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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 getting it from its point of origin ro the store counter~d 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 eflicient, 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 
stirred up a whirlwind of conflict and controversy. It has become 
much more than a question of economics or business. The battles 
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 eflicient-all from the point of view of the general 
public. We ought to be able to see how the system and its parts 
acrually 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 facts on the methods and COSts of distribution in 
the United States an~ reported their findings to the Fund's Com
tnittee 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 fottnu-_,.IoIN, 
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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 title 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 Victor 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, Charles 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 rime-the Fund extends its deep appre
ciation. 

330 WEST 42Nl> S'l1U!BT 
N .... YORK01Y 
JULY 1', 19'9 

EVANS Cl.ARK 
Executi1le Director 
The Twentieth Century Fund 
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Chapter 1 

THE CHALLENGE OF DISTRIBUI'ION 

1. THE PROBLEM 

THB IDEA that it costs too much to distribute goods and that mod
em methods of distribution ate wasteful and inefficient has taken 
root 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 comer of a cross
roads, the constant bombardment of costly radio programs selling 
everything from cigarettes to pianos, and the frequent complaint 
of the farmer who gets only foUr 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 a 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 berween the cost of production and the price the consumer 
pays. 

EfJi&iency 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 

3 
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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 
mllking 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 centuty 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 revolutionaty 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 Marketing Association has 
brought about the exchange of ideas and experience on educa-

1. W..rlt 1" ["allSl", Committee on Elimination of Waste in Indwuy of the 
Federated American Engineering Societies, WashingtOn, D.C., 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. 

Nor 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 fust 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 altering the nature of the 
distributive agencies themselves. Where the movement of goods 
has mer too much friction in one channel, ather 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
tributive agencies, and retailer-controlled sources of supply-and 
the decline of older forms bear wimess 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 or impede the 
development of these new forms of distribution, particularly in the 
retail field_ A large body of laws has been enaaed in recent years 
to regulate various distributive praaices, and particular channels 
and methods of distribution have been subjeaed to taxation as 

2. The CeosIl5 Bureau has, in addition, r=dy published the findings of • lim
ited disuibution survey covering the year 1937 aod the first half of 1938. The survey 
was made by mail on a voluntary basis and was intended to provide an indicator of 
trends rather than to present a complete picture such as was attempted 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 a 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. ~tribution includes the transportation of goods from the 
point or original or 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 a 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, manufacrurers and wholesalers before the fin
ished product reaches the retailers' shelves. 

Defining Distribution CoIU 
Every time the finished article-or the materials or parts of 

which it is made-cl1anges hands, selling and clerical expenses are 
incurred. These may be sma1l 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 specialli:ed 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-aating 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 modem economy, however, without real
izing that a sharp separation berween 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; a 
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 de1initely assignable to either 
production or distribution. Some general business COSts of manu
facturers 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 amount 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 half 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. F acrories can
not operate unless there is some mechanism for continuously pass
i!tg 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. AIl 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 187o-Iess than seven decades ago 
-more 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 actual 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 to 
about 21 per cent. Productive workers in the man"iifaCturlng and 
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 acrual 
number of workers in these industries was much less than in the 
service and distribution occupations. 

In«easing 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 
proportion 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 futnish only a rough indica
tion of changing trends, not a precise measure of the exaer propor
tion of workers engaged in each of the various productive, dis-

.,tdbutive, and service functions in anyone 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 faer. 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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PJGURB 1. A steadily falling proportion of the nation's workers has been required 
in the production of goods, while the proportion of workers engaged in disuibutiDg 
them and in clerical and service activ .. i .. nearly doubled between 1870 and 19;0. 
(SON"" Table A.) 
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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 extraa 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. 

Oearly the addition of form utilities to physical materials is 
requiring a smaller share of our national human effOrt, while the 
addition of time and place utilities, or the transportation, 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 relati1le terms the work of producing goods absorbs . less labor 
and that of distributing them requires more. 

As a matter of faa, 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 production appears to \:lave passed its highest point. 
Agriculture had more than a million fewer workers in 1930 than 

.in 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 cIassified as clerical workers 
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in each Census yeu to each of the three branches of economic ac
tivity-production, distribution and service-:-gives a rough ap
proximation of the total number of gainful workers engaged in 
each branch. Such estimates, together with ·figures on population, 
are shown in Table C of the Appendix. It must be emphasized that 
the actUal figures for each yeu derived 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 ,n 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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produced and distributed in the l:1nited 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 occurred in material well.being 
in the United States since 1870. 

That the entire process of producing and distributing the goods 
needed by the population is being carried on today far more effi
ciently than in 187G-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 clearly in Figure 3, which 
provides an approximate statistical measure of per capita changes 
in the production and distribution of commodities during the 
1870-1930 period. The volume of goods produced and distributed 
per capita of the population increased from 100 to 286, ·or nearly 
three times. The average amount of goods handled per worker by 
workers 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 ligures would seem to indicate that efficiency 
in production has increased to a striking 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 disttibution process, however, cannot be based on 
these statistics alone. As will be shown in the following section the 
disttibutive 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 
geographic concenttation of manufacturing, which have resulted 
in higher per capita output, cannot be adapted to the processes of 
disttibution except on a very limited scale. Still more important, 
these changes in industtial organization have thrust a much greater 
burden on the disttibutive system. In becoming more efficient pro
duction has become more resttiaed in scope, while the range of 
disttibutive operations has been greatly widened. 

PER CAPITA VOLUME OF GOODS PRODUCED AND DISTRIBUTED 
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F1GUllB 3. The suikiog advance in productive efficiency u evidenced by the faa 
that the output of goods per worker engaged in production was nearly. three and 
a half times as great in 1930 as in 1870. The ..,Iume of goods haodled per worker 
in disuibution. on the other hand. showed little change. (SOIlf't ... Table D.) 
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3. THE ExPANDING ROLE OF DISTRlBU'l10N 

A closer view of some of the principal reasons for the varying 
uends in the per capita production and disuibution 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 panly respon
sible. The disuibutive system today provides a vast range of new 
and different services, assumes increased costs and risks, disuibutes 
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 pan 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 inherendy unproduc
tive and wasteful reflects an attitude as uncritical and superficial 
as that of the Physiocrats nearly two centuries ago. They believed 
both manufaCturing and uade to be sterile occupations, in con
uast to agriculture, which alone was "uuly productive" because it 
created commodities. 

Under the non-specialized conditions prevailing in the United 
States a century or more ago, 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 
~en lived on farm~e family was both the producing and con
suming unit. The small surplus of farmstuffs and raw materials 
was either banered for other goods or services within the com
munity or disposed of through local dealers for shipment to distant 
markets. Most of the factories of that day were little handicraft 
shops supplying neighborhood needs and using local raw materials. 

Under these simple economic conditions the middleman played 
an insigoificant role. Because most products were not really dis
uibuted at all in the modern sense, costs of disuibution were negli
gible. With the rapid development of the country, however, the 
growth' of cheap uansportation, the increase of commercial manu
faCturing, the uend 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, disuibutive operations have 



I6 DOES DISTRIBUTION CoST Too MUCH? 

become a 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 part 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 modem industry 
than of modem 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
facture 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 satisfactory 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 ptoduced 
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 motor-truck uansportation and elecuic 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 ptoductS for home consumption. 

But in many industries concentration in a particular area per
sists-Sometimes through inertia-long after the original reason 
for it has disappeared. Gock 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 Pennsylvania. Three states account for 
over 78 per cent of all carpet and rug 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 a 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 saJI;le time made distribution more complicated 
and costly. Concentration of production requires the transportation 

~. Dislriblll;o. SMl;t~S ""J Costs, Chamber of Commcm:e of the United States, 
washington, 1959, 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 distriburive 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 difliculties 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 faaories. 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 parr 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
faaured 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 aaual physical 
deterioration or of rapid style obsolescence. The risks and costs of 
distributing them are far greater than those of merchandising the 
staples the family used to buy. As the mmmercial 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 city 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 
rice. sugar. coffee. and macaroni elaborately encased in air-proof 
wrappings to preserve freshness and Havor. 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 York in January. 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 busine5ll. 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 faeror in distribution. The 
producer must persuade the consumer that his 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 but the nature of these 
new things. any true conception of modem distribution becomes 
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impossible. They are things which people want, but it does not 
follow that they are things which the consuming public has 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, modern 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 or 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 multitude 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 little 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 to 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 large-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 
toO high. That this is sometimes true, however, is suggested by the 
subsequent chapters of this book. 

To lower these costs is a great challenge to American 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 opportuniry 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 larger than the total cost of production. A correspondingly 
larger area exists, therefore, in which possible economies may be 
sought. 

While the potentialities 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 attitude 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 a new one, and 
difficult to plan in advance. 

Another difficulty is often more apparent rPan real-the dis
placement of labor. A lowering of the cost of distribution ordi
nariIy 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 incteased employment. 

Throughout this book it has been assumed that the important 
purpose of the various elements of the economic sl'stem--distcibu
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--flot 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 atrack on the problem 
can best be made. 



Chapter 2 

~RI~ SPREADS IN DISTRIBUTION 

THE CONSUMER who knows little about the processes of disttibu
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 a 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 contaa with the system of disttibution; and the spread betWeen 
the cost of production and the retail price of consumer goods surely 
has significance. A study of the COStS of disttibution, therefore, can 
well begin right there. The figures, however, will have little reat 
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 disttibution. In many lines of ttade, 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 anyone time may be much more, 
or much less, than the aaual cost of disttibuting that produa. 
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 exaaly the same article sold in different 
markets or at 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 manufaaure 
and distribution are carried on. The typical manufaaurer 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 aaual cost of diStribution 
is only one. 

Even if the cost of distributing a specific product could be accu
rately figured-which is usually impossible with present account
ing praaices-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 or 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 aaual 
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 rerailers-even if rhey have figures--ru:e reluc
tant to give rhem 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 rhough rhe 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 produas some 
years ago gave out full information on operations and sales, show
ing gross profics and average mark-ups, which were in faa closely 
comparable with rhose of his competitors. The company's retail 
customers, however, egged on by rhe company's competitors, hec
tored rhe salesmen of the company about what they considered 
excessive profics. The company was forced to abandon this inno
vation. It now conceals the figures until its competitors will agree 
to publish rheir own. 

In other cases, undoubtedly, secrecy clorhes a guilty conscience: 
a realization that prices are unjustifiably high because of excessive 
profics 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 rhe limitations on the meaning of such information 
and of rhe reluaance of distributors to furnish it, a strenuous effort 
has been made in connection with chis study to get confidential 
figures on actual price spreads for a representative group of prod
ucts. In addition, published data have been examined carefully to 
supplement this confidential information. 

1. UNPROCBSSBD FOOD PRODuCTS 

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 rhe farm, yet they must be transported perhaps 
hundreds 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 uansportation and of the 
various middlemen handling th.e 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, disuibutiqn 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 comer 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 rwice 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 uansported 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 uansportation 
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 uansportation, and damage claims 
against the railroads on these productS run into millions of dollars 
annually. All these ultimately affect the level of fteight rates which 
in tum 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 carri~' 
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 cettain fruits and vegetables. t 

TABLE 1 

SPOILAGB LOSSES FOR FRum AND VBGBTABLES 

(Expressed as Percentage of Total Expected Retail Proceeds) 

Avenge Range 

Fresh fruits 
Peaches 24.3 15 to 30 
Gt1Ipes U.O 10 to 20 
Grapefruit 9.0 5 to 18 
Apples 7.5 5toU 
Oranges 7.3 5 to 11 

Fresh vegetables 
Cabbage 24.0 10 to 3S 
lettUce 13.5 10 to 18 
Onions 5.0 3108 
Potatoes 2.5 2to4 

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 patt 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 transpotta
tion costs for the second list of products. For example, 27.5 cents 
of the consumer's dollar is for transpottation 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.> Transportation costs were high in the case of some other 
products, such as Florida oranges, grapefruit, and tomatoes, be-

1. Based 00 Agrirll/lllr41 I.tom. l"I/lliry, Pederal Tilde Commission, June 10. 
1937, Pan II, p. 20 and an analysis made by months over a two-year period. (1935-
1936) by a chain store company and included in an unpublished repon of the 
Federal Trade Commission. 

2. Agrit.lllmd Into",. '""lIi", Federal Trade Commission, June 10, 1937, Part 
II, Chap. IV. 
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cause of the bulkiness of these produas 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 vaty 
widely-from twenty-three cents to more than forty-bve cents
and are particularly high for tomatoes, onions, and cabbage, where 
spoilage losses are large. 

Broadly speaking, the consumer's dollar spent for produas from 
these specialty areas can be divided roughly into three fairly equal 
parts--i:me-third for the producer (except in the case of such prod
uCts as cabbage, onions, and lettuce, in which the farmer's share 
is less), one-third for transportation and intermediary handling, 
and the remaining third for the retailer's margin. In connection 
with the latter it should be remembered that the retail margin as 
shown in Figure 5 does not measure the average realized margin 
on these produas. 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 asa third less than the retail margins shown in the chart. 

2. PROCESSED FOOD PRODUcrs 

Produas raised by the farmer and processed before they reach 
the conswner 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 1inished 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 14, 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. 

a. 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 rwice 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 retail 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.4 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 Berween Ibe Farmer and the 
Consumer," U.S. Bureau of Agricultural Economics, July 1936, p. 9. 

4. Bernard P. Tobin &nd Howard Greer. Whlll B'fom~s of Ih. COIISIlmn'S M,,,, 
DolI .. l, Uni..ru'1 of Chicago. 1936, p. 6. 
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TABLE 2 

AVERAGE PRlC~ AND PRICE SPREADS OF MBAT PRODUCTS, 1925-1934 

Selling Price Per pounda Price Spread Per Pound 

Per Cent oi 
, 

Per Cent of 
5eUiog Price to PerCent Price to 
Agency Cents Consumer Ceots of Cost Consumer 

Farmer 10.9 '0.7 ·4.2 Li .... tock dealer 11.8 54.9 0.9 8.! 
Meat packer 15.1 70.2 !.! 28.0 n.! 
Wholesaler 16.1 74.9 1.0 6.6 4.7 
Retailer 21.5 100.0 SA !!.5 25.1 

a. The selling price of each agency is of course the COSt for the succeeding agency. 

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 cent spread betWeen the farm price and that 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 local delivery ro 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 com Hakes, involve less costly processing, 
but relatively large expenditures for advertising and selling. For 
such products as Hour 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 thefarmer 
receiving about the same amount as his share, the transponation 
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 
The wheat middleman 
The miller 
Transporration and terminal market. 

ingagencies 
The wholesale baker 
The retail gro<:er 
M~':f the full dollar the consumer 

13.4 cents in 1923-1925 
.8' 

4.8 

6.3' 
59.S· 
14.9' 

100.0 

H.3 cenlS in 1935 
1.2* 
7.2 

3.6' 
55.4' 
19.3' 

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 baker's margin which 
showed that 30.7 cents went for manufacturing costs and for in
gredients other than Hour, and the remainder for seiling, general 
administrative expense and profit. Adding the starred items for 
that period (but including only pan of the wholesale baker's mar
gin-his selling expenses and pan 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 COlli Hakes and rolled oats manufacturing costs 

5. AgritMllllrtd '.lome Il1glli", Pederal Tlade Commission, March 2, 1937, Part 
I,p. H1. 
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absorb only about 12 cents of the consumer's dollar, About 50 
cents goes for transportation and selling expenses, over twice the 
amount (22 cents) the farmer receives.6 

/c- CANNIlD FRUITS AND VIlGIlTABLIlS 

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 containers 
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 produa and more than twice what the canner 
receives for the canned tomatoes. 

For each dollar spent by the consumer for canned tomatoes:7 

./The farmer received 
V The canner 

The broker 
The wholesaler 
The Rwler 

d. MILK 

18.7 ceolS 
45.9 
~.9 

11.5 
20.0 

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 a 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, Til, Bl"".",s of M •• "i.g, Prentice-Hall. Inc" New York. 
1935, p. 8. 7. Adapted from Converse, 01. Cil., p. 8. 
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PrGUU 6. The stable level of average milk prices in Chicago during the twenties was followed by a sharp decline after 19~O. With the re
covery from the low point of the depression, 1935 prices were not far above the 1917 level. The producers received less than 42 per cent of 
the retail price in 19~', however, as compared with 'I per cent in 1917. (SO""" Table G.) 
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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 toward 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 
reduaion in prices paid by distributors to producers; similarly, an increase 
in tbe price paid to producers has been followed immediately, in almost 
every instance, by an increase in tbe prices charged to consumers, and, in 
many instances, tbe latler increase has been greater tban tbat allowed pro
ducers. . . . Generally speaking, from tbe faas ascertained during this 
investigation in a limited number of milksheds, while tbe full extent of 
tbe decreases in prices paid to producers has not always been passed on to 
tbe consumers, tbe full amount of increases in prices paid to producers has 
usually been added to tbe 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," COIIJllmns' G.iJ., August 23, 1937. p. 21. , 
9. "Summary Report on Conditions with Respect to the Sale and Distribution of 

Milk and Milk Products," Federal Trade Commission, January " 1937, p. ~2. 
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charges, delivery expense, and advertising and selling COSts, but 
also rather extensive processing. Delivery expense aJone 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 ~ 

BllEAKDOWN OF SELLING PRICE OF GRADE B MILK" 

New York Distributors 
191:1-1916 

Cents Per Per Cent of 
Quart Selling Price 

Se~El:u. 9.000 100.0 
3.797 42.2 

Distributor'S spread S.203 n8 

Total operating COSts 4.839 S3.8 
Delivery costS 2.384 2M 
Other opcra.ting COSts 2.455 27.3 

Country charges 0.297 3.3 
Teaming and hauJing 0.294 3.3 
Pasreuri2ation 0.370 4.1 
Bottles and caps 0.241 2.7 
Freight 0.934 10.4 
Adminisuar:ive expense 0.319 3.S 

Profit 0.364 4.0 

Sbe/lield Farms 
Compaoy-1931 

Cents Per Per Cent of' 
Quart Selling Price 

14.260 100.0 
5.680 39.8 
8.580 60.2 

8.280 58.1 
S.030 35.3 
3.250 22.8 

0.300 2.1 

a. Report of the Joiol: Legislative Committee 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 distributo," 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 acrually decreased during this period. Percentage 
profits were only hal{ 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 a 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, or 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. 

DeJillet'y and SeJJing Complexities 
Delivery and selling expenses vary widely. The Federal Trade 

Commission found in their study of four large cities'o 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 a 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 low 
as 2.64 cents to as high as 4.78 cents. A large part of this variation. 
was found to be due to different methods of paying the route men, 
which in turn grew out of varying regulations of the route men's 
unions. 

An interesting comparison was made by the Commission be
tween the costs of delivery of milk and cream in bulk, in quart 
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. "Di.uibution ODd Sale of Milk and Milk Products, Boston, Baltim ..... Cincin
nati. St. Loui .... Pederal Trade Cnmmissinn, June 1936. p. 9. 

11. lbill •• pp. 172. 173. 
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only 12 per cent invariably bought it at the neighborhood storeP 
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 silll 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 Ciry to meet the needs of the ciry'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 
ciry. In a study of 1,020 ciry 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 
each other; in one block seventeen companies made deliveries; 
while two apartment houses were found in which nine different 
companies delivered' milk daI1y.l' This duplication also extends 
back to the hauling process, where competition causes similar 
wastes in collecting milk from the farmers. 

e. CANDY 

One of the large manufacturers of candy bars has furnished con
fidential information on COSts and price spreads for his produa in 
1936. These produas 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 Marko .. " compiled by Th. 
Mil."..'., ]0.",.1, 19~7. p. 13. , 

U. "Milk Parade," COrlsllmns' GlliJ., August 2~. 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 western markets for as low 
as 64 cents--the quoted manufacrurer'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 
manufacrurer and wholesaling and retailing COSts, amounts to 71 
cents, or 59 per cent of the price paid by the consumer and 145 

. per cent of the factoty cost. 
Many chain store organizations, however, having bought at even 

less than the wholesaler, sell the standard five-cent bars 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 definire 
conclusions can be drawn. Competition is so acute and the manu
facturers and wholesalers know so litrle about their costs that total 
costs of production and distribution often may not be covered 
entirely by prices charged. 

3. APPAllBL 

Although the clothing industries embrace a multitude of differ
ent produCts varying widely in price and quality, certain pervasive 
charaaeristics 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 charaaer, which necessitates flexibility in the industry and 
often involves substantial price spreads. Much, but not all, apparel 
manufaaure 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. 

Oothing is generally sold by the producer directly 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 specialization 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 faa that rapid style changes, particularly in millinety, 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 manufaaurer to the retailer. Table 4 is based 
upon the 1936 experience of manufaaurets who distribute in this 
manner. It shows that one brand of men's hat with a faaory pro
duction cost of $ 1.70 (including faaory 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 between 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, a hat selling to the consumer at $10 cost the manu
faaurer 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, or 43 per 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 
final 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 PRICB SPRBADS OF MBN·S AND WOMBN·S HATS, 1936& 

Manufac- Manu-
Spread Between Factory 

Cost and Rectil Price 
rorer·s facrurer's Retailer's PerCent 

Factozy Selling Price Selifng PerCent of Retail 
Article Cost to Retailer Pl'1ce Amount ofCes. Price 

Man'shu $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 bat 1.71 2.63 5.00 3.29 192.4 65.8 
Woman's hat 2.06 2.75 5.00 2.94 142.7 58.8 
Woman's hat 2.25 MO 5.00 2.75 122.2 55.0 
Woman's hat 3.58 ,",0 10.00 6.42 179.3 64.2 

. I. The ~ for manufacturer's and retailet's selling prices were furnished con
fidentially by representative hat manufacturers. 

The manufacturer of the $10 hat advertises extensively and has 
built up a reputation over many years for making a consistendy 
dependable high-quality produa. 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 recogni2ed high-quality produa 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. 

Highet" Mark-up for Quality Goods 
The higher percentage mark-up on the quality ptOdua is due to 

the faa that the turnover on this class of merchandise is smaller, 
and as a consequence, the selling expense is greater. There are 
many more 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-piiced goods. 
If the manufaaurer's production costs furnish an accurate meas

ure, the high-priced hat is inherently worth only about $2.00 more 
than the low-priced hat; 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 
prices. 

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 a 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 distributiol:l 
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 manufaaurers of women's hats 
retailing at a price of $5 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 manufaaurers of women's dresses are small concerns 
which do not produce nationally 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
facturer, following a rule-of-thumb method, breaks down his sales 
dollar into three equal pans. One-third covers the cost of mate
rials and trimming, another third, labor costs, and the remainder 

. provides faaory 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 reflect 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 crue of highly-styled merchan
dise but also holds to a degree even in the mass market. 

TABLE S 

COSTS AND PRIes SPREADS OP WOMEN'S DllESSBS, 1936& 

Manu- Manu- Spread Between Material and 
facturer's facturer's Labor Colt and lletail Price 
Material Selling Retailer'. PerCent 

and Labor Price to Selling Per Cent of Retail 
Article CoS! Retailer Price Amount of CoS! Price 

Cotton dress $ .91 $ 1.~7 $ 1.95 $ 1.04 114.~ 5~.3 
CollOn dress 1.25 1.88 2.95 1.70 136.0 57.6 
Silk or wool dress 7.17 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.~ 62.5 
Silk or wool dress 12.50 18.75 ~9.50 27.00 216.0 68.4 

a. The figures for manufacturer's and retailer's prices we", furnished by three 
tepteseD.tative manufacnuen and in each case are fairly typical. 

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 specilic 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 re
ceives for his merchandise. The second column of Table 5, which 
is based on this estimate is therefore not strictly comparable with 
the manufactUrer'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 esrablishments. 
Nearly all of the standard machinery used in the industry is owned 
by the United Shoe Machinery Corporation and leased rather than 
sold to the manufactUrers. Consequently, methods of manufacture 
are highly standardized and there is comparatively little variation 
in production costs from one factory to another. 

Most of the industry's production is put out y.nder the manufac
turer's brand, more than half of the rotal 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, obtained 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 PRICB SPREADS OF LEATHBR SHOES, 1936 

Article 

Mm's 
Work shoe 

Manu
fac

turer's 
Fro

duaion 
Cost 

$1.2! 
"Every day" shoe I.!! 
Sideleather-caIf 

Cafl's~oe shoe 
1.73 
2.08 

Women's 
Low-prited 1.12 
Medium-prited U5 
Moderate-prited 2.!5 

Manu~ 
fac-

turer's Jobber's 
Selling SeIling 
Price Price to 

10 Jobber Retailer 

$1.28 $1.50 
1.!8 1,60 

1.80 2.10 
2.16 2.60 

1.19 1.27 
1.57 1.62 . 2.92 

Spread Between Production 
Cost and Retail Price 

Fer 
Retailer', Fer Cent of 

sp~:s AmOUDt ofc:, ~~ 
,1.98 $ .75 61.0 !7.9 

2.19 .86 64.7 !9.! 

3.00 1.27 73.4 42.! 
4.00 1.92 92.! 48.0 

1.98 .86 76.7 43.4 
2.45 1.10 81.5 45.0 
5.00 2.65 112.8 5M 

•. TbiS'lDanofaaurer', products are distributed direct 10 retailer It $2.92 • pair. 

d, RUBBER POOTWEAR 

The manufacture and disuibution of rubber footwear is of 
. course an entirely different indusuy from the leather-shoe business. 
These products are made chiefly by companies which produce a 
great variety of rubber goods, They are disuibuted 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 manufacturers on COSts in 1938 shows the diver
sity of conditions in the indusuy and the difliculty of presenting 
an accurate and representative picture. 

One of the typical items sold by this company is amen's short 
rubber work-boot produced at 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 between 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 

Disuibution 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 maw 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. ClGARB'ITES 

Ggatettes are a standardized produer illustrative of lower dis
tribution costs than many other articles of popular consumption. 
Tobacco distribution, like an hourglass, 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 a 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 pan of the consumer·s pri~ounting 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 nearly 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 cigarettes and to
bacco yielding slightly more than $50 million.14 

14. P",ml Ih, Till< Probl"", The Twentieth Century Pund, Now York, 1937, 
p.20. 
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TABLE 7 

CosTS AND PRICB SPREADS FOR POPULAR BRANDS OF CGAIU!TTBS, 1937" 

(Estimated Per Pack of Tweoty and Per Thousand) 

Per Cent of 
1,000 Pack of Consumer's 

Cigarettes Twenty Doll .. 

Manufacrurer's costs 
(In Do/I.,s) (I. C •• IS) 

Leaf tobacco 1.00b 2.00 14.30 
Manufacturing (labor, package ma .... 

rials, ere.) .48 0.96 6.85 
5.lIing. _eraland admiaisuativee 

Advertising .24 0.48 3.42 
Other .21 0.42 3.00 

Total manufacturet's cost 1.9' '.86 27.57 
Income taxes .08 0.16 1.14 
ManufactUrer', profit .50 1.00 7.15 
Pederal WI: 3.00 6.00 42.85 

Price to jobber 5.51 11.02 78.71 
Jobber's margin<! .74 1.48 10.57 

Price to retailer 6.25 12.50 89.28 
Retailer's margine .75 1.50 10.72 

Price to consumer 7.00 14.00 100.00 

a. Based upon an analysis of statements submined by manufacturers to the S.E.C., 
and of rax reports, and usual trade discoUDts. 

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 adminisuative expense for 1,000 cigaretteS in 1934 
was reported IS 55 cents (ibill.). Private estimate for 1936 was ,2 b::i of which 

=~xi=~s~~gS ::S:fo:lor:i::i!'.: :=~ap= ~ the :l::.Jir:i, 
July 23. 1937). The reported sdvertising expenses covered products other than ciga
retteS, but these productS were relatively unimportant in both sales and expenses. This 
latter faaor is offset to some ex(ent by the faa that the reponed advertising expenses 
did not include expenses for radio talent. endorsements, copy, etC., and billboard 
advertising expenditures, most of which probably represented expenditures on ciga
rette sdverti,ing. The figures for .. sd ...... sing .. sod "other selling, general. and ad
minisuluft" expense for 19~7 in this table were estimated on the basis of 1936 
figures. 

d. On the hssi' of the usual 10 per ceot discount from the .... blished price of 
$6.25 to the retailer sod on the assumption that the jobber talc .. advan_ of & 2 
per cent cash discount. 

e. Assuming thar the .. railer sold ar 14 cents per pack, the prevailing price in 
1937. 

Excluding this item of taXes from the manufactUrer's selling 
price to the jobber, it would seem that the manufacturers, at the 
neck of the hourglass, make average profits of about 20 per cent. 
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In faa, 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 commodity which costs the manu
facturer little 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 produa to the wholesaler for 61 cents, 
a price which covered his profit, selling, advertising, and storage 
costs, the important 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, or 
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 part in the retailer· s 
mark-up. Since the taX has already become a part of the price be
fore the produa reaches him, he follows the usual praaice of 
applying a normal percentage mark-up for his cost. If the $1 tax 
on a quart of whiskey were colleaed 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. MEDIONALS 

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 
miniature depattment store selling tho,!sands of articles of general 
merchandise. Even the drug business has changed radically in 
chataaer. Packaged medicinals have lost some of their disrepute 
and many standatd remedies ate now manufaaured by reputable 
pharmaceutical houses and often sold on doaors' prescriptions. 

The drugstore today carries from 2,500 to 3,000 distina prod
uas, or as many as 8,000 or 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-catry business 
with rapid stock rumover. An average gross profit of 40 per cent 
of the retail price, or a mark-up of 67 per 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. Aaual mark-ups on specific prod
uas vary widely and sometimes surprisingly, however. This is 
patticulatly true of nationally advertised cosmetics and pharma
ceuticals as compated with similat unadvertised produas. 

For example a standatd headache remedy of simple chemical 
composition, which the promotional effort of the manufaaurer 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 matk-up of 16 per cent, the wholesaler pays the 
manufaaurer 32 cents for the same produa. Since the manufac
turer's expenses consist latgely of advertising and promotion, 
aaual factory produaion costs ate probably considerably less than 
half the price he chatges the wholesaler. In this case, therefore, a 
very large shate--perhaps three-fourths or more of the amount 
paid by the retail customer--goes for costs and profits in the vati
ous stages of distribution. 

Unadvertised Goods Cost Less 
The retailer can buy another produa, not nationally 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 atticle 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 rhat the re
tailer's mark-up is much larger than for the advertised product. 

Another example is an alkaline remedy, which is narionally ad
vertised and intensively promoted among the medical profession 
and is frequently prescribed by 9hysicians to their patients. The 
consumer pays 79 cents for a four-ounce bottle, which costs the 
retail druggist about 50 cents if he buys it direct from the manu
faaurer, and 60 cents from a wholesaler. The total price spread is 
29 cents or 58 per cent of the manufaaurer's price. Since the manu
faaurer 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 manufaaurer 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 a mark-up over rhe 
manufaaurer's price of 134 per cent. Here again, in spite of rhe 
fact that rhe percentage of price spread and gross profit to the 
retailer is much greater than for the advertised product, rhe 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 cents, 
whereas he pays only 89 cents for rhe unadvertised product on 
which the retailer's gross profit is 51 cents. 

d. BLBCTlUC REFRlGBRATORS 

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

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

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 manufacturer, $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. 

e. 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
placement marker 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 dealets---1lpecialty 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 distribution policies of 
several of the largest manufactlUers 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 oudets 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 he did a decade or more ago. 
A recent study16 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 anaverage 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 facrory COStS, which in 
1933 were at a little more thall a fifth of the 1921 level. In spite 
of the great decline in prices and COSts, therefore, slighdy 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 facr the contrary is probably true, 

15. Census of Business: 19''', Disl,ibMlio8 of Ma,q4"IIr"s' Sill,s, p. 12~. 
16. P. W. Litchfield, N.,., •• Am";r", RMbb"l.tlm"l. No.8, The Goodyear 

Tile and Rubber Co., September I, 19'8. 
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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' 

Cost It factory 
Raw material COSt 
Cost of manufactUre 

Marketing COSt 
Retail price 

Amouat 

,22.50 
7.93 

14.57 
15.90 
38.40 

1921 , 
PerCent 
ofRemil 

Price 

58.6 
20.7 
H.9 
41.4 

100.0 

AmOUDt 

,4.87 
2.27 
2.60 
5.63 

10.50 

19~~ 

PerCent' 
of Retail 

Price 

46.4 
21.6 
24.8 
5U 

100.0 

a. Derived from table by W. W. Leigh, in '"Wholesaling of Automobile Tires," 
Tb.,otmlm of MAr • .,ing, October 19;6, p. 95. 

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 
it total distribution cost of $3.44, or 41 per cent of the retail price. 
The intermediary distribution functions accounted for 16 per cent, 
and recail operating expenses were 25 per cent of the retail price. 
Sears, Roebuck's Allstate tire, a comparable product and sold 
through Sears, Roebuck's retail stores for $6.47, entailed a total 
distribution cost of $2.07, or 30.2 per cent of the retail price. The 
difference in distribution costs accounted for most of the diffecen
tial of $1.93, or 23 per cent, in the prices of the two tires. Slmilar 
tires were sold by Sears, Roebuck's mail·order division at $6.17, 
with a distribution cost of $1.16, or 18 per cent of the recail price. 

f. GASOLINE 

In spite of the face that gasoline is a well-standardized, inlper
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 between the 
value at the refinery and the amount paid by the consumer. AI-

17. John P. Thomas, '"Varyiag Punctions in Disuibution, Their Costs and Inilu.. 
eoce on Rerail Prices," Tb.,otmrfll of M., •• Ii,.g, July 19;8, 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 N ew 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 petroleum 
and refining the gasoline, account for nearly one-third of the 
amount paid by the customer. 

TABLE 9 

COSTS AND PRICE SPRIlADS OF GASOLINE AT NEW YORIC, 1936& 

Price at Gulf port 
Transponauon to New York 
Terminal chuse 
Special processins 

Total differential", New Yorl< 

Tank car price at New York 
Margin 10 jobber 

Tank wagon price at New York 
Margin '" retail dealer 

Posted filling station price at New York 
Tax 

Price to rew! customer at &ling station 

•. Compiled from a confidential SOUKe. 

Cents per 
Gallon 

5.50 
.50 
.25 
.25 

1.00 

6.'0 
2.00 

8.'0 
4.00 

12.'0 
5.00 

17.50 

PerCent 
of Con. 
sumer's 
Dollar 

31.4 

5.7 

11.4 

22.9 

28.6 

100.0 

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 C?f 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 between 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 oudets the volume of business 
per station is so small that a 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 gready 
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 oudets 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 ouders by "bucketing," five gal
lons at a time. This operation is of course wasteful and time-con
suming and increases the wholesaler' 5 cost. 

A "Voilime-Minded" Industf'y 
In spite of these wasteful practices, the industry is so volume

minded, and competition among refiners 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 without agree
ment on the part of others, competing concerns would buy up or 
supply the abandoned locations with the result that no change 
would be effected. 

Entirely aside from this problem, there are other opponunities 
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 serve 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
pany 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 
isolated viIlages. The family was generally a self-supporting unit 
supplying most of its own needs from its own labor. Only the sur
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 
capaciry as producers, we produce nothing but surplus. If we are 
'engaged in the textile 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 tum 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 modem distribution. Without it, we could not 
enjoy the advantages of mass production, for every one of the 
specialized products of modem 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 agriculture, mining, forestry, and fishing, or as 
imports from abroad. Distribution begins as soon as these com-

58 
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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 consuming insti
tutions in the United States. Some of these primary products move 
directly from their source to the consumers, but this is exceptional. 
Ordinatily even fresh foodstuffs, coal, imponed 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 manufaeture may 
move direct from primary sources to the factories, but here too the 
services of intermediary dealers are usually required. 

Similar complexiry and diversity characterize the disuibution of 
semi-finished and finished manufactUred ptoducts. 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 ente~s wholesale channels where 
further sales and resales 'may take place before it goes through 
retail channels to consumers. Obviously disuiburion is far from 
being the suaight-line uansfer from farmer to manufaeturer to 
wholesaler to retailer to consumer which it is sometimes con
sidered to be. True, a large pan of the distributive task is of this 
sort. But the work of the middleman in disuibuting raw materials 
and semi-finished prodUctS commences long before manufaeturing 
begins and reappears repeatedly between various processing, fabri
cation and assembly operations performed in different factories. 

1. MEASURING THE FLow OF CoMMoDmES 

The diversity of disuibutive channels in the vast system whereby 
goods are sold and exchanged in the United States is pietured in 
"The Flow of Goods" Chan (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 at various stages throughout the entire 
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process. The dollar value of the goods produced or distributed 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 
purchased 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 Chart 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 
m01Jable tangible commodities from the point of origin to the point 
of final sale as commoditiel, 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 and sale 
of services as well as goods. 

The Chart-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 between the volume of 
goods flowing through different channels probably remain ap
proximately as pictured. 

