year as compared with 2.6 times) and reported an-
nual sales of $13,055 per salesman as compared with $9,810 for
the others. Largely as a result of this, leased departments had a
Ppayroll expense of only 13.7 per cent as compared with 16.8 per
cent. Their advertising costs were also much smaller, reflecting
dependence on the institutional advertising of the department
store.

The figures for the independent group of shoe retailers, when
compared by size of store, showed a general tendency for costs to
mount as store size increased. The smallest stores (with $10,000
to $30,000 sales) had a total expense ratio of 28 per cent, payroll
expense of 13.4 per cent and profits of 4.2 per cent, on sales. Costs
rose to 32.9 per cent for the $100,000 to $500,000 class and pay-
roll expense for this group amounted to 17.5 per cent of sales.
Single stores with more than $500,000 annual volume, however,
had slightly lower total expenses (31.1 per cent of sales) and pay-
roll expenses (13.7 per cent), but a profit ratio of 6.2 per cent—
higher than for any other group of single stores.

The higher expenses of the large stores are probably due dneﬂy
to the location of such stores in big cities. An analysis of expenses
of a group of chain, single and multiple stores by size of com-
munity shows that the largest cities present more difficult competi-
tive conditions than do the smaller ones.

The most pronounced differences are found in the smallest
population size-class (under 25,000) and in the largest (over
500,000). The expense ratio of stores in the smallest cities was
269 per cent of sales, and in the largest, 36.3 per cent. In the

17. Retail Sbou Slon.r al Lu.rd Sbat Dtplmnelm, prepared by Dun & Brad-
street for the N 1 Shoe July 1937, pp. 13, 20, 25,
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three intermediate population classes—ranging from 25,000 to
500,000—average expense ratios were almost identical—30.7 per
cent. The small-town stores appeared to enjoy a special advantage
over the big-city concerns in labor and advertising costs. Profit
ratios were much higher in the small cities than in the big ones—
4.7 per cent compared with 1.0 per cent of sales,’®

18, 1bid.,, p. 29.



Chapter 7

COSTS OF PRIMARY AND INTERMEDIATE
' DISTRIBUTION

ALTHOUGH RETAILING is the most costly single phase of distribu-
tion the total of costs incurred prior to this final stage is about
twice as large as retailers’ expenses in selling finished goods o
consumers. Not only is almost everything sold at retail sold one or
more times before it reaches retailers’ shelves, but these earlier
stages include the sale and resale of vast amounts of raw materials
and semi-finished goods between various steps of production and
distribution. Manufacturers’ distribution costs are estimated at
about $9 billion; transportation charges, most of which accrue be-
fore the rerail stage, account for $8.8 billion; and intermediary or
wholesale distribution costs amouat to about $7 billion. All these
costs, together with national advertising and certain minor items,
equal $26 billion, as compared with less than $13 billion for retail
trade. The above figures relate to 1929 as shown in the Flow Chart.

1, INTERMEDIARY OR WHOLESALE COSTS

The costs of wholesale or intermediary distribution are not only
the straight-line costs of buying goods from producers, transport-
ing them, storing them and selling and shipping them to retailers.
As the Flow Chart shows, several intermediary agencies are often
involved—one frequently sells to another. The sales of all inter-
mediary dealers in 1929 exceeded $69 billion, but almost $16 bil-
lion of this amount consisted of sales from one dealer to another
within the intermediary system. Thus the net outflow of goods
from intermediary or wholesale trade to retailets, indusery and
consumers was about $53 billion. Obviously the costs of this resale

171
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TABLE 26

EXPENSES AND SALES OF INTERMEDIARIES IN SELECTED CONSUMER
ProbucTs, 19290

Sales Expenses
r ~ s N
To Outlets
To Other Outside of As Per Cent
Inter-  Inter- of Sales to
mediary mediary Others Than
Product Total Dealers System Amount Intermediaries
(In- Millions)
Toys, es, and sporting
261 $ 24 § 237 § S1 217
Jewelzy and ?lpna.l goods 574 45 529 103 19.6
Plumbing and heating equip-
ment and supplies 558 3 554 102 183
Automotive products 2,165 103 2,062 330 16.0
Radios and equipment 605 147 458 70 15.3
Furmmre and house furnish-
1,228 85 1,144 173 15.1
Dmgs, drug sundries, and
toilet preparations 1,255 74 1,181 172 146
Petroleum and petroleum
produces 3,356 58 3,298 477 14.5
Dry-goods and ap ‘r 5,764 1,323 4,441 555 12.5
Pood Pproducts gmcenes 15,382 1,578 13,804 1,491 10.8
Cigars, cigarettes, and tobacco 1,762 465 1,297 126 9.7

Data derived from U.S. Cansas of Distribution for 1929, Vol. II, and unpub-
hshed material in the files of the National Bureau of Economic Research.

or recirculation are part of the price paid for goods as they pass
out of intermediary channels.

A sugar broker, for example, may sell only to wholesale grocery
merchants, who in turn sell to retailers. Total costs of performing
the intermediary function in sugar distribution obviously include
the costs of the broker as well as those of the wholesale merchant.
Similarly about a fourth of the total intermediary sales of radios
and equipment and of cigars, cigarettes and tobacco are made not
to retailers, but to other intermediaries. In other lines, such as
automotive products, the proportion of total sales made by inter-
mediaries to other intermediaries is 5 per cent or less. The cost of
making these sales within the intermediary system must be added
to the costs incutred by intermediaries in selling goods to retailers
and industry.

The resultant total cost should then be compared, not with the
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total volume of intermediary trade, but with the net outflow from
the system. ‘This means that a rough measure of the ratio-of-cost-
to-sales of the intermediary function is furnished by comparing the
$7 billion cost of intermediary distribution with the net outflow of
$53 billion, rather than with the total sales of $69 billion. Meas-
ured in this way the total cost involved in intermediary trade
amounted to 13 per cent of sales.

Figured on the basis of net outflow the cost of the intermediary
function for different commodities varies widely—from as low as
9.7 per cent of the sales of goods leaving the system, in the case of
tobacco products, to 21.7 per cent for toys, games, and sporting
goods. Table 26 shows the costs of the intermediary function in
percentage of sales to other buyers than intermediaries for each of
eleven typical consumer products as well as the dollar figures on
which these expense ratios are based. The expense ratio for food
and groceries was but 10.8 per cent and that of petroleum prod-
ucts, 14.5 per cent, while jewelry and optical goods had a ratio of
19.6 per cent. In the latter case, infrequency of sales and the diffi-
culty and risk of estimating demand more than offset the obviously
greater physical task of storing and handling bulky products like
food and petroleum.

a. COMPARISONS BY TYPES OF ESTABLISHMENT

Cost ratios of various types of intermediary establishments vary
widely. These differences arise from differences in the kinds of
commodities handled and from great variations in the functions
petformed. Cost ratios (based on total sales, including sales to
other intermediaries) for various types of intermediaries and the
relative importance of each type as measured by the dollar volume
of sales in 1935 are shown in Figure 16, while Table R of the Ap-
pendix provides similar data for 1929 and 1933 as well.

Of the various major groups of intermediaries listed by the Cen-
sus, agents and brokers have the lowest costs in relation to sales—
2.9 per cent in 1935. Bulk-tank petroleum stations had the highest
ratio—14.5 per cent. Wholesalers proper showed a ratio of 12.6.
The average for all types of intermediaries in the United States
was 9.5 per cent in 1935.



NET SALES AND OPERATING EXPENSES OF VARIOUS TYPES
OF INTERMEDIARY DEALERS IN 1935
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FIGURSE 16. Nearly & dnrd of all intermediary trade is still handied by the traditional
have

es b d in recent
s and account for a founh of total volume, They have lower expense ratios than
¥mwholesale merchants but not as low as chain store warechouses. {Sowrce: Table R.)
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Most of the major types given in the Census classification are
broken down into 2 number of more narrowly defined types. Of
these, mail-order wholesalers showed .the largest expense ratio
(214 per cent) and brokers the smallest (1.3 per cent). Whole-
sale merchants had a ratio of 13.2 per cent; manufacturers’ sales-
branches, 6.6 and 11.8 per cent, according to whether they did
business without or with stock; commission merchants, 2.5 per
cent, and importets, 9.2 per cent.

By 1933 sales of intermediary trade as a whole had fallen to less
than half of the 1929 volume—from $69 billion to $32 billion. In
spite of drastic reductions in dollar costs, the cost ratio increased
from 8.9 to 11.5 per cent. With the recovery in 1935, expenses fell
to 9.5 per cent of sales—a good showing with business stll one-
third below the 1929 volume.

Similar trends occurred in most of the principal groups of inter-
mediaries. Wholesalers proper, accounting for about 40 per cent
of the total volume, had about average experience. Manufacturers’
sales branches, on the other hand, made a better showing than
wholesalers proper, and closely approximated the general average
of all intermediary dealers. The business of assemblers and coun-
try buyers suffered almost a 50 per cent decline while their costs
rose in just about the same propostion.

Agents and brokers and chain store warehouses had excellent
control of costs. In spite of a substantial loss in business, operating
_expenses in 1933 held close to the 1929 level. Although the 1935
recovery failed to restore 1929 sales volumes, expense ratios in
both cases were below 1929. The most significant change occurred
in bulk-tank stations handling petroleum products, which had an
actual increase in dollar volume from 1929 to 1935, accompanied
by a sharp rise in operating costs.

Even when different types of establishments are dealing in the
same general commodities thete is a strikingly wide variation in
their expense ratios. The greatest differences are explained by the
limited services and functions performed by most of the low-cost
dealers such as brokers and agents, in contrast with the more
elaborate setup of high-cost wholesale merchants and manufac-
turers’ sales branches. Nevertheless some of the types which per-
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TABLE 27

NET SALES AND OPERATING EXPENSES FOR SEVEN KINDS OF BUSINESS
BY TYPES OF INTERMEDIARY ESTABLISHMENT, 1935 AND 19338

. ) Operating
Kind of Business and Net Sales Expense Ratio
Type of Establishment 1935 1933 1935 1933

(In Millions) (As Per Cent of Sales)
Groceries and foods
‘Wholesale merchants $3,108 $2,748 108 13.1
‘Voluntary grocery wholesalers 93 ves 9.1 ien
Retail cooperative warehouses 109 . 5.1 e
Cash-and-carry wholesalers 55 cee 5.0 P
Wagon distributors 65 ves 14.1 “es