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 apparendy 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 
amounr 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 OF MANUFACTURING INDUSTRIES 

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



TABLE 10 

EsTIMATBD 5ALBs AND PURCHASES OF GooDS BY V ABIOUS BRANCHES OF INDUSTRY AND TRADB 

(In Millions of Dolw/) 

Sales Value of Goods Sold by Pollowing Branches 

Manu- Inter- Trans- Amounts 
Extractive Impon faauring medillIJ Retail ~rtation Paid by 

Bnnches Buying Goods AgricullUR Induruies Tttcle Indwtries Ttade Trade Total Charges Buyer. 

Pri!""'Y and intermedillIJ buyera 
b b ',29' ',29' Agnculture 1,'24& 468 3,303 

Exuactive indwtries 188 34' 640 b 1,173 '6 1,229 
Manufacturing industries 1,628 3,000 2,649 20,786 16,369 380 44,812 2,378 47,190 
IntennedillIJ uade 7,66' 1.001 1,6'0 31,8U U,927 4'0 '8,'08 3,701 62,209 
Retail uade 392 321 100 6,364 27,434 707 ",318 1,726 37,044 

I1l Total 11,209 4,'10 4,399 '9,310 60,838 4,840 14',106 7,861 U2,967 

Terminal buyera 
Consomm 1,200 30 2,099 690 44,:04 48,423 2'9 48,682 
lnltitutional buyers b 9' 2,027 2,148 4,270 16' 4,4" 
Uti.li~et, coDJUUCtion and uampor-

2'4 3,709 7,061 294 muon 3,098 7,3" 
I!zport uade 3,066 1,907 4,973 187 ',160 

Total 1,200 379 10,290 8,4'4 44,404 64,727 90' 6',632 

Grand IOtaI aaI .. 12,409 4,889 4,399 69,600 69,292 49,244 209,833 8,766 218,'99 

Total purchaaes including uanspor-
mtinn charges ',29' 1,229 47,190 62,209 37,044 1'2,967 U2,967 

Inaem..,. 7,114 3,660 4,399 22,410 7,083 12,200 ,6,866 8,766 6M32 

.. Includes farm proclUCII retained by farmers for their own "... 
b. QuantiI)' unknOwn. 

Source.: See Appendix Note I. 
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sources. Substantial amounts of manufaaured goods--about $7.2 
billion worth-were sold direct to household and other terminal 
buyers, including public utilities, government institutions, the ron
sttuetion 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 manufaeturers; 
for assembly into diHerent 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 manufaeturers' 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 thUd of faCtory pur
chases were made from intermediary dealers. 

C. INTERMEDIAllY 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 
intermedWies-about $16 billion to each. Sales to consuming in
stitutions and industries accounted for most of the remainder, with 
stnaller amounts sold for expon and direct to the consumer. 

Total sales of retail trade, in tettns 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 unfonunately ind~ 
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 reaangles at the 
right side of the Chart. These show the dollar volume of goods 
bought by what may be described as the terminal buyers, consisting 
of individual consumers, consuming institutions and agencies, such 
as utilities, railroads, building contraoors, hospitals, hotels and 
government agencies, which consume commodities in conduaing 
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 utilities, the 
'constrUoion 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 transponation costs, was in excess of $218 billion. 

Obviously this great disparity between $66 billion and $218 bil
lion reBects 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 exampie, 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 INCREASE 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 com· 
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 Chan and in the last three lines of Table 10. Every time 
a commodiry 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 >he 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 retained for their own use $ 5.3 billion worth of g!>ods-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 total of '210 billion, it should he poiDted ou~ does Dot include the large 
volume of speculative and uading uansactions on the organized commodity ex. 
changes. 
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amount received by farmers for their products, or the increment of 
value created by agriculture, was $7.1 billion. 

In the same way the increment of value added by the exttacti ve 
industries .s 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 distribu
tive activities. 

With total sales. only slighdy 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 "inaement of value" should not be confused wilb "value added" as 
shown in the Census of ManufactUreS for 1929. The latte< is defined as the diJfer· 
ence between the COSt of materials, fuel, etC., used or consumed. and the mue of 
products manufactured. but "materials, supplies, ere." was defined by the Census in 
such a way as to exclude machinery and equipment and other products otdinaril, 
constituting a capital expenditure, which are included in the purchases of manufac~ 
turing industries as shown in the Chart. Certain other items which are taken account 
of in the Chart are omitted in. arriviog at the Census "value added" figure. 

Thw in the Census of 1929. there is an amount of '2.~ billion in conuaa work 
which is entered twice on the sales .ide of the ledger, but ignored in the offsettiDg 
expenses. Also, owing to the inclusion of printing and publishing in the Manufac
tures Census, there is an amount of over ,600 million in advertising in the '69 
billion of sales without any oHsetting item being inuoduced to wive at what should 
be Ibe net production of manufacturing in the value added figure. 

Corrections for these shortcomi.ogs. and careful estimates of necessary revisions 
in material purchases based upon the analysis of data for the Flow Chart results in 
a total of ,22.4 billion for ''value inaease" by the manufaauring indwtry, com· 
pared with the Censw figure of $!1.9 billion for ''value added." 

Nor should the value increment for manufacturing industries (OJ' for other 
branches of production and distribution). IS shown in the Chart, be confused. with 
"income produced" as defined by Ibe Bureau of Foreign and Domestic Comme= 
in its repon on National Income. The latter figure is arrived at by deducting from 
the gross sales (or gross income) of a particular branch of industry or trade all 
"expenses" in the fonn of paymenrs to another branch for materials Of services pur .. 
chased, e.g., payments for insurance, taftS, telephone service, etC., and also amounts 
chargeable to depreciation. The Chart and eabIe in thi •• rudy are concerned solely 
with physical movable commodities laually pwcbased during Ibe year, DOt with 
"income produced" or with ''value added." 
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than· a third of that of manufactUring indusuies. This disparity 
reflects the smaller expense involved in the purely disuibutive 
operations of intermediaries. 

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

3. TOTAL SALES AND PuRCHASES 

Taken as a whole the various branches of uade and industry 
shown in the Chart-agriculture, exuactive indusuies, import 
uade, manufactUring, and intermediary and retail uades-show 
total sales of $218.6 billion, which represents the amounts 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 disuibuting goods, is equal to the total amount paid 
by terminal buyers for finished goods. Of this aggregate 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 exuaa
ing or growing, buying, storing, manufactUring, and selling, and 
$8.7 billion, or 13 per cent, represents the services of uansportation 
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 manmaawers and 
distributors reponed some sales to consumers which should have been allocated to 
other manufacturerS, intemlediary dealers. or retailers. For enmple. retail coal deal~ 
en would probably fail to distinguish in their- reports between sales to wholesale 
establishments and other business buildings and institutions. Accordingly, a sale of 
fuellD • wholesale grocer would appear 00 .... Chan as • ,ale to • terminal buyer. 
Since the coal was an item of expense to the wholesale 81'GCe1' and charged off by 
him against sales, it would also appear in the margin between pwchases and sales 
in the intermediary rectang~. Wherever the sales of commodities to manufacturers, 
intermediaries. or retailers are considered expenditures by them chargeable against 
current gross income and also appear as sales to terminal buyers. the uend product" 
is unduly ""ar8<d to that eztent. The total duplication of "'00 doo to this cause, 
_. is probsbly not large. 
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agency and the amount paid by the purchasing agency. Thus, in
termediacy 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 industry 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 ()f the process. Food 
and water might have to be carried--<listributed-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 distinaion between the two processes. 

New Economy 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
tributed not only for personal consumption but for consumption 
by the organizations engage? 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 faaory 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
tributing the products of a family to the family was a relatively 
small job compared with distributing the products of a modern 
factory to all the people who want those products, scattered as they 
are throughout the y.'hole 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 
retail 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 how 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 lea,ve 
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 ro the household 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 modem 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 to" 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, or 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 
diflicult 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 retail 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 aker inclusion 
of estimated delivery charges. 
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To this must be added an estimated $ 1.2 billion of produas 
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-cJass, 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 

berween 1929 and 1935 was accompanied by a downward shift in 
the percentage of stores in each of the siz~lasses above $10,000 
annual sales and in the percentage of total sales of each size-cJass 
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-or-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 bough, in a ho .. l din
ing room is such. a mixture of goods and services that one mwt make an arbitrary 
classification. Consumers paid '3'8 million for such meals in 1929, but hotels. in 
the Flow Chart, were listed as consumiDB io.stiturioD.S, although meals housht iD 
drugstores, deparuncot Stores. and illing smaoos could Dot be segregated and were 
included in consumer purchases of goods. 
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RETAIL SALES BY SIZE OF BUSINESS - 1935 AND 1929 

PER CENT OF TOTAL SALES 
DTIDI9J5 1!lIII1929 

FIGURE 1. At one extreme, the three largest size<lasses-stores with 1935 sales of '300,000 or more constitutio$ less than one per cent of 
the total-aemunred for 21 per cent of toral bwiness. At the other exueme, the two smallest classes (omprismg more than 77 per cent 
of all Stores bad sales of less than $20.000 and accounted for only 23 per ceot of the entire retail volume. (Sou,re: 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 propts, 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 Jist by a 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, daity 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 toral 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 ouders in the United States is about 
one-half the percentage in Germany and considerably less than 
that in Denmark. Food stores accounted for 47.3 per cent of the 
retail sales volume in Germany in 1930 and 63 per cent in Den
mark in 1925,' l!S compared with only 22 per cent in the United 
States during approximately the same period. The smalJer 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 1illiog 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 toral vol
ume of retail sales in 1935 was only two-thirds as large as in 1929 
these figures mean that we spent fewer dollars on automobiles in 

2. Julius Hirsch, SltIII.1I Pigllr_s for P",/O/'S 0/ BII.S;"'ss R'I,.ell, Interna
tional Chll!lber of Commerce, p. 4. 
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~~ nearly half of all rerail outlets were devoted to the sale of food. Automotive supplies were next in importance, accounting for nearly 20 

, '" cent of the total number of stores and the total sales volume. (SOIl'~': Table I.) 
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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. 

General 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 large in the retail struCture of 
the country, and together with farmers' supply stores, rank sixth 
in importance. The actual number of such stores, as well as of 
other kinds shown in the rabie, 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 facr 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 lluctuated 
rapidly. Not only has the characrer 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
tributed. However, in spite of the changes since 1929 and the sub
stantial decline in volume, the basic struCture of rerail distribution, . 
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 
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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. Nearly 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 gtoups are shown in Table 11. 

TABLE 11 

DISTRIBUTION OF RBTAIL TllADE BY SIzE OF CoMMUNrrY, 1935" 

Per Cent of Per Cent of Per cent of 
Population Total Populationb Total Storese Total Salesd 

United StateS Total 100.0 100.0 100.0 

All cities, 100,000 or more 29.6 3M 44.3 

500.000 or more 17.0 19.2 24.9 
250,00010500,000 6.5 7.1 10.4 
100,000 to 250,000 6.1 7.1 9.0 . 

All cities, 2,500 to 100,000 26.6 32.9 37.6 

75,00010 100,000 1.8 2.0 2.6 
50,0001075,000 3.5 3.9 4.8 
30,000 10 50,000 3.9 4.4 5.5 
20,000 10 30,000 3.2 3.6 4.4 
10,0001020,000 5.6 6.8 7.8 

5,00010 10,000 4.8 6.3. 6.8 
2.)00 to ',000 3.8 ).9 5.7 

All other II<8S 43.8 ".7 18.1 

a. Census of Business: 19~', R61ail Di.rltibll';O., Vol. 11, p. 87. 
b. Total population (1930): 122.8 million. 
c. Total rebil srores (1935): 1.65 million. 
d. Total retail sales (1935): ,".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 
located there. 

These figures demonstrate, not that country people consume less 
than city people do, but merely that people travel farther to shop, 
or shop by mail, if they live farther from urban shopping centers. 
It is still 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 relatively 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 
larger 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 so-called independent merchant, 
still plays the dominant role in the retail structure of the country. 
He and his prototypes operated nearly 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 
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TABLE 12 

RETAIL 5TOItES AND SALES BY TrPES OF OPBllATlON, 1929 AND 1935" 

PerCen,of 
Number of Stores NetSaJes Toul NerSaJes 

Type of Operation 1935 1929 1935 1929 1935 1929 

(1. TboltStltllIs) (1. Milli./U) 
Uni...! S ..... Total-«ll types 1,654.0 1,5432 '33.161 $49.115 100.0 100.0 

lndepeodenrs 1.474.2 1.315.5 24.246 38,082 73.1 77.5 
Sinsle-sron: 1,419.9 1.230.3 21.634 31,486 65.2 64.1 
Two-sron: 40.9 49.1 1,150 ~,O21 '-3 6.1 
Thtee-store 13.1 15.5 771 1,255 2.3 2.6 
I.ocaJ branch systemS .3 2 91 65 0.3 0.1 
RcuiJen-counuy buyers 73.3 1.779 3.6 
RcuiJ .... wholesaJers 7.1 476 1.0 

OWns 127.5 148.0 7,550 9,835 22.8 20.0 
I.ocaJ 18.0 52.5 1,022 3.294 3.1 6.7 
Settional and national 107.6 92.1 6.413 6.1H 19.3 12.5 
ManufllCDllU-a>nrroUed 1.9 3.4 115 390 0.4 0.8 

AU ~ :r.;!.ments. independ-
52.3 19.7 1.365 1.198 4.1 2.5 

.... 3.5 .6 48 24 0.1 0.1 
leased dep.nme,,,s. chain 3.7 3.7 108 130 0.3 0.3 

~::ho~rores 3.9 4.1 123 163 0.4 0.3 
.4 .3 420 515 1.3 1.1 

Ditect selling (bouse-to-
bouse) 6.3 1.7 125 94 0.4 0.2 

State liquor storesb 2.1 161 0.5 
Commissaries or company 

SID_ 1.9 1.3 113 116 003 0.2 
Other types 30.5 8.0 267 U6 0.8 0.3 

a. Census of Business: 1935, R~I4il Disl,iblll;D4, Vol. I, p. 1-22, Vol. IV, pp. 
6. 13; Census of Distribution for 1929. Vol. I, ~. 68. 

b. Includes county or municipai1iquor srores m some states. 

differences of coverage and store classification between the twO 
Census years. For insrance, "rerailers-counrry buyers" and "retail
ers-wholesalers" were listed separately in 1929, but not in 19~5. 
Then, too, about 110,000 drinking places and package beer and 
liquor establishments, predominandy independent, were recorded 
in 19~5. 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 19~5 compared with 1929. Taking independent 
merchants as a group, and including two-store and three-store 
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TABLE 1~ 

INDEPENDENT RETAILERS' SHARE OF TOTAL BUSINESS IN VARIOUS 

LINES OF TRADE" 

Lines of Trade 

All Rcui.I Trade 

Drinking places 
Motor vehicles 
Hardware and implements 
Jewelry 
Pumirure 
Drugs lwilhOut fountain) 
Drugs with fountain) 
Restautanrs 
Fuel andice 
Family clothing 
Meo's clolhing 
Fil14tg stations 
~:r aod building materials 

Farm aod gordo. supplies 
Women's ready-to-wear clothing 
Hay, graio, BOd feed 
Deparunent StOres 
Cigar stores and :nands 
'Groceries (without meats) 
Combination stores (groceries and meats) 
Auromobile accessories and tires 
Household appliances 
Beer BOd liquor (packaged) 
Shoes 
Vatic., stores 
All other liD .. of uade oombioed 

Percen_ of Total Retail S.les 
1935 1929 

73.1 

99.2 
95.6 
95.4 
90.3 
86.0 
84.1} 
71.1 
84.0 
82.7 
78.9 
78.0 
17.8 
75.6 
7M 
75.0 
72.3 
71.6 
61.4 
61.1 
60.8 
60.5 
50.0 
48.1 
48.0 
4M 
9.2 

78.8 

77.5 

b 

• b 
93.0 
83.9 
81.2 

86.1 
b 

71.5 
77.9 
66.0 

b 

~.o 

7:.3 

72.1 
7M 
53.6 
67.6 

b 
b 
b 

53.5 
~.8 

8. Census of Business: 193'. Rel.il Dislf'iblllion, Vol. IV. p. 9. 
b. No true comparisollS available. 

units as well as the single-store 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 intplements 
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 
rrend 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 importance 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 or 
national basis (in contrast to the local or manufacrurer-controlled 
rypes) 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 manufacrurer-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 19~5, 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 .relative stability of sales 
volume shown by che 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 How of goods. In many a country village the 
presence of a modem, 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. 

5. Census of Business: 193', 'R.,,,;/ Dish'ibNI;o", Vol. IV, p. 9. 
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The Pros and Cons of Chains 
Although the rise of chains has enlisted wide public paaonage 

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 Howing from the 
integration of production and of wholesale and retail disaibution, 
from the savings involved in avoiding credit and delivery service, 
and from the ability of chains to realize the benefits of large-scale 
advertising," and concluded that "to e1iminate such advantages 
. . . would involve radical interference with the rights of private 
ownership and initiative, virtual abandonment of the competitive 
principle, and desauction 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 manufacturers against independents and 
in favor of cbains, 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 cbains hac! 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 managemeot is much more important. In the grocety 
srudy, for instance, he contends that only 16.4 per cent of the inde
pendents' higher selling price can be aaced to greater cost of 
merchandise while 83.6 per ceot results from a larger gross mar
gin. In drugs, similarly, 91.2 per cent of the indepeodents' higher 
price is due to higher gross margin, leaving but 8.8 per ceot to be 

4. Do",.sli, CD",,,,"'., U.S. Bweau of Poreip and Domestic Commerce, Decem. 
bel: 10, 19~5, 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 cpmpetitors 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, a 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 a 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.6 

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-

S. Charles F. Phillips. ''Th. Fed.ral Trad. Commission', Chain 8rore investiga
tion: A No! .... 'oM""d of M ... ltl;ng. January 1938. pp. 196-192. 

6. "Chain Stores," Pinal report in response CO Senate Resolution No. 224. Pederal 
Trade Commission, 19". 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 at 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. COOPERATlVB AND VOLUNTARY CHAINS 

Two special types of retailers, particularly in the grocery field, 
have evolved as a direct result of chain store competitiori-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-~)fie 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 thein with merchan
dise and perform the functions of storage and breaking of bulle. 
Within recent years, however, these groups--with central ware
houses and uniform merchandising--have assumed the outward 
charaaeristics of corporate chains. 

The voluntary chains, of somewhat more recent origin, came 
intO existence through the activity of wholesalers whQ established 
a particularly close relationship with certain selected retailer cus
tomers. In some cases this relationship is based on a contraa, 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 ret:ailer-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 standardized 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 conuol, 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 Volllme 
So recendy 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 
pan of the business of the retai1er-ilwned 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; but, 
according to another source,' there were in March 1936 slighdy 
more than 100,000 retailers affiliated with wholesaler-sponsored 

7. lbid., p. 7. 
8. Census of Business: 1935. Yol •• "", Gf'o., _II Coop,,1IIiw Jl"hol,sJ"I, 

Grotn;,s ail R,].uil P'Dillltls, p. 11. 
9. Gordon C. Corbaley, G,.OIl' S,lIitlg by 100,000 R,ItIiJ"I, American InSUNte 

of Pood DisuibuaoD. Inc., New York. 1936, p. 52. 
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or retailer-owned warehouses. In addition, over 5,600 retailers en
gaged in group-selling activities. 

Barh rhe sponsoring wholesalers and rhe retailer-owned ware
houses not only serve rhe members of rhese cooperative groups but 
also sell to orher retailers. Retailer-owned warehouses in 1935 
apparently sold slightly more rhan 91 per cent of rheir 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 rhese cooperative channels by member re
wiers in the grocery trade in 1935 was approximately $360 mil
lion, reflectiog a retail volume of around $440 million. 

Gains of Cooperatif)e-Retailers 
Then, too, the individual retail members of rhese cooperative 

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

The ultimate to which this movement is likely to grow appears 
to be set by rhe 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 wirh eirher wholesaler-sponsored or re
tailer-owned warehouses in 1935, the movement probably already 
includes a large proportion of the stores buying enough merchan
dise to make cooperation profitable. In 1935 the Census showed 
only 157,500 food stores wirh an annual volume of $10,000 or 
more. 

The cooperative movement in rhe drug trade is almost entirely 
of rhe retailer-cooperative rype, commonly known as mutuals. As 
in rhe. early effortS in rhe grocery field, members merely buy as a 
group, wirh a mininium of services or warehousing. Up to 1929 
rhe movement had a regular but slow growrh, and even now few 

10. Census of Business: 19~', .,. <il., 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 muruals, 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.lI By 1935 the 
number of drug muruals had increased to thirtyo()ne, 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 constandy 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 territorial 
groups is increased to slightly more than 51 by adding the retail 
stores belonging to voluntaty groups which had some contaer 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 lIexibility 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. COOP"tlliIl6 Drll, aJ H.,J1l4W~ ChtU.s, PedenJ. Tude Commission, 1932, 
pp. 3, 18. 

12. Census of Bwiness: 1935. WiIoleslll. Dislriblllio1l, Dr_, WhoJ.s,Ji.g, p. 41. 
13. Gordon C. CorbaIey, .~, ril., 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, conswner 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 
a 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 i1utalments. 

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 conswner cooperation was that they did not have to. There was 
poverty in the Uruted 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 dilferent 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-ilew mines to be opened, new 
railroads to be laid and great new industries, not only with new 
jobs but new kinds of jobs and new and promising careers. 

The depression in the early 1930's brought a different attitude. 
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. 

Volume 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 1936.14 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 rhis country is 
the retail store handling groceries and general merchandise. Many 
other types of commodities, including farm supplies, hardware, 
paints, electrical appliances, clothing, furniture, milk, coal, gaso-

14. Florence E. Parker, CO"Jllm".t Coo,,,..,io,, ;. II,. U"ilU St.,." 1936, Bul
letin No. 6'9, Bureau of Labor Statistics, 19~8. Most of the maleriaJ in this section 
is based aD this Bulletin. 



DISTlUBUTORSATWORK 91 

line, oil, and tires are also distributed through cooperative enter
prises. 

So far as commodity distribution is concerned, rhe Bureau esti
mated rhat in 1936 rhere were about 3,600 cooperative retail asso· 
ciations in rhe United States, wirh a total membership of 677,750 
individuals, and total sales of $182,685,000. These were distrib
uted as follows: 

Stores and buyin& clubs 
Peaoleum associations 
Other mail distributive 

associations 

2,400 associations HO,500 merobers $107,250,000 sales 
1,150 ~25,OOO 69,985,000 

50 22,250 

About 1,900 of rhese retail cooperatives have banded togerher 
to get rhe advantages of group purchases by establishing twenty 
regional wholesale associations, and eighteen of rhese wholesale 
federations have formed two "super-wholesales" in order to ex
tend rhe advantages of large-scale buying." Cooperative wholesal
ing has become well established and has grown rapidly in recent 
years. Regional wholesale cooperatives reponed sales in excess of 
$40 million in 1936----.l gain of 24 per cent over rhe preceding 
year. Practically all of them enlarged rheir scope during rhe year 
by adding new lines of goods. An increasing number of oil associa
tions are adding food and household supplies to rhe petroleum 
products and automobile tires already handled. Besides providing 
warehousing and bulk stations, a number engage in manufacturing 
operations and provide educational and auditing services for rheir 
members.'s By rhe end of 1938 rhere were twenty-two regional 
"wholesales" compared wirh twenty in 1936 and two joint or 
interregional groups were organized by rhe regional associations 
to distribute, respectively, women's clorhing and farm machinery. 
The volume of rhe cooperative wholesale associations was reported 
to have reached a total of $53 million in 1937.'7 

wowth of Consllme,s' Cooperatives 
Alrhough constituting only a negligible fraction of total retail 

15. !bill., pp. 4, 6. 16. Ibill., pp. 145, 146. 
17. "Consumers' Cooperatives in 1937," U.S. Bweau 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' recail 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 per 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 piance of trends in recail cooperation during the twelve-year 
period ending in 1936 is given in Figure 9.'8 Sales of both recail 
stores and petroleum associations increased steadily during the 
years of general prosperity ending in 1929, but perroleum asso
ciations showed a much more rapid gain. After 1929 sales volume 

SALES AND PATRONAGE REFUNDS OF COOPERATIVES 
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P.tGUIUI 9. Petroleum associations have grown mOle rapidly than other typeS 01 c0-
operatives with sales and refunds to members in 1936 ris~ well ~ve the pre-
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age relund. advanced 10 new hlgh le .. ls. (S ..... ., Table J.) 

18. Ibid., pp. 13. 14. 
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declined to a low point in 1933, since which there has been a 
marked recovery. Perroleum associations again fared better than 
retail stores, suffering a smaller depression loss and experiencing 
a much srronger' 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 perroleum associations. 
Since patronage refunds are paid out of profits, this record would 
seem to indicate that consumer cooperatives have been able to 
keep firm conrrol of operating COSts since 1929. 

Small Scale of Cooperatives 
Although cooperative retailing in the United States appears in 

a variery 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 como' 
munities. The rypical consumers' cooperative had from 100 to 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.19 

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 a 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 1936.2· 

19. Ibid., pp. 10, 36. 20. Ibid., pp. 8, 41, '1, ,'" 178. 
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. Futu,e Outlook fo, Consume, Coo pe,mion 
Whether the cooperative movementin the United States is likely 

to grow rapidly in the future is not clear. Mter nearly a century 
since the establishment of the first 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 retailing 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 reponed 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
uted 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 petroleum 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 fu below the general level of the federated groups 
in business management and financial and operating stability." 

e. 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 deputment store, the mail-order house, the chain 
store, and the voluntaJ:y chain, still remains to be seen. Super
mukers of one form or another have been in operation for many 
yeus, but during the depression they experienced a rapid growth. 
Their history is somewhat like that of the chain stores. While 
chains reached a dominating position only in the poStwu period, 
they had existed on a smaller scale for many yeus before that. 

We lack an acceptable definition of the term super-market. The 
super-mukers that captured the headlines in the early 1930's were 
known chlelly for their spectaculu price advertising. Some of them 
used abandoned factories, wuehouses, and guages 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 deputmenrs a variety of other retail outlers, including drugs, 
hudwue, radio, beauty shops, shoe repair shops, variety lines, 
cheaper weuing apparel lines, etc. In such cases the grocery de
paJ:tment was used more or less as a loss leader to attract business 
to these other stores or deputmenrs. The latter were often leased 
to independent operators, rather than being owned and operated 
by the same management as that of the grocery deputments. 

More recently the tendency of super-=kets has been to limit 
themselves lugely to food, to improve the attractiveness of build
ings and fixtures, to locate in congested ueas (rather than on the 
outskirts as many of the euly super-mukets did), and to appeal to 
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. IbiJ., pp. ,. 12. 
23. P<epared by V. H. Pelz, Director of Sales Research, General Food Sal .. 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 outIets-especially 
from the large so-called combination stores which handle a fairly 
complete line of food produas. The most important of these 
charaaeristics 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. Furthermore, 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 chsraaeristic between a super-market 
and a large combination store. In practically all the latter, a single clerk 
will sell the customer almost anything in the store except fresh meat. 

2. Super-markets 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-markets usually, but not always, provide parking space· for cus
tomers, either on the property owoed 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 charaaeristics 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 repom a total of 489 
grocery aod combination stores (both chain aod independent), 
each with a volume of $300,900 aod over, representing 3.9 per 
cent of the total volume of business done by all grocery aod com
bination stores. In 1935 tile 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: PooJ R_tlliling, pp. 9, 10. Census of Busi
ness: 19~', R~'lIil Dislri6lUion, Vol. VI, pp. 154-156. 
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tive information is not available, in the judgment of persons thor
oughly familiar with conditions in the grocery field, there were at 
the end of 1937 between 1,000 and 1,200 stores doing a sufficient 
volume of business and possessing charaaeristics to entide 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 oudets by wholesale grocers. Others are owned and oper
ated by corporate chains, notably the Adantic & Pacific, American, 
Kroger, and Safeway. Many super-markets, especially in southern 
California, are members of retailer-<>wned cooperatives. Srill others 
are members of wholesaler-sponsored voluntary chains. 

Flltllre ImpOf'tance 
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 aaual 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 oudets 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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markets. The larger 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 taxarion has undoubtedly 
been a factor in the expansion of corporate chains into super
market operation. 

Probable Competition 
It is inevitable that both chains and independents will look for 

ways to meet super-market competirion. To the extent that they 
succeed they will make it more and more difficult for the super
markets to draw uade from the present wide areas. To maintain 
their position the super-markets will either have to increase adver
tising 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-market 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-<onscious 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 rorporate chains ~ill 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 shorr, the super-marker has increased the pressure to lower 

distribution roSts just as the chain store did to the independent 
re!3iler-wholesaler grocery distribution structure, and just as the 
department Store and mail-order house did. If we rould assume 
that super-markets would rontinue to grow as rapidly as they have 
in the last few years they might fulfill the expectations of their 
proponents and berome the dominating factOr in food distribution. 
But in view of the faa that rompetition has not yet fully caught 
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 iroportant rontributing faeror 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 future possibilities of the super-marketS as follows: 

Some retailing and consumer treads are favorable to the comparatively 
large store. We shall see more large stores, at least for the present.· We 
shall see many more self-service Stores favorably located in resideotial 
areas with parking loIS. 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 semons to resideotial loca
tions. Apparendy, we shall see a healthy growth of medium large markets 
attractively desigoed, well stocked, and well equipped. We shall see a con
stant improvement in the service features and consumer appeal 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." 

25. Carl W. Di_ ."What is the Super-market·s Real PWle in the GIoc:e<y 
Business?"', TN P,.,.,,,;,,. Gro<", August 1937. p. lOS. 
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2. INTERMEDIARY ThAnE 

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 a 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 consumers. 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 direcdy 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 have 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 Function 
Every retailer would have to do business directly with the manu· 

facturer of every article he carries in stock if it were not for the 
faa that the intermediary dealer performs this funcion 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 betWeen 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.z6 

This intermediary £uncion 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 funcion does 
not have to be carried on by independent wholesalers or middle
men. As indicated above a large part of the output of our faaories 
is sold direct to retailers. In these cases the intermediary funcion 
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 manufaaurer, 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. 

~ 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 funcion 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 bas been made to picture the field of inter,' 

26. Theodore N. Beckman and Nathan .. l H. Engle, Whol<s.Jj.~Prinrjpl<s till. 
Pr«Ii", The Ronald Press, New York. 19~7. 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 uade 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 a 33 per cent 
decline for retail uade. 

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 
th'an 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 disuibution 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 disuibu
tion of sales. Thus grocery and food intermediaries, with only 12.5 
per cent of all establishments did 18 per cent of the total dollar 
volume, whereas peuoleum 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. DOmtSlir Com",,"e, U.S. Bureau of Foreign and Domestic Commerce, Pebru .. 
ary 20, 1937, p. 91. 
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goods, machinery and automotive products following next in importance. (SOli"': 
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 are many other kinds of intermediary distributors, 
however, each with his own characteristics. Intermediaries may be 
grouped as follows: 

1. Independent distributors who take tide to the goods, assume the risks 
of ownership, and sell them to the retail trade, taking their compensa· 
tion in the form of prolirs. These are usually known as wholesalers. 

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

3. Wholesaling organizations set up as clistinct operating unirs, but allili· 
ated with either the producer or the ultimare 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 intermediaries in certain commodity fields. These are assem· 
biers and country buyers who operate in agricultural regions either inde· 
pendently or on a commission or salary basis and may be alliliated with 
the producer or ultimate clistributor. 

5. Manufacturers themselves, who often perform the functions of inter· 
. mediari .. directly and, insofar as they do, should be included in this list. 

The Role of Manufacluref"J 
Manufacrurers as distributors enter into and CUt across all the 

other patterns of distribution. They may engage in house-te-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 retail 
outlets. On the other hand, they may sell their entire output 
through independent intermediaries; they may deal with other 
manufacrurers, 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 others; 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 manufacrurer'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 accuaI 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 
thar they fail to push his producr 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 raste 
rather than by aggressive promotion. 

Of the various types of intermediaries the wholesaler group is 
by far the mosr 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 entirely on 

the conventional wholesaler for the bulk of his merchandise re
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 e1imination of the traditional wholesaler's 
services, and the tendency of many manufacturers to expand their 
direct selling activities to depanment stores and other retail outlets. 

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

DISTRIBUTION OF INTERMEDIARY TllADE BY VARIOUS TYPES OF 

AGENCES. 1935 AND 1929 

19~" 1929b 
, 

PerCen; PerCen' 
Type of Intermediary Net Sales of Total Ne,SaI .. of Toral 

(I. Billi •• ,) (I. BiIIi •• s) 
United States Total .44.7 100.0 .68.9 100.0 

Wholesalers 17.6 ~9.' 29.2 42.' 
Wholesale merchants 14.4 ~2.2 2M; %.8 
lmpoaers 1.1 2.4 1.8 2.6 
Exponers .6 1.~ 1.5 2.2 
Industrial distributors .4 1.0 · Drop shippers or desk jobbers .4 0.8 
Converters .~ 0.6 
Wagon distributors .2 0.' 
Retailer-cooperative warehouses .1 0.3 
Voluntary group wholesalers .1 0.2 
Cash and carry wholesalers 0.2 
Mail..arder wholesalers O.O~ 

Manufaawers' sales branches 11.1 24.8 1M 2~.7 
.With stocks 7.' 16.7 · . 
Without srocks ~.6 8.1 

Agents and broke" 8.9 19.9 1403 20.7 
Brokers 2.9 6.' 4.0 '.9 
Commission merchants 2.7 6.0 4.7 6.8 

~~:f=~. agena 
1.4 ~.2 2.7 ~.8 
.8 1.7 1.8 2.6 

O~ agents, includins export and 
1.1 2" 1.1 1.6 unport 

Bulk rack srations (peuoleum) 2.7 6.1 2.4 ~.5 

Assemblers and counuy buyers 2.' 5.5 4.8 6.8 
Assemblm of farm products .7 1.5 2.~ ~.~ 
Cooperative- marlceting associations 1.0 2.1 1.5 2.1 
Elevators .6 1.~ 1.0 1.4 
Packers and shippers .2 0.5 · . 
Cream stations 0.1 

Chain store warehouses 1.9'1 4.2 1.9'1 2.8 

•. Census of Business: 1935. Wh()l~s.J. Dist,ib.lion, Vol. I, p. ,6a 
b. Census of Bwiness: 1933, Wholellll. Dislribm;on, Vol. I. p. a-l. These are 

revised fisures for 1929. 
c. Data equivalent to 1955 not available. 
d. Census of Business: 1955. R.,.;/ Cblli.,. p. ~9. 
e. Less than .0.1 billion. 
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measure 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 controlled 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 shift 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 degtee to which whoiesalers in the grocery and 
clothing trades lost ground prior to 1929, since that date they have 
held a relatively stable proportion of the tota1 intermediary trade. 
Table 15 gives in detail the ligures 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 Manufarturea 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 WHOLllSALB MERCHANTS' POsmON IN 

1935 AND 1929 

Sal .. Number of Establishments 

1935- 19291t 1935- 19291t 

Per Cent Per Cent Per Cent Per Cent 
Kind of BllSinrsa AmoUDt of Total Am01IDt of Total Number of Total NUIIlb!r of Total 

(1. (1. (1. (1. 
]J;U;am> BIIUaou> 

Total Sales of Whole-
r_> rl.......u> 

sale Merdwit5 $14.4 100.0 $25.4 100.0 77.7 100.0 74.5 100.0 

Groceries and foods (ezw 
apt farm. products) 3.1 21.6- 4.8 1'.8 U.3 17.1 13.9 18.7 

Farm products--c:oDa1UJlel' 
goods 1.8 12.6 3.0 11.7 10.2 13.1 8.8 11.8 

Farm prodam-raw materials 1.0 7.1 2.6 10.2 1.8 2.4 3.0 4.0 
Automotive products .8 5.2 1.3 5.3 5." 7.2 3.4 4.6 
Tobacco and its products 

2.5 (acept leaf) .8 5.2 .8 3.' 1.' 1.6 '.1 
Clothing aad furnishings .6 4.3 1.1 4.2 3.8 4.' 3.4 4." 
D.,.-goodI ., 4.' 1.6 6.2 '.8 3.' 3.4 4." 
Beer. wines, aDd liquors .6 4.1 3.' 5.1 
Electrical goocb ., 3.' .. 3.3 2.' '.1 '.1 2.' 
Mac:hiD.ery equipment, supplies 

'.5 4.5 5.' 7.3 '.0 8.0 (acept electrical) .5 1.1 
,Drugs and drug 8UDdrles .4 2.' .5 2.0 1.4 1.8 1.1 1.5 
Paper and its products .4 2.8 .7 2.7 2.5 '.2 ... '.0 
Waste materials .4 2.7 .4 1.8 4.8 6.1 3.' 5.2 
Lqmber. building materiala .3 2.3 1.1 4.5 2.3 2.' '.5 4.7 
Rud ..... .3 2.1 .7 2.8 1.0 1.2 1.2 1.6 
Farm supplies .2 1.7 .5 2.0 I.' 1.8 1.1 1.5 
Metals (e:rcept saap) .. I." .4 1.6 .8 1.0 .8 1.1 
Chemicalll aDd paints .. I.' .3 1.3 1.3 1.7 1.1 I.' 
Plumbiug and heating 

'.1 1.7 ... equipment ud. supplies .. 1.5 .5 I.' 1.' 
Furniture and hOUSCl 

c!tUl'llilhing!l .. ... .4 1.' I." 2.1 I.' 1.' 
.2 1.4 .• '.5 ., 0.5 .8 1.0 

Jewelry and optical good! .1 1.0 .3 1.0 1." '.0 1.5 z.t 
Petroleum and its products • 1 0.' ·.5 1.9 .• 0.7 3.0 '.0 
AU other products ., '.4 1.3 5.0 5.0 6.5 5.6 '.5 

.. Census of Busiaes: 1935. Wiolutde DimiIJ.u.. Vol. I. pp. 56-58. 
b. Census of American Business: 1933, WWeJGl. Dimibtdiofl, Vol. I, pp. a-S • .-6. These aft 

revised figures for 1929. 
Co Notavailablein 1929. 

manufaaurers' 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 manufaaurers' sales was drasti-
cally cut in 1935 as compared with 1929 in stone, clay, and glass 
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FIGUIlB 11. The proportion of manufaaurers' sales reaching the market through wholesalers and jobbers decreased materially from 1929 to 
193', while the shares distributed through their own wholesale branches, through reraiiet'S, and direct to consumers, showed appreciable gains. 
Although the proponions passing through various channels differed widely among industries. the trends showed Similarity. (SOllf&e: Table L.) 
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productS (from 50 to 19 per cent of their total sales) ; in iron and 
steel productS (from 34 to 13 per cent) and in textiles (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 sted 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 talten place in our distributive sys· 
tem. The fact that iron and steel manufacturers distributed a 
smaller proportion of their productS through wholesalers 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 a buyer---fl.ot 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 chielly of raw 
materials and semi-finished productS which undergo further proc
essing and fabrication before they appear as finished goods and 
services ready for consumption. 

The industrial market, 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 retailers who deal in 
consumer goods. The movement of productS from the farms ro 
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 MArkel 
The size and limits of the industrial market are readily apparent 

from a glance at the Flow Chan. 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-dllelly raw mate
rials and semi-finished produas for further fabrication-were the 
largest element in the indUStrial market. Among terminal buyers, 
represented by the rectangles at the right side of the Chan, 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 utility. Taste and style con
siderations are almOSt absent and the buyers of industrial goods, 
as a rule, are in a much better position to state what they want in 
terms of actual standards of utility, than are the shoppers for house
hold supplies. As a result there is much less guesswork, both 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 distinguished manufaaurer. He would want to 
know, rather-and he would have means of finding out-just 
what the machine could do. Standardization and buying on speci
fications, in faa, 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 quantity 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 period 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 a 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.'8 

CaptifJe Sources and CaptifJe 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
pany. 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 capturing either markets or sources of 
supply is obvious. While such an arrangement may eliminate many 

28. Ce .... of ManufactuIeS: 1929. Vol. I. pp. 76, 252. 
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real COSts it also eJiminates competition and often tends to substi
tute unprogressive routine for the constandy better methods which 
keen competitors are forced to discover and adopt. Many manu
faccurers 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 produce. 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. 

Dist,iblltion of Indllst,iaJ 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
pottation charges leaves a total of $54.7 billion which represents 
the sales value of all American goods bought by manufacturing 
concerns, public carriers and utilities, hotels, mines, oil wells, .gov
ernment agencies, hospicals, 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 face that nearly $23 
billion worth of industrial goods, or more than 40 per cent of the 
toeal of $54.7 billion, was distributed through intermediary dealers. 
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TABLE 16 

THE DISTRIBUTION OF INDUSTRIAL GoODS, 1929" 

(In Millions of Dollar/) 

Gmnd 
Ind""", Group Total Total 

lroD and steel and their prodUCli 7,715.2 6.410.6 

~~er:-:d'd~;dc:t =t:at'=!;frana- 7,673.5 7,673.1 

ponauon 6.070.6 3.669.2 

~~~:=u.ap~~ProdUCts 4,893.7 4,8!111.7 
4,323.4 4,239.3 
3,765.0 1,567.0 
2.467.2 2.342.9 

lure, etc. 2,420.4 1,829.2 

h~:::'S~~~ctl 2,323.2 1,744.6 
2,103.3 1,674.7 

Paper and allied DJ'OCiuclio ls1::: 1'#~::J 
968.3 259.1 

_.ubber productS 
784.8 784.' 
324.2 324.2 

M~ uncJuslftcd, &lid all other 6,401.0 2.692.9 

Total 54'1~:A 42'j::.~ :r.e.cHacount 
Plua_ %,776.0 2,.161.0 

TOt~ro::J=i:"~ manurac- 57.062.1 44.042.8 

Fuel hvm mall .se.Iers 379.' 379.' 
lmPQltl pia tawportatlon4 2,167.0 2,767.0 

Grand total-Industrial market 60,208.9 47,189.6 

L Data derived from U.s. Bureau of the Cenaus, DII'rl6.dIDfl 0/ Sala 0/ 
Jl41ffl/~'rIritIr Plturll. 1"32. Table 2, p. 42, and WltolUGl. DIll"""'""" 1929, 
Table 3, p. 74. and other govenamenl 1Oun:et. 

b. Tn.uportatlOD, public utWUes, CODItnlcilon, mines and wella, bUIInal, 
IP'lIrDmmt InstltuUou. etc. 

Co I:ndudes oatural au and natural paoUne. 

To Manul&ctUleni To Other lnduslrial 8u1mb 

Direct. D ..... D ..... Direct 
from from Throup from from Throush 

Primary Maau- Inter- Priowy Manu- In..,. 
Produ~ facturel'l mediaries Total Producer.l '.cluren mediaries 

1.65'1.1 3';:1~ ~~U~ 1.304.6 844.7 459.9 
.4 .4 

2,467.5 1,201.7 2.401.4 1,092.2 1,309.2 

763:6 
2.749.0 f~:':l 2.0 a:':i 2.0 
2,126.6 84.1 2oi:i 1,390.5 176.5 2,198.0 1,995.9 

536:7 
1.650.2 692.7 124.3 79:0 

117.8 6.5 
1,208.5 84.0 591.2 208.9 303.3 

1.425:'. l'n::~ 84:5 578.6 113:ci 
576.3 2.' 

428.6 80.7 234.9 

2~:8 
922.6 313.6 37.7 168:i 

29.9 7.8 
299.4 256.5 432.7 

'&4:5 
264.5 

2SV.7 279:i 708.6 177.0 147.1 
505.7 
299.3 24.9 

3.708'.i 15'i.i 3,556:9 396.9 2,296.0 

4,621.3 21,143.6 16,368.9 12,600.3 537.2 5,566.2 6,496.9 

400.0 
358.0 

886:0 
96.0 ii.b 96.0 

34i:O 975.0 m.o 148.0 

5.021." 21,760.6 17,2.54.9 13,019.3- 559.2 5,618.2 6.841.9 

d. Balance goes through Intermediaries. 
e. Thft total includes $7.4 billion purchases by the utilities and $4.4 bllDon 

by institutional buyen (ahOWll .. "terminal buyers" 10 the Flow Chart) plua 
$1.2 billion pun:haaes by the u:tractlve industries (shown as such on the 
Flow CIwt). 
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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 produas-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 imponant-though not dominant-role in the distribution 
of iron and Steel, textiles, machinery, paper, coal and coke, and 
leather produces. Transponation equipment, forest produces, 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 

jcosrs AND PROFITS IN DISTRIBlITION 

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 addi tional 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 rough 
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 exaaly, to the cost in
curred at that stage. Thus the $22.4 billion difference between the 
$69.6 billion received by manufaaurers 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 manufaaurers in 
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processing and selling their products plus profits, if any. I 
In the case of farming, as well as manufaauring and the pri

mary indusuies, 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. 

l. WHAT WE PAY FOR 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 multimde 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 disuibution, 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 Dot an exact mrasure, for ODe reason because pan of the money spent by 
factories for malel'ials and supplies in 1929 was paid for Dew equipment which 
could be used in future yean. Not all of the money paid for this new equipment, 
therefore, should be charged IS a cost against 1929 operations. Offsetting this error, 
however, is the faa that depreciation should be charged for the use of equipment 
purchased in previous yean. bu. still being used in 1929. 

2. See Chapter , for definition of commodity as used in this analysis. 
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the whole, therefore, it cost more to distribute goods in that year 
than it did to make them. Furthermore 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:~ 

Retail uade 
Manufaaurill8 
Transportation 
Intermediary ttade 
Other COSts 

G,ossTotaI 
Dedua: Cost of selling supplies and equip. 

ment used by disuiliutors 

$12.6 billion 
9.1 
8.8 
7.0 
1.1 

$38.6 billion 

.1 

Net Total $38.' 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-nearly 
$100 millio~hould be dedUcted from the total costs of distribu
tion to obtain a net figure of $38.5 billion. 

The Items in the Bill 
Nearly 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 a 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 manufacrurers' distribu· 
tion costs. This $9.1 billion item may be subject to a considerable 
error in view of the small sample ·on which the estimate was 
based! 

In addition to selling expenses manufacrurers 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 manufacrurers' distribution costs is largely or entirely 
offset by failure to include any estimate of primary producers' 
selling expenses or of manufacrurers' 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 distribute 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 Chap .... 7. 
,. As ..maIl, repomd by • representative of the AmericlO Association of Pur. 

chas.iog ABe.ta. 
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/z. 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 distributors 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 not fully cover the distributor's costs. Since the following 
ch~pters 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
tributors' 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 branches of retail distribution, have 
been conspicuously profitable. Thus eight of the leading national 
"variety" chains, according to the SEC,6 earned 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 reponed a net 
income of only $1,136,410,000 on gross income of $34,810,547,· 

6. As reponed in Th. N ... YO, .. Tim." February U, 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 reponed 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 partnerships. These are usually 
small and often unprofitable. Futthermore, profits for years like 
1929 and 1936 must be offser against losses for depression years 
like 1932 and 1933. A srudy made by the Harvard University Bu
reau of Business Research of operating results of several hundred 
department stores over a period of eight years showed that the 
only years 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 1932.8 

p,.ofit Pigllf'es by &oups 
Figures collected by Dun & Bradstreet confirm the conclusion 

that distributors' profits do not constirute a very large proponion 
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 markers, and 1.7 per eerit for grocety 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 
reponed a 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." Pairchild's Pinancial 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. S""jllks of l.rolllo for 1936, Preliminary Report, U.s. Bureau of Intemal 
Rev.nue, 19!8, pp. 6-7. 

8. 0,..";08 Rmdll .f D., .. ",. .. , .. II S,wtd" S, .. " ill 1936. Harvard Bu. 
teau of BusiD ... Reseuch, Bulletio No. 104, p. ,. 

9. 19!7 Reuil S......,. Duo " Bradstreet, Ioc. 
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.houses" 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 rerail 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 rerail trade 
as a whole is imdoubtedly considerably less than published figures 
appear to indicate. Considering the entire retail field 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.ll 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 conduaed on a non
profit basis except as their profits are included in those of the 
parent organization. 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 a 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 between those resulting from distribution and those aris
ing from strialy production activities. All manufacturing corpora-

10. PttirrbilJ's Pi"tltlci,J MtllllIIIl, Pairchild Publications Corporation. New York. 
May 19~9, p. 6. 

11. 19" Wholesale Survey, Dun " Bradsueet, Inc. Repons Nos. I, ~, 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, rising 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,12 

Transportation charges are an important share of the total dis
tribution 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 carriers-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,u 

Three Cents of Consumer's Dolla, fo, P,ofitJ 
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 elimination 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. Buxeau of Internal Revenue, 
by the N.tinna1 City Book of New York, March 19'8. 

B. D,blt .... R" •• ",y, 1929 t. 1937, The Twentieth Century Pund, New Yolk, 
1938, p. 192. 
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productive efficiency during the past six or seven decades have not 
been duplicated in the field of distribution. Furthermore fragmen
tary data indicate that the trend 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 decIining sales after 1929, of course, 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 period of 
years. For example, one smdy shows that American department 
stores with annual sales of less than $500,000 increased their ex
pense ratios from 27 per cent of net sales in 1922 to 30 per cent 
in 1929, and then to 37 per cent in 1932.'4 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 smdy 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.'6 

14. Carl N. Schmalz, Op.,,,,mg RmlllS of D.p.",. ... , ."tl Sp«itil., Slow i. 
1931; m 1932; Harvard Bureau of Business Rcseuch, Bulletins Nos. 88, p. 5; 91, 
p.2. 

1'. Edward A. Pilene, N,xl 5"/11 PONI""" in R.'tliIi"g, privately printed, Boston, 
1937, p. 18. Based on Harvard Business School studies. 

16. OpnllJing RIlIdJs of Ohio 'Who/.std, G~ot.,s-Yetll' 1934, Ohio Stale Uni
versity Bureau of Business Research, p. U. 
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Similarities in Euo pe 
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 have 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 structure of the United States and Europe. 
A much larger proportion of European trade is in Staple commodi
ties and necessities, which have lower distribution 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. -

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,'7 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 dose similarity-U.S 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 Hinch, S_Unl Pig ... , for P.-p.", .f BIIS;"m R" ... cb (unpub
lished mimeographed manwaipt), pp. 19. 27, 28, 29. 174. 
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somewhat lower in this country than in so~e 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 chapters 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 various angles. The expenses of 
retailing by stores handling different kinds of commodities are 
compared, and wide variations are shown between the different 
lines of trade. Comparisons 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 finns, but only to compare the results 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 disuibution 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 uade or the disuibutive 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 disui
bution of the same goods in much larger lots to a mere million. 
and a half retailers, or in still larger lo~ 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 uade may be dominated by sandwiches, sodas, ciga
rettes, chewing gum and other low-priced goods, but it would 
doubtless lose the uade in these items if it did not carry a rather 
full line of what the average American now expects to Jind in a 
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 retail 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 rerailers 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 proprierors.' 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 rerail 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 rerail 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, amounted to 
fifry-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 avet8&" eamiJJ&s per full-time employee for Oach 
particular line. It is estimated. on the basis of a special Census tabulation that as 
many as 40 per cent of all retail stores are operated entirely by proprieton and their 
families, who get no srated 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--are also shown. 

High and Low CoSfS 

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 
faa that its funmon includes processing and serving as well as 
selling. The next highest costs are found in a typical luxury trade 
-jeweiry-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 disuias 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 sf:)me 
exceptions to these tendencies. In spite of the high unit costs of 
their produas, 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
faaurers. 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 uade also appear. 
Wages and salarie~ in every instance are the most important single 
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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 ner 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 ner sales in combination grocery and meat stores, general 
stores and motor vehicle ourlers. 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. Ogar 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 imponant. Restaurants top the 
list in all other expenses with a 20 per cent ratio, followed by 
jewelry, furniture and department 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 a 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--annot 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 ~e 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 a 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 taXes 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<ost 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 bec.ause 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. H one type shows lower costs than an
other it does not necessarily follow that acroal 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 unsatisfaaory. 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 or less efficient than the other, but merely that it per
forms less service than the other. 

Whether chis 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 arraches 
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 attraas 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' Cosfs 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 a 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 net 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 
forcy-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 ligures on independents and chains, sev
eral points should be kept in mind. First, the chain expense ligures 
include only the COSts of operating the retail stores and a pro-rata 
(probably small) share of the expenses incurred in the central 
offices and warehouses which serve the stores. Since the latter 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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penses may properly be considered a parr of wholesaling expense. 
The central offices of the chains, however, perform some cosdy 

funaions, such as administration, aocounting 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 large 
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 tutnover. The independents, on the 
other hand, include a widely dispersed and heterogeneous number 
of small oudets 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 have seen, were 

higher in 1935 than in 1929, although not as high as they were in 
1933. With vety 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 
trend 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-<hain stores increased their share of total 
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 expecred, 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 manufacrurer-controlled groups, lost ground 
in sales and experienced a much larger rise 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 independents 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 acrual 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 outlets. 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 considerably. 

Direcr 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.markets, 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 independendy 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 

SALES AND OPERATING ExPENSES OF CHAINs CoMPARED WITH ALL 
OTHER STORES BY SELECTED KINDs OF BuSINESS, 193' AND 1929" 

Operatin& 
PerCen, Expeoses: 

PerCen, of ofCbangeio PerCen,of 
Total Ne' Sales Dollar Volume NerSalesb 

Kind of Business 193~ 1929 1929-193~ 1935 1929 

United States Total-
all kinds of business 100.0 100.0 -32.S 27.S 24.8 

Chains 22.8 20.0 -23.2 2S.0 2M 
ladepondeo .. and all others 77.2 80.0 -34.8 28.3 2S.6 

Independents 73.1 77.S -36.3 28.4 2M 
All others 4.1 2.S +13.9 26.2 2S.8 
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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 Salesb 

Kind of Business 1935 1929 1929-1935 1935 1929 

GQ.1:: (without m .... ) 
2.5 3.2 -46.6 15.6 13.8 

.AU othen 4.1 3.8 -27.4 22.8 20.3 
Combination slOres (groceries 

0,-':;:,-) 4.9 2.5 +29.2 17.5 14.3 
.AU orhen 7.6 5.4 - 4.6 19.0 17.0 

Depanment stores 
Chains 2.7 1.5 +22.6 24.7 24.4 
Mail-order (catalog only) 1.2 0.9 -13.6 23.7 22.8 
.AUorhen 6.1 6.5 -35.8 32.2 30.0 

Variety storeS 
Chains 2.1 1.7 -13.0 27.2 25.2 
.AU orhen 0.2 0.2 -19.3 26.5 23.2 

Men', dorhing.fwuishing Stores 
-45.1 30.5 Chains 0.4 0.5 31.0 

.AU orhen 1.6 1.9 -44.6 30.2 28.5 
Women's ready-t()o.wear stoleS 

Chains 0.6 0.5 -19.0 28.8 29.9 
Allothers 1.8 1.7 -29.2 31.8 28.9 

Shoe stores 
Chains '0.8 0.6 -16.5 29.6 30.8 
.AU others 0.8 1.0 -48.9 32.0 28.5 

Pilling stations 
Chains 1.3 1.2 -30.1 29.9 23.8 
.AU others 4.6 2.4 +30.7 25.4 23.8 

Furniture stotes 
Chains 0.3 0.5 -56.1 36.3 37.9 
.AU others 1.8 2.6 -53.7 H.6 30.0 

Restaurants, cafeterias, lunch rooms 
- 1.4 42.5 Chains 0.7 0.5 54.5 

.AUorhen 4.3 3.2 - 8.5 49.2 47.9 
Drugstores 

Chains 0.9 0.6 + 1.4 26.1 27.6 
Allothen 2.8 2.8 -33.5 28.1 27.0 

J~Stores 
49.1 42.9 ChIUUS 0.1 0.1 -39.0 

All others 0.6 1.0 -57.4 41.2 35.0 

.0 Census of Business: 19~5. R"ttil D;II,;6.';Oll, Vol. IV, pp. 13. 14i Census of 
American Business: 19~3, R"tlil DistribNlioIJ, Vol. I. pp. a-12, 1-13; Census of 
Disuibution for 1929 Vol .. I, p. 71. 

b. Includes im&~ proprietors' compensation. The ratios for United States totals 
for all kind. of usines. were taken from Table M. The 1929 Census did not pro-
vide detailed figures showing operating expenses for the various kinds of business 
divided according 10 typeS Of operation. However, a special rope" entided R4h1il 
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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 
chain store expense ratio was 16 per cent of net sales as against 23 
per cent for all other stores, and in deparanent 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 a ratio 5 per cent lower than 
the chains. 

Trends 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 Bow 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 
marked 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 deparanent 
stores, however, like the chains, depend largely upon mass de

Chmns contains expense ratios which have been employed in arrivins at the data 
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 chains, which were 

!!b~~e:fi~eff~~ lee"AUX odi~~:l:.tio:~If~n:e: ::;;~':ti:,I~-?H: 
:v~r:':~:~~=P~'iJkr~~t:~~l~~~~o::. '~V~lu!e I~~~ 1~~ 
fnbv!f~efi~p:W~ :,:~:rp~~p~~c:. ~==::~ ~e:::rt': 
DUal earnings per full·time employee derived from average weekly earnings as re
ported in Volume V. p. 14 of the 19~~ 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 serious 
threat to the independent. 

While sales of independent department stores declined by more 
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 ouly 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 exacdy on a par with the chains. 
While chain costs rose from 24 per cent to fO per cent of sales, 
the costs of independents increased to only a lime 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 relleccs 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 SIZE OF CiTY AND STORE 

Both the size of the retail store and the size of the communiry 
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 concerns have lower costs than those in the larger cities. On 
the other hand, if the size of the town be disregarded the cost of 
doing business seems to decrease as the size of store increases--at 
least up to a certain point. 

Census data on operating expenses for stores 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" narrows 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 faa that the smaller average sales 
volume of small town stores would be expeaed 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,OOO-and-over population group (which accounts for about 
60 per cent of all retail sales), or reaches a maximum at a 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-



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

Open:riing expenses ... per cent 
Of net SQles 

10 

AvemDJ! annual soies perslore. 
filou&<In'" of dollars 

PIGUU 14. Lower wage and rental CX)Sts in the small cities probably account for the 
faa tha, fos eve.<y kind of mail business shown in the chart, ope,ating expeoses, ex-

~tic!:~ :l~~i:: citiJ:f~n.3~Jg7s~~~:ti~ab~tto~) than 10,000 pop. 

143 



144 DOES DISTRIBUTION CoST Too MUCH? 

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 & Bradstreer 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--berween 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 lower rental 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-ciasses, 
there is no convincing evidence of a general tendency for costs to 
decrease progressively as store-size increases. 

Size of business is apparendy only one faeror affecting the COSt 
ratio, whicb 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 UII, Dig<Sl .f ,b. 1936 Sill"" .. " ., '14 R.1<Ii1 Dr.g S, ..... Eli Lilly " 
Company. Indianapolis. pp. 26-'0. 

,. c.m .. of Distribution for 1929. P." R.l<Iili.g. pp. 79-80. 
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These figures are based on a 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" 

TABLE 18 

OPERATING CosT RAnos OF VARIOUS TrPES OF INDEPENDENT STORES 

BY SrzB OF BuSINESS, 19360 
(As p.,. C.nl of Nel Sales) 

SlIe of BUIIine!II (A. ... _ s.leI in T"~ tIl DoUan) 
KinclofStore l-IQ 10-20 2()-JO 30-50 50-100 100 or More 

Battery, igniticm ud tire 51.5 34.0 32.5 35.7 30.4 2B.1 
1ewelry 45.2 36.5-f3.1 37.4-44.4 39.5-42.7 36.7-.19.2 36.3 
FurnI_ 38.1 30.1 30.0-35.6 29.1-35.9 28.8-35.8 29.1-34.9 
Elootric ODd 8" appllaoao 36.5 26.6-35.5 29.2~5.3 27.3-·,33.2 29.2-,31.3 
Boot-.. 32.0 2 .... 30.3 22.6 23.6 28.4 
D ......... 30.1 26.9-30.3 27.2-30.0 27.6-28.6 27.J.-29.3 
Caaciy ODdamf-.." 29.2 26.4 31.0 24.6 32.0 
Shoe stores 28.7 27.3-29.6 26.'.......,2.0 26.8-32.4 22.1-29.8 
Women's ready8to-wsr 27.4 25.&-30.2 26.5-29.1 25.6-29..3 25.()-30.4 30.8 
D'Y'goocIs 27.1 21.9-24.0 21.9 20.1-22.3 21.6-22.5 25.8-29.8 
Caol 26.9 28.2 26.6 22.4 24.1 24.7 
Family clothlDg 26.7 22.5-25.1 24.3 23.2-27.5 24.0-28.9 28.4 
Limited price variety stotes 26.6 23.4-24.7 23.6 23.4 27.0 
Men'. and boys' clothing 26.5 24.6 24.4-26.0 25.1':"26.4 24.H2.1 29.4-30.3 -..... 26.1 23.0-27.5 25.2-30.1 24.4-29.5 24.2-29.8 22.7 
FllliDgstalioas 20.0 20.3-21.6 20.5-21.4 20.7-21.6 22.2-23.9 
Gro=y .9.3 14.0-15.6 14.5-16.4 15.1-17.1 14.1-15.8 18.0 
Country general stores 17.9 14.4 14.9 15.0 15.8 18.5 
Combination grocery and ~t 17.1 16.8 14.8-15.5 1'6.1-17.5 16.5-18.1 14.8-15.8 

a. 1931 ReItIij S,,",C'1, Dun &: Bradstreet:. Inc. 
Note: Ranges ill cost. ratios within aize.groups denote variations due to Ilze 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 
conuast, department stores show increased COSt ratios in the larger
size businesses, with the lowest costs appearing in the smallest 

4. Eli Lilly " Company, .p. t;I., pp. 26-'0. 
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stores.' Here again the fact that the larger stores are usually in 
large cities undoubtedly has an important inHuence 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.' For the larg
est stores, however-those selling more than $100,000 annually
the expense ratio increased· sharply. These ligures 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 it 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 FAcroR 

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 half the retailers' average mark
up or gross profit, was needed to cover wages and salaries, includ
ing the proprietors' imputed compensation.7 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 

Personnel 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 cliscwsion of department store trends. 
6. Census of Distribution for 1929, Pootl R,YiUng, pp. 79, 80. 
7. See Table 17, foomo .. 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 

PERsoNNEL CosTs, TOTAL ExPENSES, AVERAGE EARNINGS AND AVERAGE 
SALES FOR EIGHTEEN KINDs OF RETAlL BuSINESS AND FlvB 

TrPBS OF OPERATION, 1933" 

PenolUle! Total 
Avenge 
Annual 

A .... ge 
An.ual Sales Per 

Costs as :&peuses as Earnings Sal .. Dollar of 
Type of Operaticm Per Cent of Pee' Cent of Per Full-time PerPer90D Pecsonod 

and Kind of BusiDe!6 NetSalesb NetSaJes Employee Engaged' Coot 

All ...... 17.8 3U $ 986 $ 5.853 $ 5.94 
Direct Jwuse..to-house aelliDg 29.7 45.3 1.251 4,325 3.46 
IndepeDdenll 19.4 33.6 947 5,162 5.45 
Chal .. 12.7 27.2 1,079 9,161 8.49 
Mail4derbo\UeSCcatalogonly) 10.2 28.1 .,. 8,143 10.01 
Comm.isriesorcompanyltOres 10.0 15.6 1.075 11,532 10.73 

Restaurants and eat.lng places 28.7 50.7 ••• 2,326 3.48 J ....... _ 
28.2 53.3 1.376 5,043 3.66 

Ho1lSebold appliance stores 24.7 43.S 1.057 4,707 4.45 
Radio'StOftlS 24.2 44.9 1.131 4,934 4.36 
Filling stations 20.0 32.S ... 4,941 4.99 
Fu:nllturestorea 19.5 41.6 1.223 6,506 5.32 
Budwareltora 18.4 31.7 1,068 6,093 5.71 
Family clothlog ...... 11.6 36.0 1.141 6.828 5.98 
n.us-a 17,2 32,1 985 6.106 6.20 
Men', and boys' dothlDg aDd 

flll"DishIng stores 16.9 35.5 1,291 8,030 6.22 
Cigar store and stands 16.9 32.4 878 5,183 5.90 
Women', ready-~weu 

specialty stores 1S.5 33.2 ••• 6,875 . ... 
Grocery stores (without meats) 1S.4 24.4 1,019 6,929 6.80 
Department stores 1S.3 32.7 99. 6.956 7.03 
Sboellores 14.7 33.6 1,188 8,650 7.28 
Variety, S snd 10 tented 

$1.00 stores 12,9 29.3 7 •• 6,S45 8.'. 
Combination stores (groceries 

and meatJ) 12.5 21.4 1,035 8,791 8.49 
Motor vehicle da1era 11.3 21.4 1.041 9,229 8,87 

a. Derived from. Census of Amerlc:u. Buslne31: 1933. ReWl Dislribtl". Vol. I, p, a-12. 
b. Includes imputed proprietors' eompen_tiOD. 
Co Includes pzoprieton and full·tIme employeea. 
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Earnings and Wilge 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 a 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 trade 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 trade 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
sonnel 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 vasdy 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 a whole, but considerably below the volume in com
pany stores. 

TABLE 20 

PBRSONNEL CosTs, TOTAL ExPENSES, AVERAGE EAltNINGS AND AVERAGE 
SALES FOR CHAINs AND INDEPENDENT STORES FOR EIGHTEEN 

KrNns OF RETAIL BUSINRSS, 1933" 

To"""""'""" P ........ <:oots Average Annual Average Annual 
u Per Cent ol u Per Cent 01 Earnings Per FuU- Sales Per Penon 

NetSalell NetSales~ time Employee EDgagedC 

Indo- Indo- - Indo-

""""".. CbaIna """"".. CbaIna 
p ........ Chal .. penden18 CbaIna 

Cigar stores and staDds 37.8 21.5 21.7 7.8 $ 858 - $ 920 $3,961 $12.905 
CombinatiOD stores (gro--

eeries and meats) 22.1 19.0 13.7 9.6 899 1,195 6,860 13,195 
Depa.rtroent stores 35.4 27.4 17.4 11.3 1,000 9.5 6.085 10,174 
Drugstores 32.9 28.1 18.6 12.3 972 1,024 5,649 8,,4,31 
Family clothiDg stores 35.1 39.1 17.9 15.8 1.127 1,197 6.597 7,990 
Filling otatioou 30.1 32.5 19.9 16.0 838 1,130 4,216 7,052 
Fumiture stora 41.S 42 •• 20.0 15.7 1,200 1,357 (i,l!5 8.721 
G.o=y ..... 

(without meats) 26.5 17.9 17.5 8.9 813 1.191 ".794 t4,'986 -.......... 31.8 29.9 18.5 15.4 1,059 1,216 6,019 8,136 
Household appliaDce stores 41.3 49.1 23.3 28.8 1,136 .00 S,J06 3,223 
Jowehy...... 53.4 52.1 28.8 19.2 1,379 1,340 4,955 7.070 
Men's &ad boys' clothiDg 

35.3 35.5 11.8 &lid fundsbiog stofts 13.2 1,261 1,394 7,423 11,158 
Motor vehicle dealon 21.1 26.5 11.2 12.4 1,024 1,338 9,154 10.935 
Radio Morel 46.0 36.5 25.4 16.4 1.095 1,278 4,599 7 • .879 
]lestaurantl and eating 

50.1 52.6 29.2 23.9 pIaao • 649 758 2,219 3,166 
Sh ........ 35.8 31.8 18.8 11.1 1,172 1,255 6.551 12.430 
Variety,S and 10 cent 

and $1.00 storal 30.5 29.0 16.9 12.4 665 766 4.321 6,892 
Women'. ready-to-wear 

apecialtyatOftS 34.0 30.7 16.9 11.3 998 988 6,300 9,288 

L Derived from Census of Ainericm BUline!ll: 1933. ReId DlrlribWiotf. Vol. I, p .... 12. 
b. Includes imputed proprieton' com.peosatioo. 
c. Includes pn:Iprietom and lull-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. 

Comparisons 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 trade 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 slighdy 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 
earned 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 19358 

confirms the faa 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 rerail trade. Chains were far below the average 
in the rerail 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 abundantly 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 a.verage 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: 19~5. Rdilil Ditmblll;D1I, Vo1. V. pp. 14, 155. R~Uil 
ChMtu, pp. 40, 44. 
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5. STOCK TURNOVER IN RELATION TO ExPENSE 

The rate of stock turnover is only one faacr 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 rdation to other faacrs inBuencing 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 mar
gins in order to gain turnover may increase sales-and sacrifice 
profits. 

Rapid stock turnover as a faaor in successful retail srore opera
tion is probably overemphasized. As a matter of faa, it seems to 
depend largely· on the size of business, which in turn is of course 
inlluenced 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
rea and consistent relation between stock turnover and total ex
pense ratios. Hardware 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. Profit5-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 diflicult 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 
FOR HARDWARE AND DEPARTMENT STORES AND FOOD CHAINs 

Total 
Expeosesa Gross Margin 

Kind and Size of Business Stock-Tum as Per Cent as Per Cent 
(1I •• tud Ntt S.J.,) Per Year of Net Sales 01 Net Sales 

Hardware stores, 1939 
26.8· Less than US.OOO 1.8 28.7 

,2S.000 10 ,40,000 2.5 25.7 27.5 
,40,000 to '60,000 2.6 22.2 26.S 
'60,000 to'100,OOO 2.8 22.2 26.1 
,100,000 and over 5.0 21.S 2M 

Department Stores, 1936C 
Less than 'no,ooo 2.4 50.0 50.0 
'lS0,OOO to '300,000 2.9 51.6 51.6 
'300,000 to ,'00,000 M 52.4 H.1 
'SOO,OOO to ,no,ooo 4.1 32.4 34.2 
'no,ooo to '1 million 4.5 33.2 34.8 '1 million to'2 million 4.5 55.6 54.6 
'2 million to $4 million 4.6 34.6 5S.8 
S4 million to $10 million 4.9 3S.3 36.S 
'10 million to '20 million 4.9 5S.6 H.4 
'20 million and over S.4 5S.1 57.5 

Food chaiDS, 1934<1 
Less than '2 million 7.2 21.0 21.8 '2 million to '7 million 7.1 23.1 22.6 
'7 million to $20 million 8.4 22.3 23.S 
'20 million to Iso million 9.9 22.8 23.9 
S100 million or more 8.2 22.3 24.3 

a. Before interest on capital. 
b. HlWdw",~ Relailw, June 1937, National Retail Hardware Association. 
c. Carl N. Schmalz. O'"lIIi"g R.SlIIIS of De,,,,'mnl ad Specilllty Slor.s in 

1936, Harvard Bureau 01 Busin ... Research, Bulletin 104, pp. 11, 14, 20. 
d. Carl N. Schmalz, Exp.,,", ""tl p,.fil1 of Pootl Ch";", i" 1934, Harvard Bu. 

reau of Business Research, Bulletin 99. p. 27. II: should be especially noted that the 
~anfir~h~~~ not only store operating expense but also the COSt of central 

aze 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 turnover, or stock turnover to size, is impossible to say. 
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In the deparanent 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,9 
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 srock 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 year, but the Census does not furnish 
data on the cost of goods, and reports inventory for only one date. 
'lbe 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, vJhich 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 ratio 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 deparanent 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. Tim, til". BI.m,,,, ill 'b, CDS' of R,hIi/;"g, Universiry of 
PittSburgh, 1933. 



STOCK-TURN COMPARED WITH EXPENSE RATIOS FOR CHAINS 
AND ALL OTHER TYPES OF STORES IN 1935 

_All other 

Shoe 
stores 

Fillin~ 
stQtions 

Expenses "" percent 
OfnetsaJes 

~ ra!; ~:otb,:~~.~~u~:'3:: !!~h::ri~=':: ~ie~O;:se:f 
srock-turn for the chains accompanied by higher expense ratios, are exceptions; like
wise chain depamnent StoftS, with lower expense ratios, but a slighdy lower rate of 
,rock·tum. (S ..... " .. Table Q.) 

us 
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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 SetVices rendered, and in the size 
of city in which they operate--a>mparisons of sales volume per 
employee and of average earnings would justify valid and signifi
cant conclusions. Actually, however, it is known that chain stores 
on the average are larget than independents, which helps to ex
plain the fact that their average sales per employee are greater. 
Moreover, a larget proportion of chain stores than of independents 
are located in the larger cities, where retail sales and tumover 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 
t!>e independents. All of these factor~ well as the supetior 
organization and management of the chains---<ontribute to their 
more favorable showing when they are compared as a group with 
independent stores. 

6. ExPENSES IN FOUR LINES OF 1iw>B 

Because of the importance of food distribution and the variety 
of competing types of stores in the field an examination of avail
able data 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 gtocety and meat stores-the most impo.r
tant type of food oudet-tOtal opetating 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 SUNley for the same year reports a figure of 16.7 per cent, 
the discrepancy being attributable 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. 

Costs and SeN/ices 
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 wocer 
shows that the average expense of twenty.five selected representa
tive independent stores offering services--e.ither 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 lind a given 
number of independent stores operating under identical conditions, the 
only variable being the characrer of the service. Even when individual 
stores operare under similar conditions, there is still one factor that vanes 
greatly from store to store and that is the individual merchant" s capacity 
and his persoDBlity. 

But one fact does stand out as a result of studying hundreds of operating 
statements: Service when properly and efliciently rendered in a limited and 
well·defined trading area-whether credit service, delivery service 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 operar· 
ing expense but frequently it is the result of poor management, of scatter
ing their energy over too much rerritory, and the high expense is not due 
entirely ro 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 cent 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. IO 

Wide variations in the expenses of individual stores were noted 
in this study. In the "case of the twenty-five service stores ranging 
in size from about $20,000 up to $9~,OOO in annual volume, total 
expenses ran from a minimum of less than 13 per cent up to 20 
per cent, with little 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 thirteen self-service 
stores in this group had the lowest expenses. 

SlIper-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 a 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 gtoup of super-market grocery departments offered 
both counter-service and self-service but very little delivery serv
ice. Selling only for cash and averaging about $60,000 annual 
volume, their average expenses were 13.8 per 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.~ 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 Bzpea.sea of no Seleaecl Food Stores;· Ti, fro"",;", Grot .. , 
19~', pp. 12-27. 
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basis. This store is more or less typical of the successful, medium-
sized, low-expense marker. ' 

Chain Store CoslS 1IerSIIS Other Stores 
A study made in 1934 by the Harvard Bureau of Business Re

search gives a good basis for comparing chain and independent 
store cosrs in this field. It Total chain cosrs given in this study in
clude not only the expenses incurred in operating the rerail 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 cosrs (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 cosrs of actual rerail store operation. 

The total figure for combination food store chain cosrs given in 
the Harvard study was 21.4 per cent of sales. If warehouse and 
other cosrs are deducted to give a fair basis of comparison with 
other rerail stores, we ger a figure for the chains of 1 j.1 per cent. 
This is a little less than the cosrs of independents which give credit 
and delivery service (16.7 per cent), but a little more than the 
cash-and-carry independenrs (14.4 per cent). The cash-and-carry 
super-markers were both below the chains in cosrs (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 193 j Census reported chain combination store expense at 
17.5 per cent of sales. This figure includes a 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 store 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 
irs 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, Ex; .. ", "". P,ofils of Poo. Chai.s i. 1934, Hanasd 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 store~with less than $150,000 
volume-paid only thirty cents out of each sales dollar for ex
penses. Detailed figures are given in Table 2;2. 

TABLE 22 

ELI!MBNTS OF DBPARTMBNT STORE ExPENSE BY SlzB OF STORB, 19360 

Po~!f:~Dof J3xpemes .. Fer Cen, of Nor Sal .. Nor 
Profit as 

NorS.I .. Ciqr (In Real Adver- All FerCen, 
(In ThoNs"",Js) ThoNsow) Toral Payroll Es .... rising Orb., of Sal .. 

LOss man .uo 14 30.0 15.7 M 2.1 8.7 0.0 
'150 ro '300 18 31.6 16.9 B 2.6 8.8 0.0 
'300 ro '500 B 32.4 17.1 3.4 2.7 9.2 0.7 
'500 to '750 45 32.4 _16.9 3.6 2.8 9.1 1.8 
'750 to ,1,000 65 B.2 17.0 3.6 3.4 9.2 1.6 
,1,000 to '2,000 105 B.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 35.3 17.3 4.4 4.0 9.6 1.2 
$10.000 ro ,20,000 1.200 35.6 17.9 4.6 3.9 9.2 1.8 
'20,000 or mOR 2,000 35.1 17.7 5.4 3.4 8.6 2.4 

•. Carl N. Schmalz, OpHllling R'lllils of D,p.,m,,,, ""d S;.citdI1 Slor,s in 
19:36, 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 store 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 zero 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, 
however, 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 
to35.6 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 char.acteriscics. The first type, called ownership 
groups, includes mostly large-city department stores which are 
linked together in common ownership, 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
tinctly 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 depart
ment stores, 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 personnel-costs of the ownership groups may 
have been pardy due to the fact that they perform several func
tions, 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 petSOnal service from more capable 
and highly paid individuals than do chain store customers. These 
cliains, in contrast with the situation existing in other lines of 
trade, operate primarily 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 "sufliciendy 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:'" 

American versus Foreign Costs 
American department store costs appear to be higher than those 

of department stores in foreign countries, notably England and 

12. Stanley F. Teele, O,.,.",;"g R«rttlll .f D.'", ..... ' S, ... CiHIi •• utl Do,,,,,,, 
m,.' SID" OumtWs/Jip GrDllps" 1929, 1931-1934, Harvard Bureau of Business Re
search, Bulletin 101, p. 1. 

B. Ibitl., p_ 5. 



THE CosTs OF RETAILING 16~ 

TABLE 23 

OPERATING ExPENSES OF AMERICAN AND ENGLISH DBPARTMBNT 

STORES, 1933" 

(As p.,. Cent of Net SalOl) 

NalUIe of Expense United StateS Great Britain 

Total expeDSe 35.5 24.7 

Administrative 6.7 5.1 
Executive 1.4 1.2 
Accounting 2.3 1.6 
Admioistnui .. general 3.0 2.3 

Merchandisin& 10.9 7.9 
Buying 2.6 1.8 
Sellios 8.3 6.1 

Publicity 5.2 3.3 
Geoeral advertisios 4.8 3.0 
Display .4 .3 

Total occupaocy 9.7 5.7 
Rent and taxes 6.2 ,., 
Occupancy general 3.5 2.4 

Despatch (de1ivety) M 2.7 

a. Data for the United StateS adapted from Bulletin 92 of the Harvard Bureau of 
Business Research, and for Great Britain, from a 1935 ,rudy mad. by the Bank of 
England in collaboration with the London School of Economics. These data were 
presented in an address by Philip J. Reilly, "Cost of Operation of English Depart. 
ment Stores Compared with American Stores;' prepared for the Boston Conference 
on Disuibution, September 1935. . 

Germany. A comparison for 19~O shows that in the United states 
expenses were ~3.9 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.~ per cent of net sales 
and advertising to ~.5 per cent in this country, as compared with 
1~.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 ]. Reilly of the Associated Merchandising Corpora. 

14. German figures-J;.uus Hirsch, S'tmJarJ Pig,",os f., PMPO,", of BlISmm 
R.SOt"., (unpublished mimeographed manuscript), p. 66. 

United StateS figur ....... C.rl N. Schmalz, Dpn"';ng RosNilS of Dep.",..n, ""d 
S,,,i.J'1 S'.,., in 1933. Harvard Bureau of Business Research, Bullerin 92, p. 1. 
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tion shows that 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 
ligures 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 rents and taXes and in the costs of buy
ing and selling. Table 23 gives the details. 

Both the American and the English ligures 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 vir
tually the same in both years. 

Reasons for Low Costs in England 
Among the reasons given by English department store managers 

for their low expense rates are "that they have tried to keep their 
top executive organization simple and free from the over-speciali
z2;tion 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 Efiglish 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
suiaed advertising space is used and smaller publicity organiza
tions are needed. Newspaper 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. 

". See Table 2', £00100'"' 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 lIoormen or sales clerks as well as being responsible for a 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 HARDW ARB 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 Ha,dwa,e Retaile,16 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 
grocety 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--1lverage expenses were 
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 in1Iexibility of expenses, costs rose to a peak of' 3 5.2 
per cent in 1932, but have since been steadily reduced. Operating 
costs expressed as per cent of ner sales were as follows: 

National Retail Hardware Association 
Census 
Dun '" Bradstreet 

24.0 in 1929 2S.1 in 1935 23.8 in 1936 
26.6 28.0 

27.7 2S.8 

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 Harclwme Association in the H.,tJ",.,. R .. 
W/., as anoual studies of marsin, expense, and proJiL The results from 1929 to 
1936, inclusive, are the basis for the tabulations and ton of this section. 
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Effect of Size of St01'e and Community on Expenses 
As in the case of deparoneot 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, expeose ratios show a decided teod
eocy to become smaller as the business 'becomes larger. Depart
meot stores appeared to show just the opposite teodeocy, but it 
must be remembered that the typical deparoneot store has a much 
larger sales volume than the typical hardware store. Hardware 
stores with annual volume of less than $25,000 had total costs of 
26.8 per ceot of sales. The next 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 
expeoses of 21.5 per ceot. These figures, together with other oper
ating data, are shown in Table 24. 

TABLE 24 

OPERATING FACTORS IN HARDWARE RETAILING BY SIZE OF 
BuSINESS, 1936 

Size.Groups by Annual Sales 

All Less $25,000 ,40,000 ,60,000 
Sizes of Than to to to '100,000 

Item Business '25,000 $40,000 ,60,000 '100.000 and Over 

Total expense-per cen'" 23.8 26.8 23.7 22.2 22.2 21.5 
Gross m8.1'gins-per cent 27.1 28.7 27.3 26.5 26.1 25.4 
Earnings on sales-per cent 3.3 1.9 3.6 4.3 3.9 3.9 
Pront on investment-per 

14.4 cent!> 10.6 6.3 11.1 1M H.O 
Stock·turos per year-number 2.4 1.8 2.3 2.6 2.8 3.0 
SaI~~~on employed 

10,574 7,901 10,H5 11,212 12,421 14,640 
Credit sales-per cent<! 49 37 44 53 59 68 
Days' credite 97 111 96 97 87 76 

•. Does not include interest aD invesrmeru:. 
b. Include, all eaminss of business. 
c. Except deliverymen and shopm~ 
d. Per cent of total sales for year. 
e. Number of days' credit buSiness on booles 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 ra,pid rate of stock turnover and the better credit experieoce, 
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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<iass, theit 
profit on invesanent 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
vesanent, 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 theit 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, or 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 per
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 theit 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 invesanent. 

The contrasting effects of the size of store and the size of town 
on expense ratios are made strikingly 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-
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cline with every increase in size of store. Thus the little business 
in the big town is at one extreme 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 SIZE OF ToWN, 1936 

Size of Town by Population 

Size of Business 'Under 1,000 3,500 10.000 Over 
, 

(Annual N., Sales) 1,000 to 3,500 1010.000 to 50.000 50.000 

(&p<Bm til p.,. Con, .f Nel Sal .. ) 
Less than $25.000 22.9 26.2 29.5 31.8 32.2 
$25,000 to $40,000 19.2 21.6 24.8 28.6 26.8 
$40,000 to $60,000 18.0 19.8 23.4 26.2 24.4 
$60,000 10 $100,000 13.8 19.0 21.8 24.8 25.3 
$100,000 and over 15.7 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, as in the case of 
department stores, refleer the size of store and size of city, but are 
also related to the type of operation and the quality of merchan
dise carried. 

Average expenses amounting to 30.4 per cent of 1936 sales and 
average profits of 3.8 per cent were shown in a 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 a 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-quarrers or more of their sales at $5 to $10 a pair or over. 
The lower-priced stores had a much higher rate of stock turnover 
than the higher-priced ones and an advantage in most individual 
items of expense, particularly advertising and rental COSts. 

Costs also varied widely for stores managed under 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 multiple 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 departtoents were able 
ro make profits of 8.2 per cent on sales as compared with only 3.8 
per cent for all other stores covered in the survey. 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 departtoents had a 
payroll 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 departtoent 
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 $509,000 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 chiefly 
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 diBicult 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 
26.9 per cent of sales, and in the largest, 36.3 per cent. In the 

17. R.I4i/ Shoo S'o.-.s l1li4 r..",04 Shoo D.,."", .. ", prepared by Dun II< Brad
Street fot the National Shoe Retail ... • Association, Juiy 19H, pp. 13, 20, 25. 
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three intermediate population classes-ranging from 25,000 to 
500,OO()-,-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.'s 

18. Ibid., p. 29. 



Chap'er7 

COSTS OF PRIMARY AND INTERMEDIATE 
DISTRIBUTION 

ALTHOUGH RETAILING is the most cosdy 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 to 

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 b~ 
fore the retail stage, account for $8.8 billion; and intermediary or 
wholesale distribution costs amount 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. INTERMEDlAllY 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 Chan shows, several intermediary agencies are often 
involved-<>ne frequendy sells to anoth"r. 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 retailers, industry 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 

PRODUCTS, 1929" 

Sales Expenses 

ToOud~ • 
To Other Outside of As PerCent 

Inter- Inter- of Sales to 
mediary mecliary OthersThao 

Product Total Dealen System Amount Intermediaries 

To~es, and .porting 
(Io· Millions) 

$ 261 • 24 237 51 21.7 

~=~!1~e~=uip- 574 45 529 103 19.6 

meat and supplies 558 3 554 102 18.3 
Automotive products 2,165 103 2,062 330 16.0 

:a~:U:~d'::::f~sh- 605 147 458 70 1M 

iogs 1,228 85 1,144 173 15.1 
Drugs, drug sundries, and 

toilet preparations 1,255 74 1,181 172 14.6 
Petroleum and petroleum 

products 3,356 58 3,298 477 14.5 

~O~d~~U~ :il:!cenes 1~:~:~ 1,323 4,441 555 12.5 
1,578 13,804 1,491 10.8 

Cigars, cigarette., nod tobacco 1,762 465 1,297 126 9.7 

a. nata derived. from u.s. C611StIS of Dislriblll;o" 10' 1929, Vol. II, and unpub
lished material in the files of the National Bureau 0 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 tum 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 incurred 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 produas 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 
performed. 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 

Net sales. Operating expenses. 
billions of dol".r. percenlOfnet ... les 

20151050 05101520 

44'111~~~'7~~' :~'~~' :~'~sT~PER 'Ill::' ::9:'S:12~ , 
n 14.4 Whole .. ie merclionfs III Il.2 

(.19 Importers ~9.2 

0.611 Exporters ~9.1 

O.4D Industrial dislribulm 16.4 

0.41 ~:1"':jgr~ ~6.6 
0.11 Converters ~8.8 
0.21 Wogon distributors 14.6 

0.21 e:-~'" ~~9 
o.ll~""",,",,",~8.9 

oma ClisfI.ond.aurywhoiosolm ~4.1 
0.011 l4aikirderwholeoolers ~~~~~~~~:21.4 

".I~~~S.~~F:£.~~~' ~10.1 
7.4~ Wilhstocks 11.8 

3.6!!S Wilhoutstocks ~6.6 

8.9 ~A6ENTS AND BROKERS 512.9 

2.9 eJ Brokers ~I.J 

2.1 ~ Commis6ianmerc:honfs~2.5 
1.4111 Selling ogenfs ~4.4 

0.811 Monufoctu ...... ·ogenfs ~S.1 

1.10 =~~~~ng 5113.1 
2.1~B~kM'clt~.r..1noNs ~~~~~altS 
2.5E3~S:r~.fvfRS ~6.1 

1.011 =:\\o~morketing ~63 
0.61 AssembIenaffann~S.1 
0.6BE!_ ~~ 
0.21 Packersandshippors EiJI.8 

D.OlI C .... m staIions ~U 

1.9mCHAlN-SlORE"'R""'US"~'U 

FIGUIlB 16. Nearly a third of all intermediary trade is still handled by the .... ditional 
wholesale merchant, although manufaaurers' sales branches have a:panded in recent 

ro;r!hoY!sa1ac:~~~ t~~t~ '10':1 :=·s;'~ '::h;:::' =: T~ie ~j 
174 
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Most of the major types given in the Census classification are 
broken down into a number of more narrowly defined types. Of 
these, mail-order wholesalers showed. the largest expense ratio 
(21.4 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 imponers, 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 billionto $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 still 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 proportion. 

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 ditIerent types of establishments are dealing in the 
same general commodities there 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 SALBS AND OPBRATING ExPBNSES FOR SBVBN KINDs OF BUSINESS 

BY TYPES OF INTBRMBDIARY EsTABLlSHMBNT, 1935 AND 1933-

Kind of Business and Ne,Sal .. 
Operating 

Expense Ratio 
Type of Establishment 1935 1933 1935 1933 

Groceties and foods 
(1- Milli •• ,) (As P" C .. ,., SO/.,) 

Wholesale merchants ",108 ,2,748 10.8 13.1 
Voluntaty gtotery wholesalers 93 9.1 
Retail cooperative warehouses 109 5.1 

~;,a:~i:-t6u;~~lesaJers 55 5.0 
65 14.1 

12'.6 ManufactUreIs' sal .. branches 2.506 1.852 M 
With stocks 2,252 1,662 9.0 12.5 
Without stocks 254 190 13.5 13.8 

Chain store warehouses 1,173 4.3 
Brokers 1,530 1,175 1.3 1.4 
Commission merchants 75 47 2.5 4.0 
Manufacturers' II8<Ots 99 97 2.2 4.4 
Selling II8<OIS 33 24 3.0 5.5 

Farm products (consumer goods) 
Wholesale merchants 1,812 1,516 11.0 14.9 
Manufactur .... • sales branches 75 113 24.4 22.7 

Withstocb 72 107 24.5 23.4 
Without stocks 3 6 20.8 11.2 

Chain stole warehouses 82 8.0 
Brokers 232 169 2.5 2.8 
Commission merchants 388 379 '.3 6.2 

Dry·goods 
Wholesale merchants 611 754 13.4 13.5 
Maauf=s' sales branrhes 405 258 6.8 8.5 

Withstocb 180 115 10.8 13.0 
Without stocks 225 143 3.6 4.9 

Chain slOre warehouses '63 
'''.6 

3.1 
Brokers 198 172 0.5 
Commission merchants 269 340 4.0 3.6 
Manufacturers' II8<Ots 70 114 2.5 3.8 
Selling II8<Ots 458 385 3.0 2.9 

Clothing and furnishings 
Wholesale metchants 614 391 13.7 16.0 
Manufacturers' sales branches 383 268 10.9 11.8 

Withstocb 282 200 12.2 12.8 
Without stocks 101 68 7.5 8.8 

Chain store warehouses 19 3.8 
Brokers 4 4 2.9 4.0 
Commission merchants 12 36 4.2 4.2 
Manufacturers' agents 77 59 3.8 4.3 
Selling 118<011 110 " 3.6 3.7 

•. Census of Business: 1935, ",hol,sm, Dism6.lio", Vol. •• Table 1, Vol. VI, 
Table 1; Census of American Business: 1933, JFhO]'SM' DiI1ri6111;08, Vol. I. Table 
2b. 
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TABLE 27 (Continued) 

Kind of Business and Net Sales 
Operating. 

&peoseRano 
Type of Establishment 19'5 19'3 19'5 193' 

DC1J8S and drug sundries 
(I. MilJio1lS) (As p., Ceo, of Sill .. ) 

Wholesale metthan .. 411 • H2 15.1 16.6 
ManufacturelS' sales Immches 138 97 26.1 28.4 

Withsrocks 128 87 26.5 28.7 
Without srocks 10 10 21.5 25.8 

Chain stOIe..uehouses 56 3.0 
Brokers 5 4 1.9 2.7 
ManufacturerS' ogmIS 11 7 6.2 8.4 
5eIlios ag<IllS 6 , 11.2 25.2 

Electrical goods 
Wholesale men:han1S 559 271 17.4 22.3 
Manuf=' sales bnmches 487 '96 8.2 14.3 

Withsrocks 350 '2' 9.1 15.5 
Without srocks 137 73 6.1 9.0 

Chain stOle ..uehouses 4 13.6 
Brokers b 11.1 
Commission merchants '42 2 11.0 
ManufactUrerS' "-IS 20 6.7 10.0 
SeUio& ag<IllS 1 5 19.0 14.4 

Hardwale 
Wholesale merchants '10 '39 18.4 21.4 
Manufacturers' sales btanches 28 34 13.0 1'.2 

Withsrocks 18 21 15.1 18.1 
Without stoeks 10 13 9.2 5.5 

Chain stOre warehouses 1 27.8 
Brokers 1 '.3 
Commission merchants b 9.6 
Manufacturers' "-IS ·i.i 14 5.2 M 

b, Less than $0,5 millioo. 

form the same essential functions of warehousing, breaking bulk, 
and transportation show a diversity of expense ratios, These fairly 
comparable classes are wholesale merchants, manufacturers' sales 
branches with stocks, chain store and retailer-cooperative ware
houses. Because the first two have the expenses of selling in addi
tion to the functions mentioned above they have distinaly higher 
costs. 

The effects of the depression on sales volume and on cost ratios 
-in view of the difficulty of reducing rigid items of operating ex
pense-ate also shown in Table R of the Appendix. 
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(1). Seven Consum" Goods Lines 
Analysis of Census data for the various types of intermediary 

dealers in important kinds of consumer goods shows interesting 
variations atttibutable to differences in the nature and cost of 
goods handled and to different methods employed and services 
rendered by various types of agencies. Data on sales volume and 
expense ratios for various types of intermediaries in seven impor
tant lines of consumer goods are shown in Table 27. 

In every one of the lines shown in the table the traditional 
wholesale merchant handled a larger volume of business in 1935 
than any other type of intermediary. His dominance, however, was 
being threatened in gtoceries and foods, clothing and furnishings, 
dIy-goods and electrical goods by manufacturers having sales 
branches. To the extent that expense ratios of wholesale merchants 
are representative of costs in various lines, it appears that inter
mediary distribution costs were lowest in groceries and foods and 
farm products and highest in hardware and electrical goods . 

. Probably reflecting the tendency of manufacturers of textile 
products to go direct to the retail trade rather than wough the 
wholesale merchant, manufacturers' sales branches in the dIy
goods line registered an increase in sales of nearly 58 per cent be
tween 1933 and 1935, when they almost equaled the 1929 sales 
volume. Expenses were cut from 8.5 per cent in 1933 to 6.8 per 
cent in 1935. Wholesale merchants, on the other hand, lost nearly 
20 per cent in volume betWeen 1933 and 1935, folIowing an even 
greater loss after 1929, and were not able to effect an appreciable 
reduction in operating expense. 

Chain Store Warehouse Costs Low 
In six out of seven kinds of business shown in the table it is 

significant that costs of chain store warehouses were lower in 1933 
than those of the two seemingly comparable outlers, wholesale 
merchants and manufacturers' sales branches with stocks. What is 
the explanation? In the first place, of course, the chain store ware
house is not a business in itself. It is the chain store organization, 
not merely the warehouse division, that buys the stocks to supply 
its stores; and the cost of selling these goods to the individual re-
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tail stores does not appear among warehouse costs. Hence these 
organizations are not exaaly comparable with the independent 
wholesale merchant or the manufaaurer's sales branch carrying 
stocks. 

The wholesale merchan': operates an independent business. !fe 
buys the stocks with which his warehouses are filled and he sells 
them to his customers in competition with other intermediaries. 
The total costs of buying and selling therefore fall on him. 

The manufaaurer's sales branch, on the other hand, is stocked 
by the manufaaurer. It does not have to shop for the goods which 
in its opinion are temporarily in greatest demand at different times 
in different territories. In this sense it has no buying costs, but 
carries whatever the manufaaurer wants to sell. Beyond the cost 
of warehousing, of transportation and of breaking bulk, therefore, 
it also bears the cost of selling to the trade. To the extent that it 
is harder to sell a particular brand to the trade than to sell the 
brands which seem to be in most demand its selling costs may be 
even higher than those of the wholesale merchant. 

The chain store warehouse, on the other hand, does have to 
shop for its stocks, but it does not in any true sense sell them to 
the retail oudet. Ir simply supplies those outlets with the stocks 
which in the judgment of the management of the whole organiza
tion they are expeaed to carry. The COSts of the chain store ware
house, therefore, are simply the costs of physical handling at the 
intermediary stage of distribution. 

It seems fair to say that the manufaaurer's sales branch is an 
intermediary dominated by a special producer; that the wholesale 
merchant is usually independent of such domination, being guided 
rather by his own judgment of what his customers prefer; and that 
the chain srore warehouse is a mere machine for the performance 
of the routine funaion of storage, transportation, and brealcing 
bulk. A chain store warehouse neither has to overcome the sales 
resistance of retailers nor carry the tremendous variety of stocks 
which the wholesale merchant thinks he has to carry if he is not 
to meet sales resistance on the part of his retail oudets. 

In two fields of intermediary distribution, comprehensive statis
tics permit a more detailed examination of costs. 
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(2). Food Wholesaling 

In the food business a rough comparison of the wholesaling 
costs of chains (i.e., exclusive of expenses of operating their own 
retail stores) with· the operating costs of wholesale merchants is 
possible. In 1934 combined administrative, general, warehouse and 
transportation expenses of a group of food chains amounted to 
from 6 per cent to 7.5 per cent of the retail sales volume. The 
author of the study says:' 

This is equivalent to from 7.6 per cent to 9.9 per cent of the value of 
goods sold, at the chains' cost prices, the chains' gross margin being taken 
at from 21 per cent to 24 per cent of sales. Since the ordinary wholesalers' 
selling prices presumably ate higher than the chains' cost prices, but lower 
than the chains' retail prices, the cost to the chains of performing their 
central ollice funcrions amounts to between 6 per cent and 9.9 per cent of 
the wholesalers' selling prices. . . . It must be noted, however, that the 
chains' costs include those for several funcrions frequently not performed 
by wholesalers. These include: 

1. Advertising, such as that commonly done by, and at the expense of, 
the retail stores which buy from wholesalers • 

. 2. Transportation of goods from the warehouse (which corresponds to 
the wholesalers' establishment) to the retail store. 

3. Supervision of the retail store. 
4. Taxes, such as commonly are paid by independent retailers, plus any 

taxes levied solely, or at higher rates, on chains. 
5. In some cases, costs for the wholesale funcrion on meats and on fresh 

fruits and vegetables, which may run higher than corresponding costs 
on dry groceries. 

Independents' Costs Higher than Chains' 
Bearing in mind the differences in functions performed, the 

range of 6 to 9.9 per cent for chain costs may be compared with 
expenses of a group of Ohio grocery wholesalers, which averaged 
9.9 per cent of sales in the same year.2 The 1935 Census showed a 
10.8 ratio for the United States as a whole, and a sample study of 
eighty-eight firms shows average costs of 9.6 per cent in 1936.S 

1. Carl N. Schmalz, Ex,.",", ""II p,.fils .f Pooll CIHdru ;" 19J4, Harvard Bu
reau of Business Research, BulIet:in 99, p. 19. 

2. O,.,,,,io, R.1MI" .f Ohio Wh.lmn. Gr.,.,s-y..,. 19J4, Ohio 5 .. ,. Uoiver
sill" Bureau of Business Research, 1936, p. 7. 

3. Wh.l"oI. G, ... ", Wholesale Survey No. I, Duo 4< Bradstree~ Inc., 1937, 
p. 13. 
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Thus, there is close agreement in figures from three sources on 
wholesale grocery costs in these years. The average cost of whole
salers, however, is barely equal to or slighdy above the maximum 
"overhead cost" of grocery chains, which includes not only ware
housing and equivalent wholesale expenses but also some costs 
ordinarily absorbed by the retailer customers of the independent 
wholesale merchant. The Census of 1933 segregated chain ware
house expenses as a separate item in overhead costs, amounting to 
4.3 per cent of the value of goods handled. 

Voluntary Groups and Retailer Cooperatives 
Is it possible to perform the wholesale function for independent 

retailers at anything like the low costs of chain store warehouses? 
Apparendy such coSts can be achieved by retailer cooperatives, 
judging from data on the grocery and drug trades, in which this 
form of wholesaling has made substantial headway. 

According to the 1935 Business Census! 157 retailer-coopera
tive warehouses doing over 7 per cent of the total wholesale full
line grocery business had average operating expenses of 5.2 per 
cent of sales in contrast with nearly 9 per cent for independent 
wholesale merchants in the same field. On th~ other hand, "volun
tary group wholesalers," accounting for nearly 30 per cent of the 
wholesale grocery business, incurred an even higher expense-
about 10 per cent of net sales. 

A possible explanation of the higher expenses for voluntaries 
as compared with independent wholesalers, may be that the volun
taries emphasize private brands and include in their reported ex
penses the cost of special merchandising services extended to their 
customers. The costs of group advertising and other special serv
ices are sometimes treated by the sponsoring wholesalers as part 
of their own costs, even though funds may be collected from retail 
members to maintain such activities. Also, the voluntaries on the 
average are much larger than the independent wholesalers-with 
$990,000 annual sales compared with $440,OOO-and a Census 
study of grocery wholesalers by size of business shows that ex-

4. Ceosus of Bwiness: 193'. Vol".,., GrOll} tIfl4 Cooperfllif}' Wbol,stll"s~Gro~ 
tM'i'l IUItl RIl.,.tl Protllltts, pp. 9, 12, 13. 
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penses tend to increase for the larger establisIuD.ents.' This may 
help to explain their higher costs. 

CoSIS in Relation to Size 
Among aU three kinds of grocery wholesalers-independents, 

voluntary groups, and retailer cooperatives-cost ratios vary with 
the size of the concern. For the independents the figures run from 
8.3 to 11.1 per cent of sales; for the voluntaries, from 8.7 to 11 
per cent; and for the retailer cooperatives from 5 to 5.4 per cent. 
With the exception of retailer cooperatives the lowest cost ratio 
for all kinds of wholesalers is in the $200,000 to $ 300,000 sales 
bracket. Above this level expenses tend to increase with size. 
These figures are given in derail in Table 28. 

An analysis of the expenses of 493 of the grocery voluntaries 
studied by the Census showed that their average cost of marketing 
$100 wonh of goods was $9.90, divided as foUows: administrative 
expenses $2.60; selling $2.70; delivery $1.30; warehousing $1.50; 
occupancy $.80; and other expenses, $1.00. With some exceptions 
the larger houses had higher selling, delivery, and warehousing 
costs. Administrative expenses show little variation with size of 
firm, the ratio being constant at 2.7 per cent for aU groups over 
$300,000.6 

SeUing expenses, which consist chiefiy of salesmen's salaries and 
expenses and advenising costs, increase in the upper brackets. This 
suggests that emphasis on private brands and wide sales areas are 
possible reasons for the higher costs of extremely large houses. 
Delivery expenses also increase in the higher brackets, probably 
because the larger houses, located as a rule in population centers, 
make delivery on a larger ponion of their sales and render this 
service at more frequent intervals. 

The retailer-cooperative warehouses, with nine-tenths of their 
sales to their own members, have substantially lower cost ratios 
than either independent wholesale grocery merchants or voluntary 
group wholesalers. Among the latter group the degree of coopera
tion appears to have a definite effect on costs. The lowest expense 

5. Census of Business: 19". lYh(JI'I41~ Dislrib.lio., Vol. IV. p. 10. 
6. Ibill., p. 27. 
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TABLE 28 

OPERATING CosTs IN RELATION TO SIzE OF BUSINESS FOR T!nu!E 
1YPBS OF WHOLESALE GROCERS, 1935 

(As Pu Cent of Sales) 

Size of Business Full·Line Voluntary Retailer-
(AnnwlSaJ .. Wholesale Group Cooperative 

irrDolI.,.s) Merchantsa Wholesalersb Warehousesb 

All sizes 9.2 10.1 '.2 

Under 10.000 
} B.8 } '.0 10,OOG-49.999 11.1 

'0,0011-99.999 9.' 
100.000-199.999 8.6 10.' ,., 
200.000-299.999 B.' 8.7 }M '00.00G-499.999 8.4 9.' 
500.000-999.999 B.7 9.7 5.! 
1.000.000-1.999.999 9.1 9.2 5.2 
2.000.000 and over 11.0 11.0 5.1 

wj;oZ:.i~e Ai.rc:,.i::i:,s~ol.D Je;~ ~~~~~i~ ~ ~DeciUSal O:tu~~~::~ ;:~ 
lishments were reclassified and '''Voluntary Group Wholesalers" were reported sepa
ntely. According to the reclassification there were 2,676 full-service wholesale mer
chants with a toW volume of $1.2 million and with operating expenses averaging 
B.9 per cenr. No breakdown of expenses by sUe of establishments for this group 
is available. 

24~'Br:JU:n 0: ~t:d~:rS~:3~1!!::~o:':lo:~~o~dM;;; ~~il:~:C;:;~rt 
tive warehouses. 

rati0-8.3 per cent of sales-is found in establishments selling 90 
per cent of their goods to members. From this point costs increase 
consistently as the proportion of sales to members decreases, reach
ing 11.5 per cent for establishments selling only 10 to 30 per cent 
of their merchandise to their own members.' 

Costs of Se,vices and C,edit 
Expenses for grocery cooperatives selling entirely on credit were 

6.6 per cent of sales, as compared with 4.1 per cent for those not 
granting credit. In spite of the economies of doing a cash business, 
only 31 out of 130 cooperatives analyzed made no sales on credit. 
Of the total number, 83 made less than 50 per cent of their sales 
for cash, but generally limited credit to a shorr period, in many 
cases only seven days. Apparently most grocery retailers want to 

7. lbill., pp. 1B, 19. 
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buy on credit and are unwilling or unable to take advantage of 
the economies of buying for cash, even when purchasing through 
their own warehouses. 

These comparisons suggest that by rendering a minimum of 
services, cooperative warehouses can be operated at extremely low 
COSts. However, when numerous services such as credit and deliv
ery are added, total expenses approximate those of service whole
salers. 

Cooperatives vary materially in the services' rendered. Some 
operate very much as full-service wholesalers while others merely 
warehouse a limited number of items which the retailer must call 
for and for which he must pay cash. Those with the least services 
showed only two items of expense: administrative, amounting to 
2 per cent of sales, and a combined figure for warehouse and occu
pancy, amounting to 1.3 per cent. 

One feature which distinguishes cooperatives sharply from vol
untaries and helps to explain their lower costs is the smaller num
ber of salesmen they employ. Whereas 24.6 per cent of the volun
taries' employees were salesmen, they constituted less than 10 per 
cent of the employees of cooperatives. On the other hand, 48 per 
cent of the cooperatives' working force were warehousemen, as 
compared with 36 per cent for voluntaries. Apparently less empha
sis is placed by cooperatives upon soliciting and selling because 
they pay their salesmen less than do the voluntaries. Other classes 
of employees are paid approximately the same wages by the two 
types. Unlike voluntaries the cooperatives show little variation in 
expenses by size, but have a slight tendency toward lower costs in 
the higher brackers.8 

(3). Drug Wholesaling 

In the drug business, the cooperative or mutual wholesalers also 
had an operating COSt advantage over the conventional whole
salers, but it was less pronounced than in the grocery business. Ac
cording to a special study of the 1935 Census,' thirty mutuals (de
fined as wholesalers doing more than half their business with 

s. lbitl .• pp. 26-28. 
9. Cemus of Business: 1935, Wb.I",", Dis"ibllli .. , Dr., Wb.I""Ii." p. 41. 
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members or under a cooperative arrangement) with sales of about 
$34 million had average operating expenses of 10 per cent. Eight
een houses doing over 90 per cent of their business on a coopera
tive basis had average expenses of 9 per cent in contrast with the 
13 to 14 per cent operating expense of the usual type of full-line 
drug wholesaler. The two types of wholesale establishments had 
almOSt equal delivery, warehouse and occupancy expense, but the 
mutuals showed considerable economies in selling (1.1 per cent 
of sales as compared with 3.4), administration (4 per cent com
pared with 4.7), and other expenses (0.5 and 1.9 percent). 

While the mutuals have much lower total costs the Census re
port states that "the data indicate just as strongly that the selling 
functions performed by these two types differ materially, particu
larly with respect to outside selling. As a result, the information 
presented does not make possible valid conclusions regarding the 
relative efficiency of the two groups. Rather the available facts 
emphasize the difference in the function performed by cooperative 
and mutual wholesalers as contrasted to full-service wholesale 
merchants."'o 

This raises the question of what the economic functions of 
wholesalers should be. Are they to sell, grant..credit and create de
mand, or merely serve retailets as a source of supply? If the larter 
view is sound the cooperative arrangement undoubtedly provides 
a means of performing the wholesale function for the retailer at 
relatively low costs. 

With selling and advertising so large a part of total expenses in 
intermediary trade, one cannot avoid asking whether such costs 
are necessary. The experience of grocery and drug retailer coopera
tives suggests a more economical way of supplying retail stores 
with the stocks they really want. If correspondingly low costs can 
be achieved by the same methods in other lines of trade, wholesal
ing appears to offer promising opportunities for economies in dis
tribution. 

b. COST ELEMENTS IN INTERMEDIARY TRADE 

That selling expenses are a large factor in other lines than gro-

10. Ibid., p. 41. 
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ceries and drugs is apparent from. analysis of additional data. The 
Census does not give a detailed breakdown of costs for all types 
of iotermediary establishments. A functional analysis of expenses 
has been made, however, for a sample of twenty-four different 
types of wholesale merchants and iodustrial distributors, each do
iog more than $100,000 busioess anoually. The results of this 
study, based on a special tabulation of the 19~5 Census are shown 
in Figure 17." . 

Imporlance of Selling Expense 
Selliog expenses were found to be the largest item, with admio

istrative costs nearly as great. These twO items, consisting largely 
of wages and salaries, together amounted to nearly 7 per cent of 
sales or about 57 per cent of total costs. Next io imponance were 
occupancy, warehousiog, and delivery expenses, each accounting 
for 10 to 11 per cent of total expense. 

A substantial pan of administrative expense, however, should 
properly be charged to selling. If this were done selling would be 
an even more imponant cost factor. Se1liog expenses are relatively 
more imponant io lioes of trade with high total expense ratios. 
This is true of high-priced specialized products like furniture and 
iodustrial equipment. 

The imponance of delivery costs and of warehousiog and occu
pancy varies widely among the trades shown io the table. Delivery 
COSts are imponant for dealers io bulky and perishable products 
meeting with a steady demand; and io these kinds of busioess
such as dairy products, fruits and vegetables, and meats-selling 
expenses are relatively small. Warehouse and occupancy expenses 
are also relatively higher for bulky products like builders' supplies, 
plumbiog and heating equipment and furniture, and low for ex
pensive and non-perishable goods like jewelry, c1othiog and shoes. 
As a rule, however, expenses for delivery and warehousiog, which 
are usually regarded as primary iotermediary functions, are rela
tively unimponant. 

l1. The combined volume of all si ... of wholesale merchants and indusuial di .. 
uibutotS represents only about one-third of the rotal for intermediary tnde. Come. 
queody, i. should DO' be assumed tha. these fi&wes or proponi ... He necessarily 
typiral of all intermediary busin .... 



OPERATING EXPENSES OF WHOLESALE MERCHANTS AND 
DISTRIBUTORS IN VARIOUS KINDS OF BUSINESS IN 1935 
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FIGUIlB 11. Selling and adminiSuabO.n, of nearly equal imporunce, account for more 
than half of wholesale expenses. Wide variations exist among diHucnt trades in 
lOcal expense and in various cost elemenlS. Personnel expense is heavy for fabricated 
soods like household appliances, jewelry and apparel, while occupancy, warehouse 
and delivery <ostS bulk large for s...,clardized industrial productS. (SOlin., Table S.) 
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Other studies show the same predominance of the selling ex
pense item. The Dun & Bradstreet analysis of operating expenses 
of conventional wholesalers for 1936, embracing seven different 
kinds of business, shows that selling accounts for 25 to 40 per cent 
of all costs, depending upon the individual trade. I. Also, as indi
cated above, a part of administrative expense, the other largest 
single item, should be charged to selling. 

Similar studies of wholesalers' expenses for six lines of trade 
conducted by the Harvard Bureau of Business Research between 
1922 and 1927 revealed the same range of selling and advertising 
expenses as compared with total operating costs. a 

In two regional studies conducted by the Department of Com
merce, selling expenses of hardware wholesalers were found to be 
32.6 per cent of total operating expenses, while furniture whole
salers' selling expenses were about 40 per cent of total expenses 
in 1929.14 

Payrolls as an Expense Item 
. Personnel cosrs make up a large share of most of the functional 

items of expense in intermediary trade-4.5 per cent out of 9.5 
per cent in 1935-and the proportion does not vary much among 
the various classes of dealers. Wholesale merchanrs, for example, 
had payroll costs of 7 per cent of sales out of total costs of 13.2 per 
cent. Manufacrurers' sales branches, the next largest group of in
termediary dealers, showed payroll expenses of 4.6 per cent com-

12. "hol~sal6 C'Ot"S, Report No. I, Atdotfloti". ail E.f_;pmn, WboJ.sJrrJ, 
Repon No.2, D" GooJs W hol,sllins, Report No.3, Cont.tlion"., W bo/,sJ"s, 
Report No.4, Bu.,,' ",,11 C •• f,,'; •• .,,' S_ppl, H.IIW, Report No.5, Pl.", C_ 
"ing Who],tlllers, Report No.6, Pm,,' all VM1Iish WboJ,sJ"s, Report No.7, 
1937, Wholesale Survey, Dun" Bradstreet, Inc. 

B. Operlllmg BxPMIJ • .s;" Ih. Wbol,sJ, G'D&", BlUm'll i" 1922, Bulletin No. 
34, apnllling /!xpnu'l in ,h, Whol,sm, Drll, BlUm'/l ill 1924, Bulletin No. SO, 
ap".,;ng ExPnll'S in ,b, Whol,sJ, AtlIomolifl' Ellli"m •• ' BlUi",1S ;" 1924, 
Bulletin No. 51, Opn",in, Bxplnsl.r ;" ,h, JYhol~sllll Pllill' 111111 V.",iSb BlUm,ss 
i. 1926, Bulletin No. 66, Op.,,,,;"g BKp..,,.. .f Pltnnb;"g .. 4 H.",;"g S-HI, 
Whol~slllns in 'hI Cn,,.1Il SltUIS in 1927, Bulletin No. 71, Opnlllin8 bpns,s Qf 
W.JJ P.p" Wh.l",um ;" 1927, Bulletin No.7', Bureau of Business Research, 
Harvard Uni"",iry. 

14. Httnlw." Dis,riblllion ill ,h. Glilf SOMlhWIJI, Domestic Commerce Series 
No. 52, 19:J2, p. 40, and PlIt1Ii'II,., Dis/riblllion i. 'hI W'irSl Mill-Conlin .. " Domesa 
tic Commerce Series No. 68, 19'2, p. H7, U.s. Bureau of Foreisn and Domestic 
Commerce. 
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pared with total costs of 10.1 per cent. Agents and brokers, with 
total costs of only 2.9 per cent, reported payroll COSts of 1.5 per 
cent, again about half of all COsts." 

When payroll costs and total expenses are compared for inter
mediary dealers according to the kind of commodities handled 
about the same relationship is shown. In most lines of trade, the 
proportion of payroll expense remains close to half the total irre
spective of whether the total cost ratios are high or low. An analy
sis of the costs of wholesale merchants in 1935, for example, shows 
that clothing and furnishing dealers had payroll COStS of 7.5 per 
cent compared with total costs of 14.1 per cent. Electrical house
hold appliance wholesalers recorded payroll expenses of 9.2 per 
cent compared with total COSts of 18.4 per cent. Payroll expense 
accounted for a somewhat larger proportion of the total, however, 
in the case of drug and grocery wholesalers-7.1 per cent and 5.2 
per cent, respectively, compared with total costs of 13 per cent and 
9.3 per cent. 

C. FAcroRS THAT INFLUENCE COSTS 

Having reviewed the comparative costs of various types of inter
mediaries in different lines of trade it may be o! interest to consider 
some of the principal faerors that influence costs. As in retailing 
these include the size of the establishment, population density, size 
of orders, lines of merchandise carried, inventory turnover and serv
ices to customers. Since the cost of wholesaling is influenced by all 
of these factors, however, it is difficult to isolate one of them such 
as turnover, and draw sweeping conclusions as to its effect. The 
factS seem to indicate considerable variation in the relationship of 
anyone £aaor to total operating costs in each trade. 

In considering the influences affecting wholesale costs, average 
figures are necessarily used. Since these averages are made up of 
figures from individual establishments reporting widely varying ex
periences even in the same kind and size of business, they can indi
cate only general relationships and broad tendencies. As an exam
ple of how widely costs can vary the Ohio State University report 
on the operating results of thirty-two wholesale grocers for the year 

15. Cemus of Business: 1935, Who/os,,]. DislribMli •• , Vol. I, p. 56. 
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1934 showed that with an average expense for the group of 10 per 
cent of sales, individual company costs varied from as low as 6.6 
per cent to as high as 17.8 per cent." 

Even among firins of approximately the same size one firm may 
have a cost ratio twice as high as another. This is illustrated in the 
following tabulation based on a confidential analysis of the costs 
of a group of dry-goods wholesalers for 1936, which shows for each 
size-group the average, and the range, of expense ratios, respec
tively. 

Under '500,000 annual sal .. 
'500,000 10 '999,999 
,1,000,000 10 $1,999,999 
'2,000,000 and over 

15.5 percent 
13.5 
12.5 
13.6 

11.310 18.7 per cent 
9.510 18.5 
8.7 to 15.0 

11.4 to 16.6 

(1). Effect of the Size of Establishment 

As we have seen in the case of grocery wholesalers," the size of 
es.tablishment influences costs-often to a marked degree. The 
tabulation above illustrates a condition apparendy prevailing in a 
number of trades. The smallest businesses have relatively high op
. erating COSts, which drop sharply for the medium-sized companies 
and then tend to flatten out, sometintes rising slighdy for the larg
est companies. A survey of automotive and equipment wholesal
ers,'" shows that relatively small firins (with sales under $100,000) 
had operating costs of over 29 per cent in 1936. Costs dropped to 
less than 26 per cent for the next larger group followed by smaller 
declines for the next size-groups down to about 21 per cent for the 
largest firms. 

Statistics of the 1935 Census for wholesalers in groceries, cloth
ing, dry-goods, drugs, electrical goods, furniture, and hardware, as 
shown in Figure 18, reveal somewhat the same situation. Cost ra
tios decline as the size of the business inaeases-at least up to a 
certain point. In drugs, dry-goods, furniture and hardware there 
was a steady decline up to the $2 million size business. In groceries 
and foods, on the other hand, the lowest operating ratio was 

16. Op"lIIi., RmJIS II! Olli. "holos.,}. G..,"~y"., 1934, Ohio State Uni
versity Bureau of B...u.... ReseaIcb, 1936, p. 17. 

17. See abo ... 
18. ,t",.m.Ii •• all Bqllipm .. , "".Ios.,}"" Report No.2, 1937 Wholesale Sur

vey, Dun lie Bradsueer, Inc., p. 15. 
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OPERATING EXPENSES OF WHOLESALE MERCHANTS AND DISTRIBUTORS 
FOR SE.VEN KINDS OF BUSINESS BY SIZE GROUPS IN 1935 
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PxGURB 18. In spite of the wide variation in average costs among various Jines of wholesale uade, there is a uniform. tendency for expense 
ratios to decline sharply as the size of inn, measured by ao.n.ual sales, inaeaseJ. In the highest lize bracketS, however, ants in most lines 
_d to rise apia. (So*"., Table T.) 
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reached in the $300,000 to $500,000 size-groups. It is notable that 
after a certain point is reached COSts apparendy cannot be reduced 
further, and in fact often tend to rise again. In all but two lines of 
business--clothing and electrical goods-wholesalers doing over 
$2 million worth of business had slighdy higher operating expense 
ratios than those in the next lower size-group. 

(2). Population Density 

Wholesale operating expenses may also be materially influenced 
by the population density of the sales territory or by the physical 
extent of the trade area in which the wholesaler operates. The 1937 
Dun & Bradstreet report on the confectionery trade" points out 
that wholesalers located in the relatively populous New England 
states had an expense ratio of about 9 per cent in contrast with 14 
per cent for companies in the Southern states. 

The same survey also showed that wholesalers with customers 
concentrated within a hundred-mile radius ran their organizations 
at an average expense of from 12 to 13 per cent of sales while those 
With a more extended territory had costs above 17 per cent. 

(3). Size of A&&ount 
The size of account is another important factor in costs-too 

often overlooked. Many merchants in their zeal for volume forger 
that small, unprofitable accounts drastically increase their operat
ing expense. A case study of one relatively efficient drug wholesale 
merchanfo showed that a third of his customers bought less than 
$10 worth of merchandise a year, but that the total volume ac
counted for by this group represented only 0.2 per cent of his busi
ness. When operating expenses were carefully allocated by cus
tomers it was found that the actual cost of this class of business 
was twice the amount of the gross income accruing from it. 

(4). Lines of Met'&handise Ca"ied 
The same group of confectionery merchants mentioned in the 

19. Con,mion..., Whol"m .. s, Report No. 4, 1937 Wholesale 5uney, Dun III: 
Bn.dstreet, loc., pp. 17, 18. 

20. Whol"m. o..ggisll' Ot .. ",io.s, US. Bureau of Fo";go and Domestic 
Comm~, 1934, pp. 12, 13. 
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section on population density" showed marked variations in oper
ating expense betWeen those with most of their volume in strictly 
candy lines and those doing up to a third of their business in candy 
and the remainder in tobacco products. The average expense of 
running the candy business was 15 per cent of sales and of the 
candy-tobacco combination, 6 per cent. 

Further evidence of cost variation within the same general care
gory is provided by an intensive study made by the Department of 
Commerce of a Louisville wholesale grocery establishtuent and the 
costs of handling various types of items carried.22 This analysis 
showed that with total operating expenses of somewhat more than 
5 per cent of sales the cost of handling one group of commodities 
ran as high as 11 per cent, in contrast to less than 4 per cent Jor 
another group. The commodities in the second group were char
acterized by high value with little weight or bulk, low sales resist
ance, non-perishability, rapid turnover, convenient packaging and 
a limited range of sizes, brands and types. 

The effect of emphasis on private label goods is demonstrated 
by a Dun & Bradstreet study of the wholesale grocery trade cover
ing 1936 operations.23 Wholesalers' private brands required more 
selling and promotion than nationally advertised goods, and selling 
COStS therefore comprise a substantial part of the larger expense of 
featuring such goods. Selling CoSts were 4.6 per cent of net sales 
for distributors selling three-fifths or more private label merchan
dise, compared to 2.9 per cent for those selling less than one-fifth 
private label goods. The same study also showed that firms han
dling a relatively large volume of perishable merchandise had cosrs 
of operation 2.2 per cent higher than other houses. 

(5). Inventory Turnover 

Carrying a large variety of stock is almost sure to involve higher 
expenses because of slower turnover, greater warehousing expense, 
less quantity discounts because of smaller unit purchases, and a 

21. See abo.... . 
22. Whol61td. Groe~'1 OpntlliolU, Lotl;sflill. Gf'()cny SIIf'1J'Y, Disuibution Cost 

Studies, No. 14, U.s. Bureau of Foreign and Domestic Commerce, 1932, pp. 9, 13. 
23. Who/mil. G'OtHf, Report No. I, 1937 Wholesale Survey, Dun " Bradsueer, 

Inc., p. 18. 
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larger mark-down on distress lors. A Department of Commerce 
study shows that a typical wholesale grocer in his eagerness to over
come sales resistance, stocked two and a half rimes the number of 
items carried in a typical grocery chain store warehouse.'4 

That this policy tends to raise cosrs is evident from Census fig-

TABLE 29 

OPBRATING CoSTS IN RELATION TO STOCK-TURN, 1929, 1933, 1935-

Stock °1::::8 
on Hand 

Type of Establi,hment at End of Sales-Stock as Per Cent 
and Year NerS.I .. Year at Cost Ratiob of Sal .. 

Wholesale merchants 
(I. Billions) 

1929 '24.6 $2.9 8.6 12.4 
19~~ 11.3 1.7 6.) 15.8 
19~5 14.4 1.7 8.7 13.2 

Manufacturers' ,ales b<anc:h .. 
with stocks 

1929 
9.4 14.9 19!3 5.1 .6 

19" 7.4 .6 12.5 11.8 

Chain store warehouses 
1929 1.9 .1 19.5 4.3 
19~3 1.4 .1 21.6 4.5 
19~5 1.9 .1 19.9 4.1 

ures on the relation of sales-stock ratios to operating cost ratios, 
which show a marked tendency for cosrs to be higher with a de
crease in stock turnover. The resulrs of this analysis, covering 
wholesale merchanrs, manufacturers' sales branches and chain store 
warehouses, are shown in Table 29. 

The sales-stock ratios of the wholesale merchanrs varied from 
6.5 to 8.7 in 1929-19~5 and their cost ratios varied from 12.4 per 

24. Th, Whol".J. G""n's Probl"", Disuibution Colt Studies No.4. u.s. Bu
reau of Foreign and Domestic Commerce. 1928, p. 4. 
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cent of sales to 15.8 per cent. At the opposite extreme were the 
chain store establishments with sales-stock ratios of 19.5 to 21.6, 
and cost ratios of only 4.1 to 4.5 per cent. Manufaaurers' sales 
branches were betWeen these extremes, with sales-stock ratios of 
9.4 to 12.5 and cost ratios of 11.8 and 14.9 per cent. 

With a ratio of sales to stocks only half as large, it is clear that 
independent wholesalers carry much heavier inventories than the 
chains. 10 spite of this they probably receive smaller discounts on 
purchases for they are not likely to buy in as large volume in any 
single transaction as the chains. A study made by the Federal Trade 
Commission in 19:H shows that wholesalers in groceries, drugs 
and tobacco were not able to get as high average discounts as were 
granted to independent department stores and to both corporate 
and cooperative chains. Table 30 shows some typical discounts 
given by manufaaurers to wholesale merchants and chains. 10 al
most every instance the wholesaler received the S!DllUest discount 
-sometimes only half as large as was granted to the corporate 

TABLE 30 

DISCOUNTS GRANTED BY MANUFACTURERS TO DIFFERENT TYPBS OF 
DBALI!RS IN THREB TBAoBS, 1929-193{)& 

Sales Discount 

PerCentoi 
Amount Sales 

Type of Dealer 1929 1930 1929 1930 1929 1930 

(l_Th.", .. Js) 
Drug p,oducts 

$2.433 $2.849 Corporate chains $ 27,533 $ 28.335 8.8 10.1 
Independen' department stores 475 530 36 39 7.7 7.4 
Wholesalen 18,331 20,493 981 911 5.4 4.5 

Grocery products 
Corporate chains 165.015 163.021 5,684 5.840 3.4 3.6 
Cooperati.., chains 9.791 9.656 249 245 2.6 2.5 
Wholesa1en 13,918 U.170 373 354 2.7 2.3 

Tobacco product8 
6,122 Corpora", chains 54.449 122.703 5.263 9.7 5.0 

Wholesalers 56,780 56.807 1.154 807 2.0 1.4 
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chain. Not only larger individual orders, of course, but larger total 
annual purchases are a faaor in getting large quantity discounts. 

Low operating coSts do not always accompany rapid turnover, 
however. A confidential study of dry-goods wholesaling shows that 
although the larger establishments as a rule had greater turnover 
than the smaller houses, within anyone size-group the individual 
firms with rapid stock-turns did not always have lower operating 
expense ratios. High turnover was sometimes accompanied by high 
expense, but, on the other hand, some firms with less than average 
turnover had relatively low costs. Dun & Bradstreet's 1937 survey 
of wholesale grocers tends to confirm the conclusion that there is 
no direct and simple relationship between turnover and costs. 

(6). Credit Operations 

Since credit operation depends so much on individual and per
sonal faerors it is difficult to arrive at even an approximation of its 
cost in general. However, the 1933 Wholesale Census shows that 
the 30 per cent of all intermediary concerns which did not grant 
credit had smaller total operating expenses than the 70 per cent 
that did." Aggregate operating expenses of the credit-granting 
group were about 13 per cent of net sales, while the comparable 
figure for establishments not reporting a credit business was about 
7 per cent. Cost ratios in relation to the amount of business done 
on credit for various types of operation are shown in Table 31. 

Out of the fourteen types of intermediaries shown in the table 
only twlr-manufaaurers' sales branches without stocks and bulk
tank stations---show higher costs for concerns doing an exclusively 
cash business. In these exceptional cases the difference is small and 

. in almost all other cases the cash firms operate at much lower COStS. 
The difference in operating expenses of the two groups is not due 
entirely to the credit faeror, however, since cash establishments do 
not perform as many services and stock as wide a range of goods as 
the credit-granting establishments. 

As a further example of this general tendency, the expenses of 
service wholesaletS in the confectionery trade covered by the Dun 

2S. Census of Amezican Business: 19!!, F".JmJ, DismbllJi •• , Vol I, pp .... 
26, ... 27. 
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TABLE 31 

INFLUENCE OF CREDIT ON OPERATING ExPENSES FOil SELEClED TYPES 

OF INTERMEDIARY DEALERS, 1933& 

Credit Firmsb Non-Credit FinDs 

Type of Establishment 

'Bxpeoses" 
Fer Cent of Average Sales 
Net Sales Per Firm. 

E,q,..,... .. 
Per Cent of Avemge Sales 
Net Sales Per Firm 

(lnTb~",."tls) (In Tb.",,,,,tls) 
All Types 13.4 • 198 7.4 • 189 

Wholesalers proper 15.8 292 11.4 101 
Wholesale merthants 16.5 166 12.6 92 
Ezponers 7.9 1,440 M 1,010 
Importers 10.8 366 8.0 288 
Limited.~function whole-

salers 12.8 144 9.1 70 

Manufaaurors' sales btaOCb .. B.O 421 10.5 577 
Withsrocks 15.2 400 13.5 503 
Without srocks 7.2 486 7.7 383 

Bulk·tank muons 19.3 66 21.5 120 

Chain stoIC warehouses 7.3 948 4.3 3,335 

Agents aod brokers 4.1 420 2.3 536 
Brokers 1.8 683 1.5 555 
Commission merchants 5.0 600 2.1 808 
ManufactUrerS' agonts 7.3 121 5.3 103 
Selling aaeots 4.4 801 3.4 796 
Other agents 3.8 480 3.2 650 

Asseroble" aod country 
buyers 11.2 118 9.0 61 

& Bradstreet survey'" in 1936 were found to increase as the pro
portion of credit business expanded. Firms selling for cash had ex
penses of less than 12 per cent of sales and as the proportion of 
credit business became greater there was a consistent increase in 
expenses up to nearly 15 per cent of net sales for concerns doing 90 

26. C •• fmi •• ", II"bol6SlIlor., Report No. 4, 1937 Wholesale Survey, Dun " 
Brads ...... Inc., p. 16. 
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per cent or more of their business on credit. However, a similar 
study27 for paint and varnish houses for the same year shows just 
the opposite relationship. Firms doing practically all of their busi
ness on credit reponed appreciably lower costs than those doing a 
considerable cash business. This condition was no doubt due to 
better control of credit since the bad-debt losses of the full-credit 
firms were only half as large as those of firms with a substantial 
amount of cash business. 

2. MANUFACTURERS' Dl.snuBUTION CoSTs 

In spite of their large and growing imponance manufanurers' 
marketing costs have been subjected to less study and analysis than 
almost any other aspect of distribution. Manufanurers are regarded 
chiefly as producers. They themselves often fail to appreciate their 
significance as distributors and have no accurate knowledge of how 
much it costs them to distribute their goods. Even when provision 
is made in cost SYStems for distribution, the entire administrative 
expense of a manufacturing company is often charged against pro
duction instead of being allocated in pan to distribution. There are 
no standard generally accepted systems of expense allocation for 
the distributive operations of manufanurers such as are used, for 
example, in department stores. 

Yet the manufacturer is steadily taking more and more respon
sibility for distribution of his produCts. The integration backward 
toward sources of supply on the pan of such mass distributors as 
chain stores and mail-order houses has been paralleled by the de
velopment of extensive distribution and sales organization by large 
manufacturers. This trend is particularly evident in the growing 
imponance of branded articles which must necessarily be adver
tised and distributed by the manufacturer on a national scale. 

Even in 1929, as will be seen from a glance at the Flow Chan, 
manufacturers sold a large pan of their output through other than 
the usual wholesale channels. More than half of the $69.6 billion 
total sales of manufacturers was sold directly to other manufac-

27. P.mI.,,4 Yo,.;,,, 11'".10101"" ileporc No.7, 19H Wholesale Survey, Dun 
II Bradstreet, Inc., p. 8. 
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rurers, to retailers, and to consumers and consuming institutions. 
Furthermore, a considerable portion of the $31.8 billion shown in 
the Chart as sales to intermediary trade was actually distributed 
through wholesale branches owned by the manufacturers. Since 
1929, moreover, the share of manufactured goods distributed 
through their own wholesale branches has increased-from 18 to 
20.6 per cent of total sales.'· 

The Total Cost Bill 
The total costs incurred by manufacturers in distributing their 

productS can only be guessed at, but for 1929 they may have been 
larger than the estimated $9 billion given in Chapter 5. This figure, 
which amounts to about 13 per cent of manufacturers' sales in 
1929, includes only expenses involved in direct selling, administra
tion of advertising and promotion, warehousing and storage, cred
its and collections, financial expenses and a pro rata share of gen
eral administrative expense. It does not include such distribution 
expenses as are incurred in the maintenance of separate sales 
branches, transponation charges on out-going shipments paid by 
the manufacturer, and expenditures for national advertising. The 
first of these items has already been considered in the preceding sec
tion of this chapter as part of the costs of intermediary distribution. 
The second and third items will be discussed separately as con
solidated estimates for all phases of distribution since it is difficult 
to determine how much of the total COSts of transponation and ad
vertising are met by manufacturers. 

But the estimate of $9 billion for manufacturers' selling COSts ( ex
cluding items treated separately) may well be questioned. Because 
of lack of adequate and comprehensive data this estimate was based 
on a study of the experience of 312 manufacturing firms represent
ing less than 5 per cent of total manufacturers' sales in 1931. Since 
the completion of this study the Census Bureau has published the 
results of a survey of the distribution costs of manufacturers in 
1935. According to this survey, the selling costs of manufacturers 
averaged 9.4 per cent of sales, instead of the 13 per cent indicated 

28. Census of Business: 19~5, Dis"ib.,i •• • , Mmtll/ ... ,,,,.,,. Stdos, p. 20. These per<aI_ are based 011 comparable data for the two yean. 
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by the earlier survey. Under ordinary circumstances it would be 
possible to accept the Census figure, which was based on a much 
larger sample than the other survey. Comparison of the Census 
figures with the results of the earlier survey and of another con
fidential study, however, indicates that the distribution cost ratios 
reported by the Census for a number of important industries were 
much too low. Until much more comprehensive and reliable data 
become available it is clearly impossible to make an accurate esti
mate of manufacturers' distribution costs. About all that can be 
said is that they probably amount to somewhere between 10 and 
13 per cent of sales; or, on the basis of nearly $70 billion sales in 
1929, to between $7 billion and $9 billion, exclusive of COSt items 
mentioned above which are considered separately. It may be of in
terest, however, to consider in greater detail the admittedly inade
quate data on the subject which are now available. 

a. DISTRIBUTION COSTS OP 312 MANUPACTURERS 

This study was made by the Association of National Advertisers 
and the National Association of Cost Accountants and published in 
1933.29 It covered the distribution costs of 312 manufacturers in 
1931. The sample ipcluded twenty-nine distina kinds of produCts 
ranging from drugs and groceries to chemicals and machinery, with 
both large and small firms represented, varying from less than 
$500,000 sales to more than $5,000,000. Reporting firms employed 
a variety of distributive channels, some selling direct to large re
tailers, some maintaining their own sales branches and others using 
regular wholesale channels. Although all of the 312 companies re
ported some advertising expenditures a considerable number were 
not national advertisers. In spite of the wide range of conditions 
represented, however, the sample was so small that the organiza
tions making the survey make no claim that the results are ade
quately representative of all manufacturing industries. On the 
whole it seems probable that the sample is less representative of 
the small than of large companies in each industry. 

29. An A,,,J,sis of lb. DiSlriblllion CoslS of 312 MtIII,qllCttlf.S, Association of 
N&tional Adveni.sers, loc., in collaboration with me National Association of Cost 
AccoUDWl1S, New Yorle. 19H. 
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Drugs and foil.hrticles 
Painfs Gnd ... rnish .. 

II) Furniture 
... Hecrling equipment 
<> Office equipment and supplies 

~ Confections Gnd bottled bevel'Clges 
o Peiroleum produds 
'" Jewelry GOd .. lve ....... re 
Go Grocery produds 

Household appliGnces 

'" Aufomotive 
I&J Clothing 
::; Home furnishings 
=> Shoes 

~ HGrdware 
o Agricultural supplies 

o Tobacco products 
Sporting goads 
Radio equipment 

'" M .. ehinery .. nd fools 
~ Building material. 
g Stone. clay and glass 
~ Paper produds 
Do Chemiarls .. nd .. /lied prWucfs 
~ Electrical equipment 
II: Iron .. nil sIeeI 
:;; Nonrerrous melal. 
~ Transportation equipment 
! Textiles 

_ 

Direcf selling 
costs 

~ ~'t;e;::,s::J,on 

Per cent of net sGles 
o 1015 Z02530 3540 

33.1 

32.9 

37.2 

31.& 

1.0 

28.' 

26.5 

24.7 

22.6 
21.7 

ZI.2 

1B.9 

ISA 

183 

1B.2 

16.5 

ZI.7 

ZOA 

19.9 

19.7 

19.0 

18.5 

15.5 

Z5.8 

38.8 

3/l.& 

PIGUIlB 19. Although wide variations exist among industries. consumer goods. OD the 
average, have higher costs thao. industtial products. Direct selling is usuallL the 

:=~oo;=o~u=~:::ro~-:!1li~anc'!s:~So:::.~T~le u1 
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Wide variations exist for different products not only in the 
total cost ratio but in the various expense items. Distribution costs 
for consumer product5-ranging from 16.5 per cent of sales for 
radio equipment to 38.8 per cent for drugs and toilet articles
were considerably higher than for industrial goods, which ranged 
from 9.2 per cent for textiles to 25.8 per cent for machinery and 
tools. This latter ratio, which was the highest among industrial 
products, was exceeded by more than half the consumer prodUcts. 
The cost advantage of industrial products, which reflects the faa 
that a large proportion of these goods are sold on specification di
rect to the users, was especially noticeable in lower advertising and 
sales promotion expenditures. These relationships are shown in 
Figure 19. 

Advertising costs amounting to 18.4 per cent of sales-more 
than twice as much as for any other consumer product-:-were chiefly 
responsible for the high expense ratio for drugs and toilet articles. 
On the other hand, tobacco products with a higher than average 
advertising cost-8.2 per cent of sales-reported almost the lowest 
(otal expense ratio. Relatively high advertising costs for paints and 
varnishes and heating equipment, however, were accompanied by 
high total expenses. Direct selling expenses (chiefly salesmen's 
compensation and traveling expenses and sales office expense) for 
these products-:-amounting to 17 per cent and 16 per cent of sales. 
respectively, were exceeded by only one other group, office equip
ment and supplies, which obviously can be sold most effectively by 
demonstration and personal sales effort. With direct selling ex
penses amounting to 21.3 per cent of sales-higher than for any 
other group-advertising expenses of 3.2 per cent were among the 
lowest. 

b. MANUFACTURERS' DISTRIBUTION COSTS: 1935 CENSUS 

In the 1935 Census of Business an attempt was made for the first 
time to get reports on manufacturers' distribution costs. A single 
reponing form was used for all industries (irrespective of substan
tial differences in their distribution setUp) and each manufactUrer 
was asked to report on: (1) total salaries and wages, bonuses and 
commissions paid to full-time and part-time officers and employees 
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who devoted all or a major portion of their time to distribution ac
tivities such as selling, advertising, sales promotion, credit and the 
invoicing, installing and servicing of goods sold; and (2) distribu
tion expenses other than salaries and wages, including traveling 
expenses of salesmen, advertising, credit and collection expenses, 
losses from bad debts, and rent, interest and general administrative 
expenses allocated to distribution. 50 The latter amount was exclu
sive of expenses of manufacturers' sales offices which were covered 
separately in the Wholesale Census. 

Censlls Data Inromplele 
Both the method employed in getting this information and the 

wording of the question undoubtedly permitted a considerable op
portunity for error in reporting, with a minimum chance of detec
tion. Many, even of the large firms, have no clear conception of 
what items should be included in distribution costs and a consider
able proportion have probably never attempted to segregate dis
tribution COSts from production costs. 

As indicated previously, the results of this Census survey cannot 
be accepted as providing reliable measures of distribution cost ra
tios in various industries. The Census Bureau itself recognized the 
weakness of the basic data in stating:-

Many manufactUrers do not have accounting systems showing these costs 
separately. . • there is a decided lack of uniformity in bookkeeping meth
ods used by manufacturers • • • one plant may consider a certsin item as 
an expense while another plant may either ignore it or classify it as some
thing other than an expense. In some plants few or no records of distribu
tion expenses ate kept. In such instances figures reported were necessarily 
estimares. Because of the lack of uniformity among manufacturers in classi, 
Eying and recording expense data, the accuracy of such data cannot be 
guaranteed, and any conclusions drawn from analf5is of expenses must be 
made with this fact in mind.51 

The detailed figures for individual industries in the Census re
pott compared with data from other sources, as discussed with rep-

50. Census of Business: 1935, DiS/,ib.Ii •• of MIn.,,,,,,.,.,' SoilS, see schedule 
opposite p. 208. 

31. lbill., p. 23. 
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resentatives of various industries and trade associations, show that 
the ratios reported to the Census in many if not most cases give an 
understatement of the aauallevel of distribution costs. Several in
dustries out of the 315 covered by the Census show wide differences 
in costs of distribution for manufacturers as reported by the Census 
and by other sources, which indicates that the former generally are 
too low. This opinion is confirmed in an address before the Boston 
Conference on Distribution on September 21, 1937, by N. H. Engle, 
Assistant Director of the United States Bureau of Foreign and Do
mestic Commerce, who said, "manufacturers' distribution costs ap
pear to be consistendy low in the Census reportS as compared with 
other studies in this field." 

Figures on distribution expense were received from 53,623 of 
the 134,392 manufacturing establishments reporting to the Census 
in 1935, but these plants had total sales of $21.4 billion, or nearly 
half of the total sales of all establishments. Total distribution COSts, 

payroll, and other distribution expenses, each expressed as a per 
cent of net sales, are shown in Table 32. 

TABLE 32 

MANUFACTURERS' DISTRIBUTION CosTS, 1935" 

(As p., C.nl of N.I Salts) 

Total Payroll Other Ezpenses 

All Groups 

Chemicals and allied products 
Machinery 
Stone, clay, glass 
Foresl: products 
Food and kinclzed products 
Nonferrous metals and their productS 
Leather and its manufacnues 
Printing and publishin& 
Textile products 
Paper and allied products 
Iron and steel prodUcts 
Rubber products 
Petroleum and coal prodUcts 
Transportation equipment 
Miscellaneous 

9.4 

15.2 
11.7 
11.7 
11.4 
9.4 
9.1 
8.9 
8.8 
8.7 
8.5 
8.1 
7.8 
7.4 
3.2 

12.5 

4.1 

5.9 
4.9 
5.7 
5.5 
4.1 
4.4 
4.4 
6.0 
4.5 
4.0 
3.8 
2.7 
2.6 
1.2 
4.7 

•. Census of Business: 193'. Dil"iblllio" of MIm,qMINrtlf's' Stll,s, p. 24. 

5.3 

9.3 
6.8 
6.0 
5.9 
5.3 
4.7 
4.5 
2.8 
4.2 
4.5 
4.3 
5.1 
4.8 
2.0 
7.8 
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Payroll expense as a whole amounted to 4.1 per cent of sales or 
to about 44 per cent of total reported expenses, reflecting the fact 
that labor COSt is important here, as it is in other stages of dis
tribution. The high total expeose ratio for the chemicals gtoup 
probably results from the fact that it includes drugs and cosmetics, 
with high costs, particularly advertising which is included above in 
"other" expenses. 

c. COMPARISON OF DATA FROM VARIOUS SOURCES 

By deducting certain expense items included in the survey of the 
Association of National Advertisers, the results of that study can 
be put on a nearly comparable basis with the ratios reported for 
specific industries by the Census. These comparisons are shown in 
Table 33, which also includes expense ratios reported in a confiden
tial study for the year 1931." Even with these adjustments the re
sults of the three studies are not exactly comparable because of dif
ferences in classification of industrial firms. However the compari
son shows the wide variations in the available data and probably 
serves to establish the reasonable limits within which the average 
manufacturer's selling costs, exclusive of branch office and trans
portation expenses, fall. 

In nearly every instance the Census ratios are lower-and usu
ally substantially so-than those from the other two sources. The 
relative position of various industries, however, is generally much 
the same in each of the surveys. High expense ratios, for example, 
are shown for drugs and cosmetics, beverages, furniture, jew~lry, 
machinery, and other similar non-standardized products requiring 
considerable sales effort and servicing. 

~2. Since the Census repons ezduded COStS of sales offices maintained by manu
factUrerS. this item, together with ttansponatioll, warehousing and Storage expenses, 
has been deducted from the figures .reported by the AssociatioD of National Adver
tisers ro arrive at the ratios shown in Table ~3. Hence the expenses from the Ass0-
ciation study given in, the table are lower than the totals appearing in the original 
source and shown in Figure 19. Nevertheless, in the majority of instances it will be 
observed. the expenses reported from this stUdy are higher thao those from the 
other twO sources. This does not necessarily imply that the expenses of manufac
turers reponing to the Association were greater than the average for manufacturing. 
In comparison with the cormdentiaJ study, it is certain that the Association srudy 
included more itemS of expense since figures in the con6dential srudy do DOt include 
collection costs or Iny allocation of financial and adminisuauve expense; while many 
firms reporting 10 the Ceoaus probably did not furnish comple .. data. 
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TABLE 33 

AVBRAGB SBLLlNG ExPENSES OF MANUF ACI'URBRS BY INDUSTRlES, 
ACCORDING TO THREB SOURCES 

(AI p.,. Cent of Net SaI./) 

Association 
U.s. Bureau of National 

ofth. Advertisers, Confidential 
Industry eensus, 1935 1931 Study, 1931 

CoNSUMER GooDS 

Aummotive products 16.3 
Motor vehicles 3.4 

11.4 Bodies and parI5 3.1 

Clothing 
9.4 

16.3 
li.4 ~~;e~sd:r~dren's 

"s".i; 
14.6 

Coats and suits 
Dresses 9.5 

'5.6 Hosiery and underwear 

~:::J underwear 
8.9 
9.4 

Confectionery and bottled beverages 22.5 
Beverages, Don-alcoholic 22.9 30.7 
Confectionery 12.2 1M 

Drugs and cosmetics 32.6 39.4 
Patent medicines. etc. 21.7 
Cosmetics 27.5 

Flour S.O 7.2 
FWnlaue 1M 23.2 

6.; Hardware 11.7 13.7 
Jewelry 16.2 22.6 
Meat packing 4.4 3.2 
Paint and varnish 17.6 28.7 19.4 
Petroleum productS 6.8 18.9 
Shoes 8.2 16.1 11.9 

INDuSTRIAL GOODS 

B'i\:.nne;~!;~li:d supplies 17.' 
11.' 8.0 

Clay productS 14.3 14.2 
Cement 12.6 9.0 

Electrical equipment and supplies 
10.6 

14.3 
16.4 Elecuical machinery 

Iron and .... 1 and their productS 14.4 
Forgings 7.7 7.9 
Foundries 7.9 5.8 
Boiler shops 12.' 16.1 

Machinery and machine tools 
14.9 

19.3 
16.6 Machinery 

Machine toOl. 11.8 14.1 
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TABLE ~~ (Continued) 

Association 
U.s. Bureau of National 

ofth. Advertisers, Coofideotial 
Industry Census, 1935 1931 Study, 1931 

Paper and paper productS 
6.6 

13.S 
Paper S.1 
Paper boxes 9.S 6.6 

Textiles 6.2 '4.; Conoo cloth and yam 
4.9 Wo .... goocls 

Narrow fabrics 8.6 
Yam and tbresd 6.4 

Comparatively low expense ratios, on the other hand, were re- . 
poned for cenain kinds of standardized industrial goods such as 
paper and paper boxes, forgings, foundry products and. textiles. 
Mass-distributed standard consumers' goods like meat and flour 
also involved small distribution expense, while individualized 
goods like clothing and shoes had higher expense ratios. 

3. PRIMARY PRODUCERS' CoSTS 

No estimates of the COSts of distribution of piintary producers are 
available but it is known that their selling activities are compara
tively small since sales are usually made in bulk to a limited 
number of buyers. Because printary products are bulky and are usu
ally produced at a considerable distance from the point of use, trans
portation is the largest element in the cost of distributing them. 
Transportation charges are often paid by the buyer rather than the 
producer, however; in any event this cost is considered separately 
in Chapter 8. 

Many printary commodities are produced under the control or 
ownership of the processors and users, and little or no distribution 
expense (except transportation) is involved in the disposition of 
the products of such captive sources. The mining of iron ore, for 
example, is controlled to a very large extent by the steel companies 
with little ore sold in the open market. Other metallic ores such as 
copper, lead and zinc move directly to smelters located near the 
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mines, which are largely owned or operated by the smelting com
panies. 

The oil industry presents a more complicated picture, since a 
substantial amount of petroleum production is in the hands of in
dependent operators. Even here, however, distribution expense, 
aside from transponation, is relatively low. The number of oudets 
for crude oil is limited because of the necessity for economical 
transponation by pipe lines. 

Coal mining companies incur substantial selling expense in addi
tion to heavy transponation charges. Often they have sizable sales 
organizations or employ the services of brokers who in rurn sell to 
wholesalers and large retailers. Yet 25 per cent of the total pro
duction it is estimated~~ involves no selling cost because it is con
trolled by large consumers such as railroads and steel companies. 

The COStS of distributing forest products are relatively low. Lum
ber and paper manufacturers and naval store producers control the 
largest portion of the production. Distribution expenses are in
volved, but they are chargeable as purchasing costs to the manu
facturing industry and not to primary production. 

Farmers' Distribution 
Farmers are extensively engaged in distribution. The $1.2 billion 

of agricultural products sold direct to consumers in 1929 was dis
tributed as well as produced by farmers. Since raw materials from 
the farm are generally grown at a distance from the railroad the 
farmer incurs a distribution expense in hauling his produa to the 
shipping point. Grain must be hauled from the farm to elevators, 
livestock to concentration shipping points, tobacco and cotton to 
warehouses, and milk to bulk plants. It has been estimated that if 
wheat producers were to have their grain hauled by commercial 
truckers the cost would average about 10 per cent of the price re
ceived for the grain at the elevator.54 

Whether the farmer sells his produce to local buyers or ships it 
by rail or parcel post the procedure consumes time and energy and 

33. H. H. Maynard, W. C. Weidler, T. N. Beckman, Pri.tiplu of MMj"iw" 
The Ronald Pres. Co., New York, 1932, p. 361. 

34. Ibid., p. 317. 
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involves a selling COSt which should be added to the farmer's haul
ing and delivery expense. Selling farm produce from house to house 
or in farmer's markets or roadside stands involves considerable ex
pense and helps to explain why consumers can often buy as cheaply 
from dealers as from the farmers direct. Selling by mail also in
volves time and transportation COStS in addition to the parcel post 
charges. No estimate of the cost of distributing these goods (except 
for transportation) is possible. However, although distribution 
COStS incurred DY farmers and other primary producers may be con
siderable in some instances, the aggregate of these COSts is not large 
when compared to those of manufacturers and wholesale and retail 
dealers. 



Chaptet' 8 

THE COSTS OF FAOLITATING AGENOES 

DIS'IllIBUTION cOSTS incurred by retailers, intermediary dealers 
and manufaaurers include, in addition to the expenses of operat
ing their own establishments, charges for a host of supplementary 
services. Although the cost of services ptovided by such agencies as 
banks, railroads, storage warehouses and advertising agencies, as 
well as taxes paid by distributors, were included in the total operat
ing expenses of distributors as discussed in preceding chapters, it 
may be of interest to consider some of these costs separately and in 
greater detail. 
. By far the largest share of the cost of operating the nation's 
transportation facilities is chargeable to the distribution of com
modities. Financing the storage, movement and sale of goods ac
counts for a large part of the activity of commercial banks and of 
hundreds of specialized organizations such as credit reporting and 
collection agencies and instalment finance companies. A part of 
government costs arising from the activities of regulatory and re
search agencies serving distributors also might properly be charged 
to distribution, although these COSts are met out of general tax reve
nues as well as proceeds of taxes on distributors. 

In recent decades especially, the growing emphasis on demand 
creation and "selling the consumer" has brought new agencies and 
functions into existence. In the case of many products advertising 
has come to be regarded as the most imponant method of selling 
rather than as a mere supplement to other sales effon. Specialized 
advertising and market research agencies, as well as newspapers, 
magazines, radio broadcasting systems, and other kinds of adver
tising media, have therefore become impottant parts of the whole 
system of distribution. In the following sections the costs of trans-
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portation and storage and advertising and credit used in distribution 
will be brie.fly reviewed. 

1. CoSTS OF TRANSPORTATION 

No study of distribution and its costs can ignore transportation. 
The transportation of commodities between various steps in the 
distribution process was estimated to cost in the aggregate $8.8 
billion, or about 23 per cent of the $38.5 billion total cost of dis
tribution. Since .. terminal sales" amounted to $65.6 billion, this 
means that on the average, about thirteen cents out of every dollar 
paid by ultimate buyers for finished goods goes for transportation 
COSts at various stages in the whole process. 

This charge, like other items of distribution cost, is paid for es
sential services performed. Without the function discharged by 
transportation agencies our economic system as we know it today 
could not exist. Transportation creates place utility, but it does 
much more; it makes possible the geographical division of labor. 
Without a far-Bung and efficient transportation system the exploita
tion of mineral and agricultural resources in favored areas and the 
development of specialized manufacturing regions-indeed the 
machioe economy in its present form--woula be virtually impos
sible. Nevertheless the same question may be asked about transpor
tation as about other phases of distribution: is this vital function 
performed as efficiendy and economically as possible? 

Costs Visry Widely 
The amount which transportation charges add to the cost of 

commodities varies widely among different produCts. Naturally 
transportation accounts for a large part of what the consumer even
tually pays for bulky and perishable commodities, especially food
stuffs shipped from distant producing areas. Transportation and 
transit costs for fresh fruits and vegetables, as shown in Figure 5, 
often amount to as much as twenty to thirty cents or more out of 
every dollar paid by the consumer. 

Although extensive information on the proportion of the pur
chase price paid for transportation is not available for most com-
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modities, a recent survey of commodity How made by the National 
Bureau of Economic Research gives some figures in terms of freight 
revenue as related to producers' selling prices.' This study shows 
that transponation costs were a relatively unimponant item
amounting to less than 2 per cent of the producer's prices in 1933 
for such products as cigars and cigarettes, dty-goods, automobile 
tires, industrial and electrical machinety, office and store equip
ment and Stoves and ranges. At the other extreme, transponation 
charges added n~ly 58 per cent to the producer's selling price for 
fruits and vegetables, and more than 20 per cent for fuel and light
ing products. 

Produas cartying the largest transportation charges (expressed 
as percentage of producer's selling prices) were as follows: 

Fruits and vegetables 
Fuel and lighting products 
Chin. and household utensils 
Monuments and tombstones 
Cask ... aod coffins 
Foultry and eggs 
Howehold furniture 

~~:a':,:Sf~=i~i=sents 

'7.9 in 1933 
20.7 
17.3 
13.0 
12.1 
·10.7 
10.' 
10.' 
10.' 

49.7 in 1928 
".9 
10.6 
16.1 
'.9 
4.8 
4.8 
4.8 
4.8 

All finished commodities covered in the survey had an average 
transportation charge amounting to 7.8 per cent of producers' prices 
in 1933 as compared with 5.4 per cent in 1928. 

In spite of the fact that transportation charges constitute an im
ponant element in total distribution COStS, distributors bave limited 
control over them. For this reason, and because transponation is a 
separate and highly complex subject, it can receive only limited at
tention in this repon. 

The Nation's Transportation Facilities 
Six principal types of agencies share in the freight handling 

business: steam railways, trUcks, water-carriers, pipe lines, electric 
railways, and air carriers. Among these the railroads, which ac
count for about 65 per cent of the total interstate traffic, are by far 

1. Simon KuznetS, Commodi,y Plow lIIIil C.pilfll POmllllio., National Bureau of 
Economic Research, New York, 1938, Vol. I, p. 228. Percenmges derived from data 
.reponed in four mimeographed releases of the Interstate Commerce Commission. 
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the most important. According to a special report' on the transpor
tation situation made to the President in December 1938, the rail
roads have suffered two major handicaps in recent years: economic 
depression and severe competition from other forms of transporta
tion. Between 1926 and 1937 their share of the freight business de
clined from more than three-fourths of the total volume to less 
than two-thirds, a loss of more than 10 per cent. Motor trUck trans
portation, pipe lines, air carriers, and inland waterways, all showed 
gains during the same period. These trends are apparent in the de
railed figures shown in Table 34. 

TABLE 34 

RBLATIVE IMPORTANCE OF TRANSPORTATION AGENCIES, 

1926 AND 1937 

Revenue Ton·Miles 

1926 1937 

PerCent 
Agencies Volume of Total Volume 

(1. Bi/lioru) (1. Billio.s) 
Total S93.S 100.0 S61.8 

Steam railways 447.4 7M 362.8 
Great Lakes 90.0 1S.2 93.2 
Intercity uucks 23.S 3.9 43.4 
Pipe lines 21.7 3.7 44.8 
Other inland waterways 9.S 1.6 16.9 
Electric railways 1.3 0.2 .7 
Airways oil 

•. Abou, $2.2 million. 

PerCen~ 
of Total 

100.0 
64.6 
16.6 
7.7 
8.0 
3.0 
0.1 

Leading authorities assert that the United States is oversupplied 
with transportation services. There is general agreement with a 
statement made by Commissioner Eastman in 1934 that there is 
today, and probably would be under normal conditions, an excess 
of carrying capaciry of existing transportation facilities.3 This du
plication of facilities and services and excessive competition among 

2. Report of the Presiden,', COmmi.... to Submi, Recommendations upon the 
General Transportation Situation, December 23, 1938, pp. 44, 4S, S7, 66. 

3. Addtess of Joseph B. Eastman, Pedetal Coordinator of Transportation, before 
National Rivers and Harbors Congress, WasbiDBtoD, D.C., April 30, 1934, pp. 2, 3. 
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different transportation agencies must inevitably result in substan
tial wastes. In his first repon to Congress the Federal Coordinator 
of Transponation characterized this waste, in the railroad field 
alone, as "a tremendous burden on the public." • 

. Because a reduction of transportation charges can result in sav
ings to the consumer through lower distribution costs it is clear 
that consumers as well as distributors have a stake in the elimina
tion of unnecessary expenses and wasteful methods of operation 
and in the better coordination of the railroads, waterways, and 
highways. 

a. THE RAILIlOADS 

For many classes of goods-notably merchandise shipped in less 
than carload lot&-the largest costs in moving fre.ight are not on 
the road but at the ends of the tun. A sample test made by the 
Pennsylvania Railroad showed that terminal and transfer expenses 
amounted to $4.80 per ton, or three-fourths of the total cost of 
$6.43. Road haul COSts in this case were only $1.16 per ton, or 18 
'per cent of the total, and car maintenance and fre.ight accounted 
for the remaining 7 per cent.' A survey made in 1932 by the C0-
ordinator of Transponation showed that railroad terminal COSts 

for merchandise fre.ight averaged $7.28 per ton while truck ter
minal costs for the same year were $2.62 per ton.' An analysis of 
comparative costs of terminal facilities in cities of varying size 
indicates significantly that the most economical operation was in 
cities of from 25,000 to 50,000 population. Both larger and smaller 
places had higher costs for a given amount of goods? 

In considering terminal costs, it must be remembered that unless 
a company has its own siding, it must haul its goods to the fre.igJlt 
terminal. This cost is pan of the transportation bill. Trucking 
companies allege that the elimination of these and other handling 

4. Federal Coordinator of Transportation, Rlglllml'o" of BAil"oillh, First: Report 
to Congress through the Intersrate Commerce Commission, 1934. 

5. Harold G. Moulton and AssociateS, Tb, A",mea T'lIIIlltwlllli08 P,obJ"", 
The Brookings Institution. Wasbingtoa, 19". p. 672. Figures COYer lOS .. made by 
the Peonsylvania Railroad. 

6. Federal Coordinator of Transportation. Mm:h."tliso Trtt$< R,P"', 19H. p. 16. 
7. Reported by W. C. Maxwell in p",,,<tJings .f Ih, Am"';<_ lIJril ... , hs.d ... 

Ii •• , Freighr Station Section. Deuoir, Mi~ June U to 18. 1926, pp. 19~201. 
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costs is a principal reason for the rapid development of highway 
uuck tonnage. 

A conspicuous source of high terminal charges in the large cities 
is the investment in cosdy and frequendy excessive terminal facili
ties. In a number of cities railroads have erected terminals that 
so obviously duplicated existing facilities as to be criticized by the 
Interstate Commerce Commission. Terminal facilities not neces
sary to handle the traffic and not used to capacity mean higher 
freight charges for the shipper. This type of terminal multiplica
tion is socially wasteful as well as a drain on railway finances. 

It is obvious from these facrs that one of the most fruitful points 
of attack on rail costs is at the terminals. But it is much more diffi
cult to prescribe the remedy than to diagnose the ill. Line-haul and 
terminal COSts are interwoven in many cases; and the economies 
which might be achieved by establishing terminals on. the out
skirts of the large cities and using motorized delivery have to be 
offset against the COSts and difficulties of disposing of present ter
minal facilities. 

(1). Cross-Halliing 
In spite of the faa that line-haul costs are Qnly a fraction of the 

total in many cases, the possibility of excessive costs berween ter
minals cannot be ignored. Of these the one most often discussed 
is cross-hauling. Although ordinary railway statistics fail to show 
the amount of cross-hauling, several special studies show that it 
must be substantial. A study by the United States Forest Service 
and the Census Bureau shows a tremendous cross-hauling of lum
ber," and another investigation in the last decade of the movement 
of goods to and from the Pacific Southwest showed that the same 
kinds of goods moved in considerable amounts both into and out 
of the Pacific Southwest.9 

How much of the total of railway ton-miles is traceable to cross
hauling is not known but the amount is probably large. Public ac-

8. z..",b". Dislriblllio. all Cou.",pliotl, Forest Servite, United States Depart ... 
ment of Agriculture. 19~i. 

9. R. J. Mcfall. T¥tlllStolf';"MIIIl till. I",nlotU,1Il T,IIIl. of ,h. P4&i/k SOlllhw,SI 
;. J926, Domestic: Commerce Series, No. 25. U.s. Bureau of Poreign and Domestic 
Commora:. p. 5. 
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ceptance of the desirability of competition, the attitude of regula
tory commissions and the natural desire of the railroads to avoid 
a loss of traffic have all combined to discourage careful study of 
this practice. Even if the facts were known it is questionable 
whether there would be general agreement as to the extent to 
which cross-hauling is unnecessary and wasteful. A good deal of it 
is undoubtedly inevitable and desirable in facilitating the continu
ous adjustment of the supply of goods to the varying conditions of 
many markets. 

However, it seems clear that much of the cross-hauling takes 
place, stimulated by the railroads in a natural desire to increase 
their traffic, and by public policy in order to promote competition. 
The basing-point pricing policies of the iron and steel and other 
heavy industries have also resulted in considerable cross-hauling. 
Without attempting ro draw a sharp line between necessary and 
unnecessary cross-hauling it is obvious that some public discour
agement of the most wasteful elements of this practice would be 
desirable, particularly where the competition within a region is 
already sufficient to protect the interests of consumers. 

(2) . Circuitolls Ca, ROlllin g 
Another unnecessary cost in railroad operation is the circuitous 

routing of freight cars. One of the alternate routes between cities 
served by competitive railroads is often materially longer than 
another. The longer routes of course endeavor to carry as much of 
the business as they can get, even though it involves a longer haul.'o 
Where cars must be switched from one line to another in order to 
reach the destination, the first road will keep the car on its tracks 
for the longest possible haul in order to get a larger share of the 
total revenue. Both types of practice result in increased costS of 
operation and higher freight charges. 

The Coordinator of Transportation believes that circuitous rout
ing often doubles the mileage that goods travel and says that, 
"millions of dollars annually are expended because of circuity in 

10. Length of haul in this sense is. of course, DOt so simple a martel as mere mile
age. It is a maner of engineering and operating COSts. Every motorist who chooses 
an outside route to avoid a straight CUt throush city COagestiOD understands this 
readily. 
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routing."" The National Transportation Committee in its repon 
recommended that "circuitous haulage should be eliminated."'2 

While there is little question that circuitous routing is a waste
ful practice, some of it is necessary because the railroad with the 
shonest mileage between two cities may not have adequate facili
ties to handle the entire volume of traffic, particularly in peak load 
periods. Then too, many roads would be unable to maintain effi
cient service between points on their own lines were it not for the 
added revenue from circuitously routed traffic. For these reasons it 
is probably toO much to expect that all "circuitous haulage should 
be eliminated." 

From the railroad's own standpoint, it is desirable to reduce cir
cuitous routing in order to shonen the time required to transport 
goods. This would help the railroad in its competition with trucks. 
From the public viewpoint, there is little justification for the higher 
rates and longer delivery time involved in unnecessary circuitous 
haulage. 

(3). Empty Car Movement 

Unnecessary empty car movement is one of the important wastes 
in railway operation. The volume of empty car mileage has in
creased quite consistently since soon after thi war. From 1920 to 
1933 the percentage of empty to loaded car-miles rose from 47.3 
per cent of the total to 64.1 per cent." A large part of the empty 
car movement is obviously unavoidable and could not be elimi
nated without a radical re-Iocation of many of our major indus
tries. The volume of goods-mostly of a bulky nature-moving 
from agricultural and raw material producing areas which are dis
tant from the centers of population and industry into consuming 
regions is much heavier than the movement in the opposite direc
tion. For evety ton of freight moving out of New England, for 
example, six tons move in. But three of the six incoming cars are 
filled with coal and these cars of course could not be used for much 

11. Federal Coordinator of Transportation, R,guJalion of Rai/rods, First Report 
to Congress through the I1irersra .. Commerce Commission, 19H. p. 19. 

12. Moulton, " .J., Ope ril., p. xlvi. 
13. Federal Coordinator of Transponacion, RepMI Oil P"igh, C.,. Pooling, Oc

tober 23. 19H. p. 17. 
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else on a return journey. New England is an extreme example of 
the unbalanced movement of goods arising from the concentration 
of our population and the existence of specialized producing areas. 

There is a considerable movement of empty cars, however, 
which is unnecessary and wasteful. The Coordinator estimated that 
the annual excess empty car movement exceeded two billion car
miles and stated that "a conservative estimate of the operating 
savings possible by the prevention of this unnecessary movement is 
$75 million per year."'· The haphazard rerurn system and the 
large number of empty car-miles necessitate invesanent in a sup
ply of cars considerably in excess of total national needs. Cartying 
charges on this extra invesunent have been estimated by the Co
ordinator at $25 million annually. The Coordinator has recom
mended a more complete pooling of car ownership and operation 
to reduce waste from this source, pointing out that mergers would 
result in the complete pooling of cars and would save unnecessary 
movement of empties. 

(4). Un/Hofitable Facilities 

Another possible source of economy in railroad operation lies 
m the abandonment~r rehabilitation~f antiquated or little
used facilities. Most railroads have some miles of lines which are 
no longer profitable because of shrinkage of traffic. Maintaining 
locomotives and other operating equipment on these lines adds to 
the cost-and to the waste. Often a single gasoline driven car 
would meet all traflic requirements and permit a large reduction 
in expense. 

Since the maintenance of unprofitable lines adds to the cost of 
sending merchandise over main lines it would obviously be to the 
advantage of both the railroads and the public to encourage im
provement of unprofitable lines with more efficient equipment, or 
if this proves impracticable, to permit their abandonment. There is 
no longer the need which formerly existed of maintaining these 
unprofitable lines. Automobiles, busses and trucks now reach all 
towns that would be left without rail facilities if these money
losing lines were abandoned. The railroads are not entirely free 

14. Ibid •• pp. 3. 4. 
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to effect these economies, however, for the changes which have 
to be made are of such a narure that they must be authorized by 
public regulatory authorities. 

(5). Burden of Fixed Charges 

The railroads, it must be recognized, have been burdened with 
many handicaps for which their managements cannot be held re
sponsible. By preventing price (rate) competition, public regula
tion has forced competition to assume more wasteful forms such as 
excessive terminal facilities, empty car m?vement and circuitous 
routing. Regulation in terms of "public necessity" has made it difIi
cult for the roads to eliminate unprofitable operations or to meet 
the competition of new forms of transportation which are often 
subsidized. 

The heavy proportion of bonded debt in the capital strUcrure of 
the roads and the consequent burden of long-term interest charges 
are additional factors making for inflexibility and high costs. 
Part of the blame for this situation obviously lies at the door of our 
legislators. For many years it was assumed that railway bonds of
fered the highest safety for life insurance and savings bank invest
ment. As a result the roads were encouraged to raise capital by 
bond issues rather than by the sale of equities. -

The railroads also suffer from other frozen conditions that 
make solution of their problem diflicult. Rules and regulations on 
operations and labor have been passed to fit conditions of better 
days. Flexibility of management to meet current conditions has 
been impaired. Even labor is not free to move over ro the newer 
motor services, for different unions rule in the twO fields. 

In spite of the difliculties that confront them railroad manage
ments in recent years have demonstrated their ability to adapt their 
organizations to new conditions, to develop new and better equip
ment and methods and to lower costs and improve service. Experi
ence has shown that the rail managers have increased operating 
efliciency in those fields where public authority leaves them a com
paratively free hand.- Evidence given before the Interstate Com
merce Commission by leading railroad executives gives concrete 
examples of annual savings through increased efficiency in the 
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period from 1928 to 1932. The eastern roads showed such savings 
amounting to $56 million a year and the western carriers made a 
showing that was almost as good. The southern lines also made a 
good record on a smaller scale. 

b. INLAND WATERWAYS 

Inland waterways accounted for nearly 20 per cent of the total 
interstate movement of commodities--aside from ocean traffic
in 1937. About 80 per cent of this traffic consists chiefly of bulky 
commodities carried on the Great Lakes." In addition there is a 
coastwise movement of goods estimated by the United States En
gineers as probably equal in importance to the Great Lakes traffic. 

Because of its importance and because of the enormous govern
ment subsidies it has received, inland water transportation is in 
need of a searching cost analysis. A recent estimate shows that 
from 1890 to 1931 the federal government spent about $790 mil
lion for inland-waterway development, exclusive of the Great 
Lakes and of seacoast harbor and flood control. With the addition 

. of state expenditure the total public investment amounted to at 
least $1 billion by 1931,'6 or about 4 per cent of the value of rail 
property as established by the Interstate Commerce Commission. 
The rail valuation, moreover, includes rolling stock and terminal 
structures, which the waterway does not. 

Profitability of WatfflQays 
In an attempt to discover whether or not inland waterways could 

be profitably operated, Congress in 1924 established the Inland 
Waterways Corporation to operate the public-owned barge lines 
started during the war, particularly on the lower Mississippi and 
Warrior rivers. Government operation increased the traffic on 
these rivers from 980,000 tons in 1923 to 1.9 million tons in 
1928,17 but the net income earned up to the end of 1933 was only 
$707,000.'8 Rates charged have had to be at a substantial discount 

15. if" B(()-lIomif SII",', of 1"I""J WmCff'Ullll1 r,tllUJIfJrlttJios ;. ,h, U";,,. ShII,S, 
Bureau of Railway Economics, Wasbinston. 1930, p. 211. 

16. Moulton, "Ill., oj. til., p. 442. 
17. Bureau of Railway Economics. 0'. til., p~ 55. 
18. An.1IIIl Rep •• " 1933, of the Inland W ....... ys Corporation. Washin&t<>n. 

D.C., p. 17. 



THE CosTs OF FACILITATING AGENCIES 22X 

-normally 20 per cent-in order to attraa traffic from the rail
roads.19 

Government barge lines on the lower Mississippi were con
duaed at a nominal profit during the period from 1925 to 1929, 
but the loss on other divisions which they were required by Con
gress to operate was so great that the government barge system as 
a whole showed an operating loss.'· 

The Erie Canal is another example of a costly and unprofitable 
inland waterway financed out of public funds. The total capital 
cost of the present Erie Canal has been nearly $370,000 per mile 
as compared with an average cost of $188,000 per mile for rail
roads in the Eastern distria, including of course their multiple 
tracks and expensive rerminals.21 Improvement of the Ohio River 
is estimated at about $200,000 per mile, or about the same as the 
per mile cost of secondary rail lines handling similar traffic in that 
area. The capacity of a rail line is obviously greater than the warm 
weather capacity of a canal or of most canalized rivers, whose limit
ing faCtor is their locks, while some waterways cannOt be operated 
at all in the winter. On the basis of capital costs the rails are gen
erally more efficient than the best landlocked canal and as good 
as a fairly good canalized river. 

Maintenance Costly 
The maintenance of a waterway is also unexpeaedly costly. 

With about half the traffic volume of the Erie Railroad, the New 
York Barge Canal system had a greater maintenance cost in 1930. 
This means that the maintenance cost per unit of traffic was twice 
as high by water as by rail without making allowances for the pas
senger business of the latter. In the case of the Ohio River, main
tenance charges are greater per mile than for such neighboring 
railways as the Chesapeake and Ohio and the Norfolk and Wes
tern'>' The comparison includes terminal costs for the railroads, 
but not for river traffic, and makes no allowance for the meander-

19. 174 ICC n~ (~83). 
20. I"latl W4Iln TraIUpiwlal;o", Committee ReportS. U.S. Chamber of Com

mem:, April 19~2, pp. 24-2'. 
21. Moulton. " .I., 0/1. til" pp. 456, 457, 459. 
22. Ibill., p. 460. 
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ing of the river which adds to the mileage of the waterway. 
Public expenditures provide canaIs and rivers with free right

of-way, including maintenance, operation of locks, and free lights. 
In addition, the waterways have had differential freight rates and 
lower wage rates, yer their success has been so limited that the 
government has had to go into the business of operating them to 
demonstrate possibilities of cost reduction. 

Actual transport costs of water tonnage are almost impossible 
to estimate because of the miscellaneous nature of the various car
riers and the lack of adequate accounting systems. Costs must be 
judged by the rates and by data on earnings and operations. In 
general it may be said that the best water transponation-such as 
that on the Great Lakes-is cheap, while the worst is extremely 
expensive. The average appears to be much higher than that of 
competing forms. 

The total costs per ton-mile on the Ohio River for effective dis
tance covered, have been estimated for 1931-1932 at about 18.84 

. mills for transporting bulky commodities of the lowest grade of 
traffic_ This compares with an average of 5.97 mills per ton-mile 
on the Chesapeake and Ohio Railroad and of 6.84 mills on the 
Norfolk and Western Railway. The average for roads of the Cen
tral Eastern region, which carry a higher class of traffic, was 10.32 
mills per ton-mile.2~ CoSts on the Erie Barge Canal were about 
double the rates on competing rail lines in 1931 and were even 
higher in 1929.24 All in all, it seems clear that the subsidization of 
inland waterways by federal and state governments has been far 
from a profitable undertaking_ To the extent that this program 
represents unnecessary expenditure it has added to the cost of 
distribution. 

C. MOTOR TRUCKS 

Motor truck transportation has grown by leaps and bounds in 
the last ten years. Indeed the loss of freight revenues resulting 
from diversion of traffic from the railroads to trucks is one of the 
chief causes of the present predicament of the railroads. The pro
portion of total traffic movement handled by intercity trucks vir-

2~. 16ill., p. 486. 
24. B .... u of Railway Bconomia, 01. tit., p. 199. 
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tually doubled from 1926 to 19~7, rising from ~.9 per cent of the 
total ton-miles to 7.7 per cent, as may be seen in Table ~4. 

The uucks have become patticulady important in the move
ment of livestock, as well as fruits and vegetables, butter and eggs . 
and other perishable commodities. Livestock receipts by truck in 
seventeen leading markets were 52 per cent of the total in 19~7 
as compared with less than 25 per cent in 1929," while receipts by 
rail declined in the same proportion. The trucks have also made 
heavy inroads in two other fields which are among the most profit
able sources of rail revenues--shoIt haul traffic, largely fast pack
age freight and the lucrative less-than-carload shipments. 

By the end of 19~ 7 motor uucks registered in the United States 
numbered 4,255,000, an increase of 26 per cent over 1929. Only a 
small portion of them, however, are engaged in public uucking 
and perform services comparable with the railroads. In the early 
19~0's it was estimated that about one million of the 3.5 million 
trucks in use were owned by farmers, while an additional two 
million were privately owned and not operated for hire. Of the 
remainder, ~oo,ooo were contract carriers operating for hire or 
under hauling agreements and not observing fixed routes or sched
ules, while only about 200,000 were genuine.common carriers." 
While no recent figures are available, the number of trUcks oper
ated for hire undoubtedly has increased at a faster rate than the 
growth in total trUck registrations. Furthermore there has been a 
great increase in the capacity of trUcks and a more extensive use of 
trailers, and many corporations operate Beets of trUcks engaged 
exclusively in their own business. 

The Nation's Trucking Bill 
The total cost of trUcking as an agency of distribution, as meas

ured by the gross revenue of trUcking concerns covered in the 
Census of Business, was more than $5~0 million in 19~5'" More 
than $200 million of this amount was received for local transpor
tation such as moving goods from freight stations to stores and 

2'. Report of the President'. Commi ..... ot. til., p. 72. Figures from U.S. Bu
reau of Agricultural Economics. 

26. Moullnn, ., Ill., ot. <il., p. '19. 
27. Cemus of Business: 19~', Mo,.. Tn""i.g fo. Hiro, p. 12. 
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moving household furniture. Intrastate movement of goods ac
counted for $131 million, while interstate revenue was nearly $196 
million. But the Census covered only 61,000 concerns operating 
189,000 trucks of the estimated tOtal of about 200,000 operators 
who would eventually come under federal regulation. Most of 
these are small enterprises; over 85 per cent of all trUckmen own 
but one truck.2• 

With the exception of the larger operators anything like rigid 
or uniform COSt accounting has been unknown. Rates have not 
generally been established on the basis of cost, but appear to have 
been set at 10 to 20 per cent less than the comparable railroad 
freight rate. The experience of a firm in N ew York requesting bids 
on an annual contract basis is an illustration. Out of eight trucking 
concerns replying, three refused to bid on the ground that they 
could not compete with the rails. The bids of five concerns on 
identical specifications .ranged from $26,500 to $96,000. Of the 
eight firms, only half showed that they were capable of analyzing 

. the problem from the standpoint of equipment and personnel re
quirements or had an adequate knowledge of their own costs. 

Although low trUck rates often result from ignorance of real 
COStS the trucks do possess certain basic cost advantages over the 
railroads. Perhaps the chief of these is the fact that trUck operators, 
unlike the railroads, are called upon to bear only a share of the cost 
of the construction and maintenance of their right-of-way. For every 
$7 invested, the railroads collect about $1 annually in gross reve
nues. But for every $1 invested by one of the largest truck opera
tors the gross revenue is $3, while it is estimated that less efficient 
operators gross $2 for each $1 of investment.2~ 

The motor truck is more flexible and furnishes prompt door-to
door service which railroads cannot equaPO Truck operators usu
ally move their loads all the way from consignor to consignee while 
much of the rail traffic involves additional trucking and re-handling 
at each end of the haul. Until recently, moreover, the trUcks have 
been free from restrictions imposed on the railroads by the federal 

28. Porl1me, February 1936. p. 127. 
29. Ibid., pp. 124-127. 
30. Moulton. " .1., Repon of the National Transportation Committee, op. cit., 

p. xxxiii. 
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government. Under pressure from the railroads, as well as the 
larger trucking concerns, Congress passed the Motor Carriers' Act in 
1935. This Act provides for the complete regulation of all trucks 
engaged in interstate business even though the truckman merely 
handles the goods in transit. Official permission to operate must be 
granted by the Interstate Commerce Commission, which is also em
powered to establish minimum and maximum rates and hours of 
labor and to set up whatever safety requirements it deems neces
sary. Although the Act has been in effect for more than three yeatS 
its provisions have not yet been universally applied. The problem 
of determining the rate structure and of defining rates is obviously 
a gigantic one. While no one can anticipate the eventoal effects of 
federal regulation there is little doubt that it will have profound 
effects on the competitive position of the trUcking industry. 

2. STORAGE AND W ARBHOUSlNG CoSTS 

For many commodities, especially those of a seasonal or perish
able character, storage and warehousing charges are a substantial 
item of distribution cost. Most of the warehouse facilities, however, 
are owned by producers or dealers and the cost of the storage func
tion is therefore included in their opeJ;ating expenses. But many 
manufacturers and dealers employ the facilities of public ware
houses for the storage and distribution of their productS. Accord
ing to the Census of Business for 1935 such commercial warehouses 
had a total revenue of nearly $98 million, of which the storage of 
general merchandise accounted for $29 million, farm productS for 
$23 million, and cold storage for $27 million." While a small part 
of the revenues of warehouses was derived from trUcking opera
tions, this was probably more than offset by storage revenues ob
tained by businesses engaged primarily in trUcking. 

3. THE CoSTS OF ADVERTISING 

Advertising is often pointed to as a conspicuous example of un
necessary COSt and waste in distribution. Although advertising costs 

31. Census of Business: 193'. Pllblie W",eholUi.g, pp. 4, 6. 
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for certain highly competitive productS amount to a substantial 
share of what the consumer pays for them, the total cost of adver
tising in the United States is no more than a small percentage of 
the entire COSt of distributing commodities. According to a recent 
estimate" the total revenue of various advertising media in 1937 
was about $1.8 billion, distributed as follows: 

NewspapeB 
Premiums 
Direct mail 

~es 
Car cards. store and window displays. theatre pr0.-

grams. sky writing, etC. 
Busin ... papeB 
Ouodoor 
FarmpapeB 

'570 million 
~'o 
~OO 
165 
165 

100 
50 
50 
18 

Added ro the $1.8 billion is an estimated $200 million or more 
for agency commissions and for art and mechanical charges and 
advertising department expense. In the aggregate, therefore, the 
costs of advertising in 1937 amounted to about $2 billion. Included 
in this total is about $500 million for national advertising as re
ported in the 1935 Census. Fees paid to professional advertising 
agencies by national advertisers amounted to $75 million.S! 

A very large proportion of this $2 billion total is chargeable to 
commodity distribution, but not all of it is, since the total includes 
advertising expenditures of institutions and service agencies such 
as amusement and transportation enterprises. When it is remem
bered that tertninal buyers paid a total of almost $66 billion for 
goods in 1929 it is clear that commodity advertising probably aver
ages less than 3 per cent of the price of finished goods and less than 
5 per cent of the $38.5 billion estimated total cost of distribution. 

Advertising takes so many forms and varies so ·widely among 
-different types of distributors and kinds of productS that it is haz
ardous to make any generalization about it. One type of retail store 
specializing in style merchandise, for example, may have advertis
ing running to 10 per cent of sales, while another srore selling 

~2. L. D. H. Weld, P,j.,.,,, 1"", June 16, 19~8, pp. 21, 22. 
3:J. Census of Business: 1935, Ll,a"",iJing A.,aei'l, pp. 3. 4. Based on the reve

nue ~pts of the l800Cies reporting to the Census. 
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staple merchandise may find it unprofitable to advertise at all. Even 
among trade-marked productS distributed to the national market 
there is a wide difference in the extent to which they are advertised, 
and among those which are extensively advertised the cost of ad
vertising is often surprisingly small. 

Cigarettes IllS an Example 
Cigarettes furnish an extreme example of competitive advertis

ing, yet the average cost for cigarettes selling at fourteen cents is 
little more than half a cent a package.34 But small as this sum is the 
advertising expenditures of cigarette manufacrurers for their enor
mous volume in 19~ 7 came to a total of nearly $45 million. 

Whatever one may think of the social desirability of competitive 
advertising it has undoubtedly been effective in selling more ciga
rettes. The industry's sales rose from 119 billion cigarettes in 1929 
to 163 billion in 1937, while combined advertising expenditures 
for newspaper, magazine, radio and other media increased nearly 
$10 million in the same period." In spite of its effectiveness in in
creasing sales, however, it is clear that cigarette advertising is al
most purely competitive and has little educational value. Like an 
armament race among nations, when one pro~ucet increases his ap
propriation for advertising, his competitors have to defend their 
own positions by doing likewise. Competition in the cigarette in
dustry has become solely a battle of wits and of money to influence 
the consumer, not to improve the quality or lower the cost of the 
product. 

Cigarettes appear to be no exception among highly advertised 
mass distributed productS in their relatively small cost per unit of 
sale. According to an address by Bernard Lichtenberg,36 the aver
age cost of advertising Campbell soup is only 36/1000ths of a cent 
per can. Advertising Coca-Cola costs less than 16/1000ths of a 
cent for each five-cent glass. Loose-Wiles Biscuit Company reported 
an expenditure of less than one-tenth of a cent for a ten-cent pack-

'4. Chlpter 2. 
". Data from Media Records, Inc., quoted in N"" Yo,' Wo,ld·T .I.gram, May 

20, 1938. 
'6. '"Advertisin_lts nb, Pills and Bills," III addrus delivered before the Ad

vertisin& Oub of Bolton, Pebruary H. 19'4. 
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age. The cost of advertising a nationally-known breakfast food was 
three-tenths of a cent for a fifteen-cent package. For a Lord Pep
perell shirt selling for $1.95 the manufaaurers' advertising expense 
amounted to about six-tenths of a cent; for a nationally advertised 
sheet costing the consumer $1.75 only one cent was spent for ad
vertising. 

Advertised produas, however, are often sold at retail at consid
erably higher prices than their unadvertised equivalents. This may 
not be due to aaual costs of advertising such products, nor even to 
the larger profits of successful national distributors, but to the faa 
that it frequently costs much more to maintain the elaborate and 
far-f1w:'g organization needed to provide continuous national dis
tribution of a trade-marked article than it does to distribute a stand
ard produa through traditional channels to a readily accessible 
market. There is also some evidence that prolits on nationally ad
vertised produas are larger than on similar goods which are not 
advertised. On the other hand it is clear that national advertising, 
by widening the market for goods and creating mass demand, has 

. helped to make the speaacular economies of mass produaion pos
sible. 

mllgs and Cosmetics 
Cosmetics and pharmaceuticals are examples of produCES often 

sold at much higher prices than their unadvertised equivalents
whether because of heavy advertising expense, large profits made 
possible by advertising, or the elaborate organizations required to 
distribute on a national scale. Many examples were reported by the 
Federal Trade Commission in 1931.37 The average wholesale price 
per ounce of twelve proprietary or branded medicines was $2.64, 
while the average for chemically-identical non-proprietary sub
stances was 94 cents per ounce. The difference of $1.70 per ounce 
was the price the retailer (and ultimately the consumer) paid for 
the advertised produa. 

The higher cost of the branded article to the retailer is partly 
justified, of course, for it is easier to sell packaged demand items 

37. Report 0" Rel,J~ P,i~~ MIIi"'nltIIIt,, 1931, Pederal Trade Commission. Pan 
II, pp. '1-'~. 
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to the consumer than to fill a prescription or push a substitute. The 
rerailer's mark-up is usually less on advertised than on non-pro
prietary products. The difference between what the consumer pays 
for the proprietary and for the non·proprietary product, therefore, 
is not as great as the discrepancy in wholesale prices would indi
cate. 

That drugs and roilet articles are conspicuous for the proportion 
of advertising expense which they bear is obvious from a glance at 
Figure 19, which shows advertising and sales promotion expenses 
of manufaaurers of various productS expressed as a per cent of 
their net sales in 1931. More than eighteen cents Out of each dollar 
that the manufaaurer of drug and roilet products receives is for 
their advertising and sales promotion activities. In contrast, some
what more than eight cents is spent by tobacco manufaaurers, the 
next in rank, and one and a half cents by producers of agricultural 
implements, the lowest in rank. The price which the consumer 
pays, of course, is larger than that which the manufaaurer receives, 
so that advertising cost does not represent as large a share of the 
consumer's dollar. 

4. CRBDIT CoSTS IN DISTRIBU:nON 

Credit costs form a significant part of the total cost of distribu
tion. These COSts include not only interest paid on borrowed funds 
but the expenses of credit departments in checking customer risks 
and collecting bills, as well as losses on bad debts. In the last analy
sis these costs, like other distribution costs, enter in one way or an
other into the price the consumer pays for finished goods. He pays 
directly, if he buys on the instalment plan, and indirectly for the 
COSts incurred by distributors in financing their operations. 

How much credit charges add to the cost of distribution is un
known, but it has been estimated that as much as 90 per cent of the 
total business of manufaccurers and wholesalers is done on credit 
and that at least 33 per cent of retail sales are charge accounts or 
instalment purchases.'· In addition individuals borrow consider-

38. The figures in this paragraph are based on estimares of the Department of 
Commerce for total sales and volume of credit bwiness for 1936. 
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able sums to finance the purchase of consumer goods. The cost of 
credit is therefore an item of some importance in the nation's dis
tribution bilL 

It is impossible to determine the net amount of capital or credit 
employed in distribution. The capital of one producer or distribu
tor, or the credit he obtains from a bank or other lender, is usually 
passed on to his customers, and by them to theirs. Producers of 
raw materials and semi-finished goods often ship products to their 
customers knowing that they will not be paid for sixty to ninety 
days or even longer. The producer's capital is necessarily tied up 
to this extent and the purchaser has the benefit of that amount of 
working capital. But the latter, after processing or fabricating the 
goods, may in turn extend credit to his wholesale customers, pos
sibly in larger amounts and for as long a period. The wholesaler 
also may extend credit to his customer&-retail storer-but usually 
for shorter periods than 'in the case of the previous transactions. 
The chain is not yer ended, however, since the retailer may also ex
tend credit to his CUStomers, the ultimate consumers. 

For the :final stage-retail credit sales to consumer&-it has been 
estimated that the interest cost (figured at 6 per cent of the esti
mated amount of credit for the length of time the average account 
was outstanding) on total credit sales amounting to about $12.6 
billion in 1936 was approximately $241.4 million, or 1.9 per cent 
of net sales.59 To these sums must be added the interest paid by 
individuals on personal loans used to finance purchases of con
sumer goods, as well as the extra clerical and adminisuative ex
pense incurred by distributors in handling credit transactions, and 
their losses on uncollectible accounts. 

a. BAD-DEBT LOSSES 

Bad-debt losses vary widely among different trades and from 
year to year. Among rwenty-five lines, manufacturers' and whole
salers' losses in 1929 ranged from 0.2 per cent of net sales in food 
products, petroleum products and coal and coke, to 0.9 per cent for 

39. From a table by Wilf .. d L White, U.s. Bureou of FoWsn and Domestic 
Commercea Dom,slit Comfllttttl, June 30, 1937, p. 372. 
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establishments handling jewelry and musical instruments and mer
chandise. The average for all lines was 0.4 per cent in 1929 and 
0.6 per cent in 1930.<10 On the basis of the average rate for 1929 
total bad·debt losses of all manufaaurers and wholesalers in that 
year probably exceeded $500 million. 

The average consumer---'olt least the consumer able ro obtain 
credit-is nearly as good a credit risk as the average business
man. Bad-debt losses of retailers on their open-credit sales in 1936 
amounted ro 0.5 per cent of such sales according to estimates made 
by the United States Deparonent of Commerce.41 Losses on instal
ment sales, however, were relatively much higher-1.2 per cent of 
such sales. On the estimated total open-credit sales of over $8 bil
lion and instalment sales of $4.5 billion, aggregate losses were 
$94.5 million in 1936, or 0.75 per cent of rotal retail credit sales. 

Department and women's specialty stores in 1936 had the small
est losses on open-credit business--O.3 per cent of sales, while hard
ware stores suffered the highest rate of 1055-1.3 per cent. Instal
ment credit losses ranged from 0.1 per cent for dealers in coal, fuel 
oil and wood, ro 4.5 per cent for jewelry stores. The Retail Credit 
Survey of the Department of Commerce for 1936 shows credit 
losses of 0.5 per cent for open-credit stores, :md 1.2 per cent (1.5 
per cent in 1935) for instalment stores, 

It is of interest in this connection that a study of CoSts and mark
ups in 1,259 retail jewelry stores made by the Department of Com
merce in 193142 shows stores reporting no instalment business with 
an average gross mark-up of 41.4 per cent, a credit loss of 0.5 per 
cent and advertising expense of 2.9 per cent of ~otal net sales; while 
stores whose instalment business amounted to more than three
quarters of their rota! volume reponed an average gross mark-up 
of 55 per cent, a credit loss of 5.6 per cent, and advertising costs of 
9.3 per cent of total net sales. 

40. M~Mllil, C,Uit SIII'1I", p." III, Domestic Commerce Series No. 78, U.S. 
Bureau of Foreign and Domestic Commerce, 19'2, p. 4. Detailed figures for later 
years are Dot available. 

41. Dom,s,i, Commw..c" June ~O, 19~7. p. 372. 
42. /,v"l" Disl,iblll;oll b, R"ail ],w,lns, Domestic Commerce Series No. 48. 

u.s. Bureau of Foreign and Domestic Commerce. '9", pp. '9. 42, 4'. 
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Instalment 0 pet'ations Costly 
These figures indicate that instalment stores incur heavier ex

penses and have to protect themselves against loss by higher mark
ups. 1£ this is true the instalment customer who meets his payments, 
as well as the cash customers of such stores, are penalized by higher 
prices.43 Back of this is the fact that instalment sellers do not have 
sufficient information on the ability of prospective customers to as
sume the obligation of meeting instalments promptly and fully. 

There has been a tendency in recent years to stimulate instalment 
sales by reducing or even eliminating down payments, lowering 
carrying charges, lengthening terms of sale and enlarging the classes 
of merchandise sold on instalment. The latter trend has expanded 
instalment sales in goods of a non-durable nature not previously 
sold in this way and having no repossessible value and therefore 
no recourse for the seller in case of default. Even vacation cruises 
to the Caribbean are now sold on the instalment plan. While the 
rates of collections and bad-debt losses to date tend to show no 
harmful results, the possible results of these recent trends to re
tailers in the way of credit losses and failure to cover other COSts 
of conducting an instalment business may ultimately prove serious.« 

While some credit losses cannot be avoided there appears to be 
good evidence" of laxity in granting of credit, not only on the pate 
of retailers but also on the part of wholesalers and manufacturers 
in some fields. Credit losses could undoubtedly be reduced by more 
careful investigations of customers and by a better coordination of 
the sales and the credit departments. But credit losses, like other 
distribution wastes, cannot be eliminated entirely, and any success
ful effon to reduce them involves other costs in the form of more 
expensive investigation and possible loss of sales volume. 

4~. Students of marketing are cognizant of "the virtually complete absence of 
accurate cost accounting dara on department store instalment operations" and aware 
that the carrying charges genenlly applied by department and specialty Stores re
cently entering the field in an 888fCSSive manner are insuf6cient to make the inscal
ment purchaser pay his own way. This means that the cash cusromers pay pan of 
the COSt of sales to instalment CWitomers. Clyde William Phelps. Th, /otmltll of 
MMA,ti"" January 1938. p. 221. 

44. R,IIIil C"Jil SImI'" 1936, Domestic Commerce Series No. 98, U.S. Bweau 
of Foreign and Domestic Commerce. pp. 6, 7. 

4'. Crt.it Exlens;oll lUI. Blls;.,1S F.i/""s, Trade Information Bulletin No. 627. 
U.S. B\Uel.u of Fo .. ip and Domestic Comm""". 1929. p. 1. 
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b. CONSUMER CREDIT 

A large and growing part of the credit used in distribution goes 
to finance sales to the ultimate consumer. In the broadest sense 
consumer credit may be considered as including all credit extended 
to individuals, as contrasted with business £rms and institutions. 
In its more usual sense the term includes loans made or credit given 
to individual consumers to finance purchases of consumable goods 
and services. This would exclude consumer borrowing for purposes 
of investment in securities or real estate or for home construction. 

A recent estimate by F. R. Hoisington, jr.,46 on whose material 
this section is based, shows that the total amount of credit advanced 
to consumers for all purposes and outstanding at the end of 1937 
was $11.1 billion, as shown in Table 35.. The principal agencies ex
tending credit to consumers were: (1) retail stores doing an ordi
nary credit business, accounting for about $1.5 billion of the total 
outstandings, (2) instalment credit agencies, which account for 
about $3.1 billion, (3) commercial banks and several varieties of 
personal loan agencies, such as personal finance companies, indus
trial banks, pawn shops, credit unions, remedial loan associations, 
philanthropic loan funds, illegal lenders, etc., with aggregate loans 
of approximately $1.9 billion, and (4) agencieS making loans based 
on savings, such as life insurance companies and building and loan 
associations, with total outstandings of about $3.6 billion. In addi
tion, advances by relatives and friends were estimated at about $1 
billion. 

Credit for Consumption Purposes 
How much of this grand total of $11.1 billion is really consumer 

credit used for consumption purposes can only be guessed at. The 
$4.6 billion of retail charge accounts and instalment credit out
standing was obviously all used for that purpose. Results of a few 
scattered and limited studies also indicate that a large proportion 
of personal loans are actually made to finance the purchase of con· 
sumption goods and' services. An analysis made by the Household 

46. F. R. Hoisington. jr. Economist, International Telegraph and Telepbone Com .. 
pany. Wlpublished manusaipt. 1939. 
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Finance Corporation and the Beneficial Industrial Loan Corpora
tion (in 1934-1937) and the American Investment Company of 
Dlinois (in 1934-1935) of the purposes for which small loans were 
made showed that 50 per cent were probably for consumers' goods 
and most of the remainder for consumers' services.·7 If only 75 per 
cent of the $1.9 billion of loans made by commercial banks and 
personal loan agencies were for consumption purposes the esti
mated volume of consumer credit would be increased by more than 
$1.4 billion, bringing the total to about $6 billion. 

Building and loan association share loans and life insurance 
policy loans differ both in nature and purpose from other types of 
credit extended to consumers. Since they are based on paid-in values 
they are not loans in the true sense of the word for the borrower is 
really borrowing his own money, albeit he has to pay interest on it. 
Loans on building and loan shares are made largely for purchase 
of real estate, and the proceeds of life insurance loans are used for 
many purposes besides the purchase of consumers' goods-to buy 
securities or meer margin calls, to make a down payment on a 
house, and often to keep the policy in force when the policyholder 
is unable to meer premium payments. 

It is impossible to estimate how much of the money borrowed 
on insurance policies is consumer credit, but it is probably a sub
stantial share of the $3.4 billion outstanding on life insurance 
policy loans. A large part of the $1 billion loaned by relatives and 
friends goes also to meer consumption needs. On the whole, the 
total volume of consumer credit may be conservatively estimated 
as in excess of $7 billion and possibly as large as $9 billion. 

c. CONSUMBR CREDIT COSTS 

Consumer credit (with the exception of life insurance and other 
loans based on savings) COSts from two to six times as much as 

47. Rdinancing or CODSOlidatioa oJ deb, accounted for 24 per ceo.-borrowio& 
to payoff a number of charge accounts past due. "Non.durable consumers' goods" 
made up some 16 per cea, and "durable coosum.,.· soods" 14 per ceo •. Siclm ... 
and deaths (IS per cea,). paymeots oa mo_, taxeS, io..,..~ iosuraooe (13 
per cent). educational and uaveJ. moving and assisting relatives (11 per cent) were 
the chief reasoas for borrowing other than the purchase oJ consumer goods. Only 
7 per ceo. wele declared to be for business purposes. 
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business credit. This disparity is due neither to discrimination 
against the wage or salary earner nor to a large percentage of bad 
debts. Net losses of the three largest instalment companies, includ
ing repossession and resale expenses, amounted to less than two
thirds of one per cent in 1929,"" and the losses of petsonal finance 
companies and industrial banks were on the same order. 

Consumer credit costs more than business credit chiefly because 
it is a retail business. Just as coal bought by the bushel costs far 
more than by the car-load, so credit extended in amounts of $50 
to $500 usually costs several times as much per dollar as in larger 
sums. Most of the cost consists of the sales, clerical, accounting 
and legal expenses of handling the application, investigating the 
applicant and collecting the repayments.49 

Information on consumer credit costs is hard to get because lend
ers (often deliberately) fail to publish their charges except in such 
general terms that exact calcolation of rates is difficult. The adver
tising of many instalment selling and personal loan agencies is 
either vague or grossly misleading, describing the COSt with some 
such phrase as "twelve easy payments," "acrual cost" or "a reason
able charge." Where the cost is given as "6 per cent," what is usu
ally meant is 6 per cent of the original unpaid balance for an aver
age period of six and a half months (equal to more than 11 per 
cent a year). 

Because of the lack of definite information the average rates and 
amounts shown in Table 3 5 must be regarded as estimates and. in 
some cases as no more than rough approximations based on uncer
tain assumptions. Excluding loans based on savings by insurance 
companies, savings banks, etc., on which the rate is normally 6 per 
cent (except on new policies beginning in 1939 in a few jurisdic
tions), the estimated yearly interest cost on the $7.5 billion of 
"credit based on personal property and general credit" was nearly 
$1.1 billion, or an average of about 14 per cent. This average, how-

48. From an address by Dudley Cates, Commercial Invesanent Trust Company, 
before the American Management Association. New York, December U, 19:n. 

49. B ..... oery eJlicien. lender of smalll~The National City Bank-finds a 
department of ,SO men aDd women necessary to handle its yearly volume of '70 
million, This means one employee for each 400 customers, or one for every cwo 
applicaucms tha. go romplerely ··through rhe works" eoery day. 
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ever, conceals wide variations in the rates charged for various kinds 
of consumer credit. 

TABLE 35 

EsTIMATED AMOUNT OF CREDrr TO CoNSUMERS AND ApPROXIMATE 

AVERAGE RATE AND YEARLY CoST 

Estimated Apprmimate 
AmcnmtOut. Avenge Yearly 
standiDg at 
Eod of 1937 Rate "'" 

(1_ MiIliOlll) (I,. p" Cal) (1,. Millitnu) 
Credit based on personal property and gmer:al cmlit: 

Retailer and 6.nance compaay instalment credit $3.100- 15 $405 
Retailers' open acx:ounts 1,526· . 
AdYaDce!I by relatives aDd friends 1,000" '3. 30 
Commercial bank personall-ous (DOt segregated) 500- 0 '0 
Industrial banks (including Morris PlaD) ,..,. 10 62 
Persoo.al fmana companies 36Sr 34' 124 
Personallc.n departments of commen::iaJ :t.nb 262- 10' 20 
Pawnshop loans HOe 48 55 
Dlegallenders 100' 240 240 
Cftdit uniOllS 05' 12 11 
:Remedial JOBD assodatioas 35' 10 5 
PbiIa.othropic. employer, studellt aDd other !pedal 

loan funds 25- 0 
Am. 2- 2. 

Group totals 
Cftdit based OIl savings and otlIer reserves: 

7,510 1. 1,050 

Life iDSuraJ:lce policy loans 3,411 1 5.0 201 
Building and l-oan asociatiOD share loans lOS" 0 0 
Savings bank loans on pas!lboob .' 0 
Loans by other savings, 10m and iDvestmeDt companies SO' 0 3 

Group totals 3,574 210 

Grand totals 11,084 11 1,260-

a. Retail CftdIt Survey, 1937. DepartmeDt of Commerce. 
b. No direct charge. Indiftct cost to consumer uncertain. 
c. I.e Baron R. Foster, "Cftdit for Consumers." Public Affairs Pamphlet No.5, 1936, p. 21. 
d. Assuming half without interest and half at 6 per teDt net (some may charge more but Dot 

coUect it). 
e. Consumer CndIt Institute of America. Inc .• estimated from reports of 234 industrial banks 

together with survey of the Am.ericaII Industrial BaIlken A!sociatioa iIIdicating total number of 
banks aad rate of turnover. 

f. Coasumer Credit IDstitute of America, Inc., estimated from reports of slates haviDg penoaaI 
fiDabce laws. 

g. Weighted average rate charged by aD penou.al finaDce companies ill states reportiDg 54 per 
ceot of outstauding loans. 

h. Estimated by Consumer Credit Ib5litute of America, Inc., OD the basis of illcomplete surveys. 
i. Average tate charged by 256 tanb listed by Sutcliffe (T'e B4IIItm JI.,..-. August 1938). 
j. Consumer Credit Institute of America, Inc., estimated from reports to state baa.k.ing depart

ments from a majority of all credit UDioDS, and from Farm Credit Administratioo. for DOD-reporting 
credit uniollS. 

k. Annual report of National Assoclatioo of Remedial Loan Aasociatioas, Detroit, Michigan. 
1. Sped.'. Lile !1I$fINIIte V.,. ~. 1931, pp. 1036-1037. 
m. This estimated yearly cost of consumer deferred payments does DOt Include war vetmms' 

borrowings on government insurance. or the cost of deferred emlit 011 the purchase of real estate, 
which may represent an additional. two biUion doUan yearly (6 per teDt 00 $34.5 billioa mortgage 
doll.). 
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(1). Instalment Credit 
Instalment credit is one of the most imponant types of consumer 

credit. It may be extended direcrly by the retailer or more often by 
an instalment finance company. Under the usual contract the buyer 
makes a down payment and agrees to pay the remainder in equal 
monthly instalments over a period of twelve to twenty.four months 
or more. The lender retains a lien on the goods sold and may re
possess in case of default. Interest and other costs are not charged 
separately but are included in the total sum the borrower agrees to 
pay. Estimated average interest charges on instalment loans amount 
to about 15 per cent, or a yearly cost of $465 million on the $3.1 
billion outstanding. Obviously instalment purchases usually cost 
more than cash. Also prices and mark.ups of instalment goods in 
some lines of trade are higher than for corresponding goods sold 
for cash, partly perhaps because the seller encounters less sales re
sistance in selling on credit than in selling for cash. 

The cost of the instalment credit for automobiles is complicated 
by the inclusion of insurance in the price the buyer pays. Since the 
insurance is of value its cost should not be considered part of the 
cost of credit. However, there is a catch in many of these. insurance 
provisions, for the insurance must sometimf;S be purchased at 
higher rates than the buyer would have to pay for the same cover· 
age from responsible companies. On the other hand one of the 
large automobile manufacturers gives the borrower through its 
own insurance company the advantage of even lower rates than 
outside insurance companies. 

Instalment credit charges shown in the table have been adjusted 
to allow for these differences on the basis of typical New York 
City rates. The present insurance (comprehensive and $ 50 deducti· 
ble collision) charge on a Chevrolet in New York City (based on 
an f.o.b. factory price range of $601 to $700) is $38.70. Such insur· 
ance COSts $51.60 at manual rates, or about $45 from certain "out· 
side" companies. 

(2.). Retail Open Accounts 

Retail charge accounts have always been an imponant form of 
consumer credit. Ordinarily these accounts run for only short peri. 
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ods with payment for purchases during a month due on the first of 
the following month. But many customers take advantage of the 
leniency of retailers and of the faa that no interest is charged and 
allow bills to go unpaid for two or three months or longer. 

The real cost of credit extended by retail stores on charge ac
counts cannot be estimated because these expenses are a part of the 
general administrative costs of the organization. To the extent that 
operating COSts are increased by credit operation both the cash and 
credit customers must meet this additional cost in the form of 
higher prices. Buyers with charge accounts ordinarily can purchase 
from department and other stores at the same prices as the cash 
buyers pay. Some retailers claim that credit sales really cost no 
more, or less, than cash sales. It is said that the charge sale requires 
less of the buyer's and seller's time and that the saving in cost and 
risk of carrying cash and making change offsets the expenses of the 
credit department and credit losses. 

On the other hand cash stores probably sell at somewhat lower 
prices than many credit stores, one reason being the abuse of the 
return privilege by charge customers. If every customer were rea
sonable as well as honest the charge system might well be cheaper. 

(3). CommmiaJ Banks 

Commercial bank loans for consumption purposes are of two 
kinds. The first~rimated at about $500 million-is in no respect 
different from the usual business commercial loan. A borrower with 
satisfaaory credit standing or good collateral can discount his note 
for small sums whether the money is to be used for business or 
consumption purposes. 

Interest on regular commercial bank loans may be paid either at 
the time the loan is made or when it is repaid. Repayment is usu
ally in a lump sum, rather than in instalments. The rate of interest 
for small sums is commonly 6 per cent or on a discount basis, 6.38 
per cent. In these days of easy money, however, a bargaining bor
rower of good credit standing or with ample collateral can often 
obtain a loan for 5 per cent or even less on larger sums. 

Persons without credit standing or collateral may have access to 
the personal loan deparement. So far only a small proportion of all 
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commercial banks have established personal loan departments but 
the number is growing rapidly. Discount rates of the leading New 
York City banks range from 4 to 6 per cent, but the average rate 
charged by personal loan departments of commercial banks is prob
ably close to 10 per cent. 

With the amendment of the New York banking law in 1936 
legalizing 12 per cent per annum on unpaid balances a great im
perus was given to the establishment of personal loan departments. 
The resulting increased facilities and the greater volume of busi
ness have made it possible for some banks to furnish this service at 
lower rates than before. 

(4). Industrial Banks 

Industrial banks like the Morris Plan have always been an im
portant source of consumer credit for wage and salaty earners with
out assets or credit standing adequate for ordinaty bank loans. in
dustrial banks usually require one or more co-makers except on 
collateral loans. They usually discount a note for ten, twelve or 
fifteen months and refund less than the pro rata amount in case of 
earlier repayment. Thus they are expensive as a source of very 
short-term credit. The present charges of the Morris Plan Indus
trial Bank of New York for the typical co-maker loan are based on 
a discount of 6 per cent per annum, plus 2/5 to 2 per cent service 
charge, plus insurance. A $120 note repayable in fifteen monthly 
instalments of $8 is discounted for $107.10. If the insurance on 
$120 for an average of eight months is worth 58 cents (typical 
group insurance rine) the net cost is $12.32 for eight months' credit 
of $107.68 or at a rate equal to 17 per cent per annum. For col
lateral loans the cost may be as low as 6 per cent and certain other 
special types of loans are offered by the Morris Plan at rates from 
10 per cent to 14 per cent on the average amount loaned. 

Since rates outside New York are generally higher the estimated 
total of $350 million industrial bank credit outstanding probably 
costs the borrowers an average of about 16 per cent, or nearly three 
times the notrnal commercial bank discount rate on small business 
loans and half again as high as the average rate of personal loan 
departmenrs. 
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(5)". Personal Finance Companies 

Personal finance companies are generally the most costly legal 
source of credit to the borrower-except that instalment credit is 
often even more costly for amounts of less than $50. The standard 
personal loan contracr calls for repayment in ten months for loans 
of less than $50 and for twenty months in the case of larger loans. 
These are longer periods during which interest must be paid than 
for most instalment contracts, but the borrower is free to repay the 
loan in full at any time and is charged interest for only the time 
acrually elapsed on the actual loan balance. 

These companies offer the borrower the following advantages: 
(1) loans can be obtained in smaller amounts--somerimes as small 
as $25-than from other lenders, and (2) many borrowers can ob
tain a loan without security eXcept a wage assignment and a chattel 
mortgage on household effects, actual possession of which is re
tained by the borrower. No co-maker is required except usually the 
maker's wife or husband. Many of these borrowers could not bor-

. row elsewhere without securing one or more outside co-makers, 
which they may be unable or unwilling to do. Wage assignments 
are commonly limited to 10 per cent of wages, and in practice fore
closure on household goods is resorted to on fewer than 0.3 per 
cent of the loans made. 

(6). Pawnshops and Remedial Loan Societies 

Pawnbrokers advance sums of money secured by the pledge of 
jewelry or other personal property of value. The amount loaned is 
usually determined by the sale value of the pledge. Their investiga
tion and collection costs are small, but they have the additional ex· 
pense and risk of caring for the collateral. Such collateral usually 
may be sold if not redeemed within the period for which the loan 
was made-usually one year. Pawnbrokers' rates vary widely, since 
they are fixed by state laws. They range from one to 10 per cent 
per month and extra charges are frequently allowed. 

Many remedial loan societies make pawnbroking loans as well as 
loans on other forms of security. They usually are of semi-philan-



THE CoSTS OF FACILITATING AGENCIES 241 

thropic origin and operate on a limited dividend basis. Their 
charges on pawnbroking loans range from three-fourths of one per 
cent a month to 3 per cent a month. The Provident Loan Society of 
New York is the largest and best known of the remedial loan so
cieties. It has no stockholders, but is authorized. to pay interest not 
exceeding 6 per cent per annum on funds contributed for its use. 
Its charge to borrowers, of three-fourths of one per cent per month 
or 9 per cent per annum, is said to be the lowest known rate on 
loans secured by pledge of personal property. 

(7). Cf'edit Unions 

Credit unions offer credit at a reasonable rate of interest to those 
unable to borrow on a business basis or without collateral as re
quired by the commercial agencies. Operating expenses are usually 
low compared with other agencies because of their cooperative 
setup, because loan investigation costs are less, because most of 
their clerical labor, and often rent, is obtained free and-in the case 
of federally chartered ones-because of taX exemption. A co-maker, 
or collateral acceptable to the credit committee, is generally re
quired on a loan of $ 50 or more in excess of the value of shares 
held. Credit union charges cannot exceed one.per cent a month on 
unpaid balances or 6 per cent discounted (about 11.78 per cent per 
annum, since loans are repayable in instalments). Laws generally 
require refunding of interest for discounted loans repaid in less 
than the full period. Hence credit unions are a source of cheap 
credit for personal loans. 

Axias (or Achtziahs) are a form of personal loan agency, fre
quently used by immigrants (especially Hebrews) before the 
World War, but now of dwindling importance. 

(8). Othf!f' Types of Consumef' Loans 

The various other kinds of consumer credit-exclusive of that 
based on insurance policies and other savings accumulated by the 
borrower--constitute a relarively unimportant share of the total 
amount outstanding. Since insurance and savings are the safest col
lateral in the world from the lender's standpoint, the six per cent 
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rate charged for this type of loan is lower than for other kinds of 
consumer credit. Even so, it might often be wiser for the borrower 
to cash in the underlying security rather than to borrow on it (pro
viding that in the case of life insurance he is able to pass the ex
amination for a new policy) unless the loan is to be repaid 
promptly. 

Illegal lenders still flourish in many communities in spite of in
creasing competition from legitimate organizations providing con
sumer credit. They charge scandalous rates, 50 that the toll they 
extract from borrowers is undoubtedly a substantial one in spite of 
the fact that the total of this type of loans is relatively not large. 

Estimating the amount of loans between friends and relatives, or 
the average rates charged, can be little more than guesswork. The 
total outstanding at anyone time, however, is probably larger than 
the outstandings of many of the institutional forms of consumer 
credit. The average interest paid on such loans is probably low
if for no other reason than because neither the interest nor the 

. principal is paid in many instances. 

d. EFFECTS OF CONSUMER. CREDIT ON DISTRIBUTION 

What influence has the expanding use of consumer credit had on 
the processes and costs of distribution? This question has not yet 
been adequately explored, and until comprehensive data become 
available it is impossible to do more than speculate about it. 

The first and most obvious effect of instalment selling, of 
course, is to add service and interest charges to the price the con
sumer has to pay. As we have seen, these charges are substantial
usually several times as high as the return which the same con
sumer receives on his own savings. So far as the individual is con
cerned, he could save money by "borrowing" his own savings and 
"repaying" himself, or by deferring the purchase until he has ac
cumulated enough money to pay cash_ But these alternatives to the 
"easy payment plan" involve either the disadvantage of waiting or 
the exercise of will power, or both. 

The charge for consumer credit, therefore, is what the buyer 
pays for the "economic service" involved in providing him now 
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with goods he might othetwise have to wait for and in compelling 
him to save enough to pay for them after they have been delivered, 
rather than before. So long as the consumer is aware of the alter
natives offered to him and fully understands what he is paying for 
and how much he is paying for it, consumer credit cannot be re
garded as more wasteful or unnecessary than any other distributive 
cost. When the credit charges are concealed in the purchase price, 
however, or the buyer is misled or deceived as to the terms of the 
contraa, the situation is exaaly the same as if there were misrepre
sentation of the nature of the product itself. 

However, in spite of the faa that some consumers could save 
money by paying cash instead of buying on the instalment plan, it 
is undoubtedly true that many families with stnall incomes would 
find it diflicult or impossible ever to accumulate enough money to 
make a lump sum payment for a high-priced article like an auto
mobile or electric refrigerator. Without the possibility of buying 
such produas with small (and compulsory) monthly payments 
many families would be unable to own them; and the money they 
now spend for them would be spent for other purposes. On the 
other hand it is undeniable that, from the standpoint of the bor
rower, consumer credit is unwisely extended in many cases. With 
a shrinkage of family income, repayments on the debt contraa be
come a burdensome item in the family budget. But they must be 
met in order to avoid repossession even though this may involve 
curtailment of more necessitous expenditures. 

Instalment financing and consumer credit have unquestionably 
had an important effea in widening the market and increasing "de: 
mand for many kinds of household and other durable goods which 
sell for high unit prices. This in turn has probably made possible 
the economies of mass produaion and resulted in lower selling 
prices than if the market for these goods were limited to those able 
and willing to pay cash for them. The effects of consumer credit on 
prices and costs-like those of advertising-are complex and 
varied. While these charges add directly to the price consumers 
pay, the indirea effea of consumer credit has probably been to 

widen the market and thus lower COSts and prices. 
By stimulating the demand for the kinds of goods sold on the 
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instalment plan, consumer credit may cause a shrinkage in the de
mand for other types of goods. Here again the effects on con
sumers' choices and on the distribution of consumer expenditures 
is not clear, but there is some evidence that sales of jewelry and 
other products have been relatively depressed by the development 
of instalment selling for durable household goods.'o Under certain 
conditions, however, as when capital facilities, labor, and bank 
credit are in ample supply, an increase in the demand for one kind 
of goods-whether induced by consumer credit or by other means 
-will cause an increase, rather than a shrinkage, in the demand 
for other goods. . 

Another question which needs investigation is the extent to 
which instalment and other forms of consumer credit help to 
stabilize the flow of consumers' purchasing power and the opera
tion of industries and trades producing and distributing instalment 
goods. It seems evident that the demand for consumers' durable 
goods, and therefore production and employment in the industries 
supplying them, would be subject to much wider fluctuations 

. through the different phases of the business cycle if these goods 
had to be paid for in full on delivery. This in turn might result in 
higher costs and prices. 

Any valid appraisal of consumer credit and of its effects not only 
on the individuals directly concerned, but on the whole system of 
distribution, cannot be rendered without a more searching ex
amination than has been possible in this survey. FortUnately the 
forthcoming report of the Russell Sage Foundation and the com
prehensive series of studies of consumer credit now being carried 
on by the National Bureau of Economic Research promise to pro
vide much of the information needed for such an evaluation. 

'0. Unpublished letter, May 11, 1939, from Rolf NU8en~ Director of Consumer 
Credit Studies of the Russell Sage FOundatiOD. 



Chapter 9 

GOVERNMENT REGULATION OF DISTRIBUTION 

No STUDY of distribution and its costs can ignore the effects of the 
increasing interVention of government in the conduct of private 
business. Since regulation of business necessarily affects distribu
tion costs, at least an exploratory glance at its relation to them is 
essential to the purposes of this stody. 

Outstanding among the laws affecting distribution are the Sher
man Law, the Federal Trade Commission Act, the Gayton Act, the 
National Industrial Recovery Act, the Robinson·Patman and 
Borah-Van Nuys actS, the state fair trade laws and their federal 
corollary, the Miller.Tydings Act, state unfair practice laws and 
various chain store taX laws. 

The cumulative effect of these legislative interventions, adminis
trative orders and court decisions has been to make business be
havior something different than it would otherwise have been. 
The sensitive item of COstS has been touched again and again. 
Nevertheless, measurements are diflicult. Conclusions about the 
long.term results are still speculative, while even those on today's 
happenings must rest on inadequate evidence. 

The Effects of Legislation 
Their effects must be tested not only in terms of their immediate 

impact on business practices, but also of their influence on the 
character of economic evolution. By the second test an immediate 
increase in cost may be justified if some ultimately sound social 
purpose is also served. 

For example, a large company might be able to CUt prices in a 
particular locality below an independent competing concem
especially if it can make up for the loss by charging more else
where, and eventually, in that identical community. To prevent 

245 



246 DoES DtsumunoNCosTTooMucu? 

this prire<ntting wonId increase prices in that axomunity. Bot the 
petty cash loss would be nnimpotWll wbeo axnpamI wUh the 
mainrmaoce of a healthy WlIlpditiwe smxmre.. 

This issue .... as sealed Ioog ago and the paaia: of desuuaive 
prire<ntting is DOW J3Je.. Bot the re2SOOing bas beat used time 
and time again in beba1f of new sdJemes ID prorea: c:nmperiuxs 
from mmperirion It is in the name of this same principle
mainrenana of a souod mmpeUtive saoawe--dw: priI:e dis
criminarioo. resaJe pOre maimnwve and loss ~ axumIs are 
defeoded. 

That soch Jaws amxnplish the immrdiate pupose of lifting 
prices is hardly ID be doubred, even though cridcoce ClIl the em:m 
of the increase is sOll fragmema'J and oftm panism. Gaming 
that the increases ClIl prom:mI articles are pardy offset by ~ 
prices 00 merchandise IK ID 0ISI00IeIS DOt direaly involved, Ill: by 
decreases ClIl Ihese seIf-same articles in some types of Ioalities, 
the oet balance of pOre _ is and was a:peaed ID be up
ward. Congress is aware of this possibiliry. bot its suoogest defense 
is its obligation ID preserve fair mmperirioo.. H this is dooe, it is 
mnreoded that prices will amnmarically find their rigbllevd. 

10 praaia; therefore, prices are probably Dised SIIIIIeWha by 
the political samgth of business groups demanding and geuing 
1egisIative help. This is defeoded ClIl the grounds that the paaia: 
of desauaive prire<ntting tends ID subsrimre mere power foc dIi
cieocy as the determinaot of mmpeWive swvinl. 1'bese are DOt 

read.ily measurable reons, and in Wee pages the On IIOlSla .. PC of
fered in suppon of diem will be eumin...J The faa: that the mst 
of such measures ID anqnners is immrdi .... and Wible pba:s the 
burden of proof ClIl those who advoare IegisIarive mmroI of dis
trihwioo~ 

1. PaESsuu GIlouPs 

Most of me business laws dismssed in this mapa:r c::ame out of 
the changing fortunes of mmpeUtive groups.lu rimes it migbl al
IDOSl be said that panicuIar groups bemme effective in polilics ID 
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What Is the Consumer Interest? 
The consuming public, with the principal stake in this struggle, 

has had relatively little to say about it. Its passive attitude must 
be taken to mean that the issues involved seldom stir it to the point 
of indignation. Such public sentiment as does exist seems to derive 
from traditional doctrine, sympathy for the underdog in the strug
gle, and personal advanrage. 

The early trust-busting campaigns established in the public mind 
the dOCtrine that monopoly and conspiracy are bad. As for sympa
thy, it is human nature to favor the little fellow. But the personal 
advantage of buyers leads them to favor low prices-which they 
generally feel they have received from the mass distributors. In 
spite of this, the public has not expressed itself vigorously against 
price-fixing or price-supporting laws. Resale price maintenance 
laws, for example, have undoubtedly brought visible rises in the 
price of well-known staples, without regard for the moment to 
equally visible decreases in other prices. Yet quite a number of 
manufacturers and rerailers report that consumer protest over such 
increases has been unexpectedly light. 

Consumers are probably scarcely aware of what has happened. 
Chain store tax laws submitted to popular referenda have been 
upheld in some states and defeated in others; and the outcome 
seems to depeod more on political manipulation than on consumer 
self-interest. Professor Paul D. Converse receotly made an inquiry 
into chain and indepeodeot prices which included a cross-section
ing of consumer opinion, 1 and discovered that relatively few con
sumers were either definitely favorable or unfavorable to chain 
srores. 

In passing laws regulating distribution, Congress must do its 
best to reconcile the conflicting interests of its constituents with 
each other and with inherited principles. Whatever the real effect 
of such laws may be, however, and whatever special group they 
may protecr, they are always passed in the name of competition
competition as free as emergeocies and urgent human needs will 
permit. The anti-trust laws were passed to preveot large producers 

1. P. D. Converse, "Prices and Services of Chain and Independent Srores in 
Champaign.Urbana, 1937," Tb'lo_1Il of MMillmg, January 1938, p. 197. 
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from stifling the small. Anti-price discrimination and price main
tenance laws have been passed to prevent large distributors from 
stifling the small. Whatever the results the preservation of a clear 
field for individual initiative has always been the announced ob
jective. 

2. THE LAws 

The original anti-trust laws were stimulated by a wave of merg
ers, combinations and agreements and alleged monopolistic con
trols of prices, production and markets. Today the attack is against 
the giants in distribution, for the purpose of holding up prices. 
The public attimde on plain morality in business, already ex
pressed in common law, has projected itself increasingly into all 
manner of legislative and administrative assaults on fraud and 
misrepresentation. 

Early measures were designed as structural barriers against ex
cessive gtowth. Today's laws deal increasingly with business poli
cies. The 1914 prohibition of tying contracts and of certain forms 
of price discrimination set an early precedent. Instead of seeking 
to check size directly, recent legislation aims to curb internal prac
tices such as price discrimination and loss leaders, through which 
the power of vast size is supposed to exert itself in uneconomic 
forms. A rerum to the earlier principle of direct attack on size is 
suggested by the current effort to enforce the anti-trust laws and 
to penalize big distributors through taXation. 

a. THE SHERMAN AND FEDERAL TRADE COMMISSION ACTS . 

Under the Sherman Acr of 1890 contracts, combinations, or con
spiracies in restraint of trade, as well as acmal monopolies or at
tempts to monopoli2e, were declared illegal. In 1914 Congress set 
up the Federal Trade Commission in an act outlawing "unfair 
methods of competition in commerce." The Commission was given 
power to put an end to such methods through so-called "cease and 
desist" orders which, however. were to be subject to judicial re
view. The Commission was also expected to help in various ways 
in enforcing the anti-trust laws. The original act was amended in 
the spring of 1938 to overcome diBicuities that had developed and 
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to cope with new problems which Congress decided to place under 
the Commission's jurisdiction. 

The Commission was given the right to proceed against decep
tive or other unfair practices whether or not competitors were in
jured. Its cease and desist orders were made Dnal if court review 
was not sought by the respondent within sixty days after issuance; 
a $5,000 civil penalty was provided for each violation of a cease 
and desist order after it became Dnal; and the Commission's con
trol over false advertising of food, drugs, devices and cosmetics 
was elaborately strengthened. Cenain minor corrections were 
made in the law to improve the Commission's legal footing in its 
skirmishes with suspected wrongdoers. 

b. THB CLAYTON ACf AND THB NRA 

Hard on the heels of the Federal Trade Commission law came 
the Clayton Act in 1914. One of its most notable features was the 
famous Section II forbidding cenain types of price discrimination. 
The Clayton Act also banned tying contracts, under which buyers 

. were in effect required to purchase a seller's supplementary lines 
in order to get the item or items they wanted. Restrictions were 
placed on the acquisition by a corporation of the stocks of its com
petitors and on interlocking directorates in competing corpora
tions. Enforcement of these provisions was made the responsibility 
of the Federal Trade Commission. 

In 1933 these relatively mild controls were overwhelmed by the 
National Industrial Recovery Act. But NRA was essentially a de
pression phenomenon; while it borrowed some of the phrases of 
earlier laws it was essentially a release from them. Every part of it 
had a root somewhere in the history of compromise between free 
and regulated competition, but the growth was wild. In its more 
publicized aspects, it was falling back toward original principles 
long before the Schechter decision put an end to it. Its principal 
sponsors, however, while apptoving and even directing this retreat 
to earlier principles, never ceased to believe in the need for discre
tion in handling diverse industrial problems. After the death of 
NRA, the old Struggles were resumed in their separate and origi
nal arenas. 
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C. THE ROBINSON-PATMAN Ac:r 

The firSt legislative attempt to deal with price discrimination 
(Section II of the Oayton Act, 1914) met with indifferent success. 
Dissatisfaction of many wholesale and retail dealers, with whom 
a large number of manufacturers passively sympathized, finally led 
to sweeping modificatiollS in the summer of 1936 in the form of 
the Robinson-Pattnan and Borah-Van Nuys acrs. The principles of 
these acrs were reproduced in many of the states in the guise of 
anti-discrimination or unfair practice acrs. 

The Clayton Act had forbidden price discrimination in com
modities of the same grade, quality, or quantity, where such dis
crimination was capable of lessening competition, except for due 
allowance for differences in the cost of selling or of transportation. 
The first major contribution of the Robinson-Pattnan Act was a 
new emphasis on quantity. It was made very clear that a small 
difference in quantity could not justify an unlimited differential in 
price. In computing such differentials only due allowance could be 
made for differences in the cost of manufacture, sales, or delivery, 
resulting from the different methods or quantities involved. The 
second radical change was to make exceptional discounts (as thus 
defined) unlawful if it could be shown that individual competitors 
were substantially injured, whether or not the effectS were general. 
This at any rate was probably the intention of the law's sponsors, 
although in most of the cases heard to date the Federal Trade 
Commission has continued to look for evidence of a fairly wide 
import. 

Payment of brokerage by sellers or buyers to the other parrY in 
the transaction, except for services rendered, was forbidden. Ad
vertising allowances and special sales aids had to be dispensed on 
proportionally equal terms. "Knowing" buyers were made equally 
guilty with sellers in case of violation. These specifications were 
qualified in various ways and supplemented by other provisions. 

d. THE BORAH-VAN NUYS ACT 

The Borah-Van Nuys Act was passed as a part of the Robinson
Pattnan Act and with the same general intent, principally as a 
political compromise between opposing beliefs as to how the prob-
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lem should be handled. In reality it constitutes separate legislation 
and thus far has seldom been invoked. 

This act forbids disctiminatory discounts, rebates, allowances or 
advertising service charges on goods of like grade, quality, or 
quantity. It prohibits both geographical discrimination and unrea
sonably low prices, if for the purpose of destroying competition. 

Despite the similarity in approach there are several sharp dis
tinctions betWeen the Robinson-Patman and the Borah-Van Nuys 
acts. The Robinson-Patman Act amends Section II of the Clayton 
Act while the Borah-Van Nuys Act is independent legislation. The 
first creates a civil liability, the second a criminal liability. The 
first forbids discrimination on goods of like grade or quality while 
the second clings to the language of the original Clayton Act and 
forbids discrimination on goods of like grade, quality, and quan
tity. Presumably so long as there is a difference in the quantity 
purchased by competing customers the first clause of the Borah
Van Nuys law will not apply. 

The Robinson-Patman Act condemns a discrimination only if 
. the effect is to injure competition in the ways above speci.6.ed, 

while the Borah-Van Nuys Act makes the kinds of discrimination 
with which it deals unlawful under any circumstances. 

The Robinson-Patman Act says nothing about sales at unreason
ably low prices. The Borah-Van Nuys Act makes no specific refer
ence to so-called dummy brokerage commissions, but may include 
them by implication. There are also a number of procedural 
differences. 

e. RESALE PRICE MAINTENANCE LAWS 

Resale price maintenance legislation differs from the foregoing 
measures in two important respects: (1) it withdraws a specified 
area from the jurisdiction of the anti-trUSt laws rather than adds 
to it, and (2) it originated with the states and culminated in fed
erallaw instead of being primarily a Washingron conception. Fair 
trade laws with the general purpose of permitting sellers to name 
the prices at which their goods may be sold or resold have been 
passed by forty-four states. 

In the main they follow twO basic and related forms, although 
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with many individual variations. Outstanding charaaeristics are: 
(1) merchandise so privileged must be trade-marked and must be 
in free and open competition with other commodities of the same 
general class; and (2) -their most radical departure from previous 
legal concepts-distributors and dealers who do not themselves 
contraa to observe a designated resale price are bound neverthe
less if duly informed of the existence of such a contraa in their 
stare. Pains were taken in virtually all of the state laws to bar price 
agreements betWeen or among direa competitors. 

The Miller-Tydings Aa effective August 17, 1937, is a federal 
statute. It was passed to exempt from the federal anti-trust laws 
such maintenance of resale prices as might be "lawful as applied 
to intrastate transaaions, under any statute, law or public policy 
now or hereafter in effea in any State . . . in which such resale 
is to be made, or to which the commodity is to be transpotted for 
such resale. . . ." 

Floor-price laws are also stare creations. They are nominally an 
inheritance from the loss leader provisions of the NRA. In reality 
their history reaches far back to the early days of chain store 
growth when the still older praaice of selling popular goods at 
attraaive prices was systematized on a wide scale and backed by 
heavy, but dexterous, advertising. Twenty-one -states have now put 
curbs on the use of this device, usually by forbidding sales below 
invoice price plus vatying mark-ups figured in various ways. 

f. CHAIN STORE TAX LAWS 

In point of intensity, the chain store taX movement seecns to 
climax the independents' legislative onslaught on their favorite 
adversary. It dispenses with the protective coloring of such terms 
as fair and unfair, and virtually challenges the right of the chains 
to exist. 

Chain store taXes have already been imposed in twenty-two 
states, although even this substantial figure does not include a, 
number of States whose general business taxes, such as licenses and 
warehouse fees, happen to have a particularly sharp incidence on 
chain stores, The diversity in methods and rates among these states 
is so great as to preclude any itemized account. As a rule, however, 
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chains are taxed by these laws on a steeply graduated scale in ac
cordance either with the number of stores in the state or with the 
total number in the United States. 

g. LAWS RESTRICTING INTERSTATE TRADE 

The power of regulating interstate commerce, granted to the 
federal government by the Constitution, has been challenged in 
recent years by a multitude of state laws which constitute serious 
barriers to trade among the states. Most of these laws, passed since 
the low point of the depression in an effort to protect home indus
try, have taken the form of prohibitions,. taxes and regulations 
imposed on the use or employment within the state of products, 
services and even persons from other states. These restrictive laws 
have taken a variety of forms, most of them clearly based on the 
rights of the states to regulate business within their own borders, 
but some of them of doubtful constitutionality. 

The adoption of sales taxes by many states during the depres
sion resulted in a loss of retail business to retail merchants in cities 
near the borders of other states with lower taxes. This situation led 
the State of Washingron to impose a "use tu" on "foreign" prod
ucts equivalent to its sales tax, and this legislation, after being up
held by the Supreme Court, was copied by several other states. 
Many states have passed laws prohibiting the use of produces from 
other states in public purchases or providing preference for home 
products, and these laws have led to retaliatoty legislation in 
neighboring states. Several states tax out-of-state corporations at a 
higher rate than the tax imposed on domestic business. 

"Foreign" products competing with local industries have some
times been taxed prohibitively, and quarantine regulations against 
plant and animal diseases have been converted into what amount 
to embargoes against the produce of other states. Motor vehicle 
regulations and tax laws and the establishment of "pores of entry" 
in some states have raised serious obstacles to interstate trucking. 
These restrictive laws have taken many other forms, including 
restrictions and special taxes on liquor produced in other states, 
requirements that even finished produces locally produced contain 
a minimum percentage of local materials, and in some cases pro-
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hibitions against the export of produces such as elearie power in 
an effort to induce the migration of industry to the state. 

Although this drift toward state-ism has to make its way against 
American traditions and Constitutional limitations, state legisla
tures have professed to find authority for their restriaive measures 
in the taXing and police powers, general regulatory powers in the 
interest of public safety and morals, and proprierary powers touch
ing conservation of resources and ownership of public works. The 
coUrtS have not yer fixed definite limits to their use of these powers. 
The Twenty-First Amendment has been construed to give the state 
complere control over the liquor business. The compensatory use 
tax has been upheld by the Supreme Courr. The Nebbia decision 
declared the milk industry to be alIeaed with a public interest and 
within the regulatory powers of the states. Preferential treatment 
of resident workmen and materials has been found legally proper. 
The Commerce Gause has not been construed to prevent the states, 
owners of their own highways, from requiring special compensa
tion for their use by residents of other states. Powers of exclusiou 
have been affirmed to permit individual states to establish ports of 
entry. In sundry other respeas the coUrtS have found themselves 
obliged to tolerate discriminatory aas that the Constitution had 
not been popularly regarded as sanaioning. 

3. GoVERNMENT REGULATION 

IssUES, CoNTROLS, AND EFFECTS 

How have business and the consumer been alIeaed by· the 
welter of laws passed during the last half-century? It is impossible 
to relate the history of each attempt to regulate business in terms 
of a specific statute. One praaice may be regulated by several laws, 
and succeeding statutes have been forever catching up with the 
effeas of earlier regulation. For example, the monopoly problem 
is attacked through the Sherman Act as a product of "combina
tions in restraint of trade"; through the Gayton and Robinson
Patman aas as a prQduct of "tying contracts" and "stock acquisi
tions" and "price discrimination"; and through the Federal Trade 
Commission Ace as a product of unfair praaices. On the other 
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hand, the adoption of the Miller-Tydings Aa was furthered by the 
overly rigid ban of the Sherman Aa on resale price maintenance. 

Then too, these laws cannot be read apart from the judicial in
terpretations that over the years supply them with content. Con
gress cannot always foresee the eHeas of simple rules on a bewil
dering variety of special situations. It therefore takes refuge at 
times in the enunciation of general principles and figuratively 
hands the pen to administrative agencies and the 'courts-by which 
the writing goes on and on. 

Even where Congress attempts to be specific, someone must 
exercise discretion. For the discharge of this duty Congress origi
nally set up a body responsible to itself-the Federal Trade Com
mission-but with the power of final review vested in the courts. 
As matters developed, the interpretative powers of the Commis
sion itself were subjeaed more and more to judicial scrutiny. There 
is more actual anti-trust law in court archives today than on the 
statute books and for an understanding of events it is necessary to 
examine both records. 

Thus business praaice and business policy have been pulled and 
hauled for the past forty years by legislative intentions, judicial 
opinions and, in spite of both, perhaps by some sort of predestina
tion. All of these laws have had an effea-sometimes direa, more 
often indirea-cn the prices the consumer has to pay. If a trans
aaion was betWeen producers the price became a primary cost in 
the next process. If in the channels of distribution, it perforce fil
tered through to consumers and left them with more-cr less-
cash on hand for the satisfaaion of other needs. Each praaice 
with which the laws dealt was leaving some kind of mark so that 
either the success or failure of these laws was certain to change 
the configuration of the business world. But it is easier to see the 
inevitability of these effeas than to measure them. 

The best way to study the effeas of these laws is to consider the 
praaices which the laws sought to regulate or control. The fol
lowing sub-sections briefly review the consequences of govern
ment control over various phases of distribution-as far as the 
available evidence pertnits. 
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a. BUSINESS SIZE 

In the Sherman Aa Congress set its hand against immensity in 
business, or more specifically against monopoly, conspiracy, and 
restraint of trade, which were believed frequently to be the instru
ments or consequences of excessive size even though not confined 
to it. Its sponsors felt th,u among the evils of size was undue con
trol over prices. But whether prices have been raised or lowered by 
large-scale operations has been bitterly debated from that day to 
this. 

Possibly the main cause of administrative concern at the mo
ment, as expressed in the creation of the Temporary National 
Economic Committee, is the prevailing heavy industrial unemploy
ment. It is argued in some quarters that bigness is largely respon
sible for rigid prices and that rigid prices are responsible for stag
nant produaion in a period of declining demand. 

Rigid prices it is claimed result when a small number of con
cerns control the bulk of the market, and when price leadership 
on the part of one or more of them is so pronounced as virtually to 
set or influence the price policies of all other units in the industry. 
With administered prices kept rigid by artificial means the only 
free factors in periods of economic strain are produaion and em
ployment. 

The friends of bigness do not agree that mere size is responsible 
in any major sense for price rigidities. They contend that the prices 
of durable goods, for example, have always been more or less rigid 
and that at least one of the major sources of price inflexibility is in 
the inflexible demand for such goods in periods of declining busi
ness. It is further maintained that increasingly inflexible elements 
of cost such as high taxes, rigid wages and social security charges, 
must bear a considerable share of the responsibility for rigid 
price struaures. With respea to the narrow question of rigidity, 
as such, they point out that many of the supposed rigid prices are 
really no more than formal or dummy quotations and that a great 
deal of trading and shading goes on beneath the surface; also, re
versing the argument; that the price schedules of the larger con
cerns aaually serve as an umbrella for small competitors and so 
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help to preserve rather than destroy economic opportunity. 
Perhaps the greatest resentment is against the effort to confine 

the bigness issue to prices. Big business asks to be judged on the 
basis of its social contributions in the form of increasing output, 
improved quality of goods and services, better treatment of labor, 
and greater efficiency. It is convinced that the costs of production 
and distribution have been substantially reduced by large-scale 
operations and that this contribution to the public welfare is infi
nitely more important than such share of the price rigidities of any 
given moment as may be .legitimately charged to bigness. 

The Laws Against Size 
Efforts to control and limit size by specific statutes were made 

by the states long before 1890, when Congress passed the Sherman 
Law prohibiting conspiracies and combinations in restraint of 
trade. A few private suits had also found their way into the federal 
courts and some agreements in restraint of trade were invalidated 
because contrary to public policy. But the courts soon deflected 
what was the apparent purpose of Congress in passing the Sher
man Act. In 1895 the Supreme Court decided that manufacturing 
was not commerce and was therefore not subject to federal re
straints unless carried on in such a way in one state as to produce 
serious effects on the commerce in other states as well'> During the 
next few years some of our largest consolidations were effected. 

The first important break in this lice of reasoning came in a 
1904 case' in which a holding company formed for the purpose of 
controlling businesses that could not be controlled directly was 
adjudged to be in violation of the anti-trUst laws. 

The situation was further confused by the injection in 1911 of 
the famous "rule of reason," under which the Supreme Court as
sumed an obligation to distinguish between contracts and combina
tions which unreasonably restrained trade and those which were 
beneficial or harmless.4 This dietum lighted controversial fires that 

2. U.i",/ Sill", ... B. C. K.ighl (156 u.s. 1), 1895. 
~. ND"h.." Sot",i';., ... Uni"tI Slid., (19~ u.s. 197), 1904. 
4. SI .. tI.,tI Oil Co .... U.i"t/ SIM., (221 U.S. 1), 1911; Unil" S""., ... Am";' 

••• rob« •• CD. (221 U.S. 106), 1911. 
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still bum brighdy today. Officials of the present administration 
have said that qualifications of this type have turned the anti-truSt 
laws into "theological tracts on corporate morality." Back in 1914 
agitation of the same type contributed to the passage of the Fed
eral Trade Commission and Oayton acts. 

The Federal Trade Commission presumably was intended to 
have power to suppress specific practices which in its opinion 
worked toward monopoly. But its area of discretion has been 
sharply limited by such rulings as: "It is for the Courts, not the 
Commission, ultimately to determine as a matter of law what (un
fair methods of competition) include.'" 

The Commission's mandate under the Oayton Aa to prevent 
corporate stock acquisitions under certain conditions was similarly 
circumscribed. One of the court's pertinent rulings on this point 
was that it was beyond the power of the Commission to order a 
divestiture of physical properties.6 It therefore became possible to 
acquire stock in apparent violation of the Oayton Aa, vote it so 
as to accomplish a physical merger of the assets, and then claim 
lack of jurisdiction of the Federal Trade Commission. Similarly, 
there was considerable judicial churning over the Oayton Aa's 
prohibition .of tying contracts and exclusive dealings although the 
eventual trend, particularly in the case of the ·former, was toward 
their condemnation if substantial injury to competition threatened.' 

Effects of the Anti-Trllst Laws 
For fifty years the effort to keep business units from becoming 

toO powerful has been a cornerstone of our national policy,· and 

5. id.,41 T,u. Com",i1Jio. v. GrdlZ (253 U.S. 421, (27), 1920. 
6. Thai,h., MMltt/ .. ,"';.g Co. v. P.d.,41 T,u. Commissio. and Swif' & Co. v. 

P.d.,41 T,tUl< Commissio. (272 u.s. 554), 1926. 
A,.,... Hm & H.g_ BJm,;, Co. v. P.d.,41 Trod. Commission (291 u.s. 

587), 1934. 
7. H-, v. A. B. Di,1 Co. (224 U.S. i), 1912. 
U.i,d S, .... v. Wins/o", (227 u.s. 202), 1913. 
Mo'ion Pi".,. P ...... Co. v. U.i • .,.41 Pi/,. Co. (243 u.s. 502), 1917. 
U.i,d Shoe MMhin." CorP., .. i •• , .. 41. v. U.il<ll S, .... (258 u.s. (51), 1922. 
S, .. .J.ml P",hio. C •• ... M.""" .. Ho",' •• Co. (258 u.s. 346), 1922. 
B .. ,.,i,1I CO. Y. P.JfflII T,u. Commission (4 P 2d 910) (CCA 2d 1925); cor

tiozari denied (267 U.s. 602), 1925, 



260 DOES DISTRIBUTION CoST Too MUCH? 

for fifty years the success of business units in becoming big and 
powerful has been a cornerstone of our national pride. 

In a perverse way the anti-trust laws themselves, as judicially 
construed, may have helped rather than discouraged business con
centration. Large size in itself-as long as it involved no monop
oly-was declared not to be unlawful." But small concerns were 
forbidden to agree on price, output or market policies. Hence 
when business felt it necessaty to do any of these things it became 
simpler to merge rather than flout the law of the land. 

Most of these issues concern bigness in production. The Sher
man Act has scarcely interfered with the mass distributors. That 
has been left for the more recent statutes imposed by hostile and 
sometimes desperate small dealers. Two reasons for this apparent 
incongruity stand out. 

First, the growth of the mass distributors has been accompanied 
by an unceasing fanfare concerning their economies and lower 
·prices. The public has been taught to be as tolerant toward them 
as it was indignant toward the producers. Under the battering of 
organized opposition this attitude may be changing although there 

'has not yer been a conclusive showdown. Second, from the legal 
as well as economic standpoint no single mass distributor is mo
nopolistic. No one of them contrOls more than a small fraction of 
the great retail market and their competition with each other is 
usually as relendess as the most wisrful classical economist could 
desire. 

But there is a deeper issue than individual monopoly. The mass 
distributors have taken command in many retail markets. Inde
pendent dealers are losing ground to the chains and mail-order 
houses and manufacturer-owned oudets in many retail fields such 
as automobile tires, oil and gasoline, groceries, and lately in drugs 
and hardware and other lines. 

There is no evidence of monopoly in a legal sense in any of 
these situations, but neither is there that democratic swarm of 
small entrepreneurs that has been the dream of many of the ene
mies of size. They are hardly satisfied with a mere escape from 
monopoly. To them it is just as important to keep business open 

8. Uni,.J SlfII.! v. Uni,.. SlfII,! StIll C.,porfllioll (lSI U.S. 417, 4'1). 1920. 
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to new and small enterprises and to forestall the conversion of 
the country into a nation of employees as merely to prevent q,n
centration. This is the issue which is being fought out not under 
experimental interpretations of the Sherman, Oayton, and Federal 
Trade Commission aas, but under the more forthright attacks em
bodied in anti-price discrimination, resale price maintenance, and 
chain store taX laws. 

That individual producers and distributors are now mighty be
yond the dreams of those who once thought to keep them small 
by law is self-evident. Unquestionably American business enter
prises are big, and the only choices left open to the will of the 
people are to decide whether their net effeas are good or ill, and 
if ill, whether to try to break them up, assume greater control over 
them, or let them alone in the fear of hampering their productivity 
to a greater extent than could be compensated for by the salvage 
of an ideal. 

b. PRICE-FIXING 

Price-fixing in the sense used here means a definite agreement 
or understanding to maintain prices and should not be confused 
with "price leadership" exercised by a dominant cOncern. It is un
doubtedly uue that the price policies of a grear corporation may 
often influence the decisions of smaller competitors in an industry 
in ways that do not correspond to theories of free competition . .As 
matters now stand, however, the courts have consistently refused 
to condemn size per se, whatever the effeas of a large corpora
tion's price policy on competitors. 

In the Steel case9 the Supreme Court said "the law does not 
make mere size an offense or the existence of unexerted power an 
offense. . . it does not compel competition nor require all that is 
possible." This sentiment was repeated in the 1927 International 
Harvester case;'· and even in the United Shoe Machinery case" 
where an overwhelming percentage of the industry's resources 
were controlled by the defendant. In the Steel case, moreover, was 

9. U.i,.tl SI4lU v. U.i,.tl $141<, S, .. I CorP.,.i.8, .. Ill. (251 U.S. 417, 451), 
1920. 

10. U"it,1l Slid'S v.l"'.""III;o,,J H"""s',, Co" "til. (274 U.S. 693.708). 1927. 
11. U.;,.tJ SI4l11 v. U.iI.tJ Sho, MMhi • ..., C •• (247 U.s. ~2). 
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a strong inference that dominant price leadership was not a form 
of monopolistic behavior; and in the Harvester case it was de
clared not to "establish any suppression of competition or any 
sinister domination." Likewise in some of the price-filing cases the 
court has handed down reassuring dicta that tendencies toward 
uniformity in price, short of agreements or understandings for 
maintaining them, were insufficient to constitute a violation of the 
Anti·Trust Law. 

The Sherman Law and Price.Fixing 
Outright price-fixing or price agreements, however, fall directly 

under the Sherman Act's ban and the courts have been clear and 
consistent in their attitude toward it. At least since the passage of 
the Sherman Act they have always ruled that price-fixing consti· 
tuted restraint of trade and was therefore illegal. 

It still does not follow inevitably, however, that in terms of eco· 
nomic effects, or even of. the law, every agreement to fix prices 
must mean increased costs, and every frustration of such efforts 
must mean decreased costs. Attention is frequendy drawn to the 
contrasting situations and interprerations of the law presented in 
the Trenton Potteries'2 and the Appalachian Coals" cases. In the 
first of these the court held that the power to fix prices, whether 
reasonably exercised or not, involves the power to control the mar· 
ket and to fix arbitrary and unreasonable prices. In the second 
case the court appeared to be influenced by the grave economic, 
conditions with which the industry was beset and permitted the 
particular producing companies before it to pool their sales efforts 
even to the point of selling at agreed prices. Consumers were be
lieved to be safeguarded by the existence of adequate competition 
from other mining areas. 

Any accurate measure of the effect of government concrol over 
price.fixing is impossible. Undoubtedly the laws have prevented 
both producers and distributors fro1:1l making many agreements of 
this kind. Had there been no restrictions the whole picture of our 

12. U.i". S,aw v. Tr.,,'., Po"";,, Co., " 01. (273 U.S. 392), 1927. 
13. Ifn.J"dill1l Com, 1 ••• , " 01. v. U.i,1II ShillS (288 U.S. 344), 1933. 
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economic life might have followed a different pattern. 
It is hardly to be doubted that competitors have times out of 

number endeavored to sustain prices cooperatively. During the 
last twO years thirty-three suits and complaints have been initiated 
by the Department of Justice or the Federal Trade Commission 
against various forms of price control. An additional twenty-seven 
acrions were instituted against alleged controls of distribution 
channels, most of which directly or indirectly included an inten
tion to prevent prices from weakening under the pressure of com
petition. 

These cases reflected merely the limited number of instances of 
supposed conspiracy that the administrative agencies were able to 
apprehend and attack. An abundance of circumstantial evidence 
indicates that price understandings of vatying degrees of effecrive
ness are by no means uncommon. Such a statement implies neither 
moral nor economic judgment on the participants, for the issues 
as to what the law means in particular circumstances or as to when 
competition is economically inadequate or excessive, are still wide 
open in the opinion of many analysts. 

c. PRICE-FILING 

The pracrice of open filing or posting of prices by various con
cerns in any line of trade has been one of the burning issues of the 
past decade in both the economics and the law of distribution. 
For better or worse it has had a real effect on prices and therefore 
on costs. Research has yet to trace all of the effects of the various 
experiments that have been made in this area. . 

Proponents of price-filing claim that the free and informed mar
ket of economists' prayers can be achieved in no other way and 
that deception and misrepresentation could thus be avoided. Critics 
say that if prices are brought out into the open price-filing gives 
toO much opporrunity for pressure on the seller who wants to cut, 
and that natural economic forces are balked even more extensively 
than in a system under which prices are determined by sub-surface 
dealings. 

The Supreme Court has acquainted the public with its views on 
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the legality of open price plans under the anti-trust laws in five 
notable cases. '4 A number of tine distinctions appear in the judicial 
treatment of the separate problems presented, so that the princi
ples so far laid down are neither certain nor clear. 

By way of rough summary, it is now widely believed that the 
anti-trust laws have been construed to tolerate free and full ex
change of information on prices and other operating particulars, 
so long as (a) only past transactions are involved, (b) or general 
offers currently available to the trade, with no express or implied 
agreement to adhere without deviation to price and terms an
nounced, and (c) the prices so filed "are made readily, fully and 
fairly available to the purchasing and distributing trade." This 
summary is oversimplified in order to indicate the general trend 
of judicial reasoning. By way of illustrating the liberties taken, not 
all observers will agree on the extent to which current prices may 
or may not be reported. 

Such experience as the country has had with open price-tiling 
has failed fully to sustain either case. The principle involved hap
pened to be one of the few that the NRA accepted in the begin-

. ning and supported to the end. While the NRA's records were far 
from complete it is known that under price-tiling prices rose in 
some cases and in others declined. In most instances the prices of 
various sellers tended to come closer together. This can be said to 
be proof of either collusion or perfect competition, depending on 
the circumstances and economic convictions of the observer. 

d. SALES BELOW COST 

Selling below cost has become a leading issue in the field of dis
tribution. To a man in business for the purpose of making money 
such conduct on the part of competitors often seems plainly sinful, 
and the failure of law to deal with it, incomprehensible. The drive 

14 ••. Am.,.i,/III CO/Mmn 11",1 LRmb., Co., .. III. v. Uni/eJ S,.w (257 U.S. 377), 
1921. 

b. Unil.J SIllies v. Am.,i, .. Linse,1i Oil Co., .. III. (262 U.S. 371). 1923. 
c. Map/~ Plooring MtmIl/IKI.,."s ASJoci",io", ., Ill. v. United S14141 (268 U.s. 

563), 1925. 
d. e,m.", MtIII,qt«llIrllrs Pro,,,,i,,, Auoeitlli01l v. U"iud SI4I,s (268 U.S. ~88), 

1925. 
e. SlIg4f Inslillll', I",., II til. v. U"i". SlltIti (297 U.S. '53), 1936. 
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for such a law to prohibit selling below COSt lilled one of the most 
colorful chapters in NRA's vivid history. 

Although over two hundred sales-below-cost provisions were 
written into the NRA manufacturing codes, only thiery-seven were 
actually permitted to go into effect. Most of them required admin
istrative approval of cost·finding systems, and there seemed never 
to be an administrative right of way for the sYStems submitted. As 
NRA passed from the period of necessitous and often impulsive 
action on an industry-by-industry basis to one of anxiery over the 
well-being of industry as a whole, it had little heart for the theory 
that a prolit and loss system should be converted by law into a 
prolit system only-even if this could be done, which few believed 
possible. The significance of the drive for prohibition of sales be
low cost lay not in its own fleeting impression on the American 
economy, but in the brief escape of an outlaw idea from forty 
yeats of legislative disapproval. 

The courts, it is true, have sometimes disapproved below-cost 
selling, but usually because of collateral circumstances, and rarely 
as a principle. Thus, in United Slates v. United Slates Sleel Cor
pMation" the Circuit Judge--or "the trial court"-said: "when 
that price is so unreasonably lowered as to drive others out of busi
ness, with a view to stilling competition, not only is that wronged 
competitor individually injured, but the public is prejudiced by the 
stilling of competition." The customary Trade Practice Conference 
Rule on this subject states: "The selling of goods below cost with 
the intent and with the effect of injuring a competitor and where 
the effect may be to substantially lessen competition or tend' to 
create a monopoly or to unreasonably restrain trade, is an unfair 
trade practice." 

It is clear that public authority has regarded the practice of sell
ing below cost as improper only when its intent and effect are to 
lessen competition and restrain trade to the ultimate injury of the 
consumer. Under such conditions the buyer's immediate advantage 
through lower prices would be more than offset by his ultimate 
loss through restriction, of competition. On the other hand, it seems 
equally clear that an agreement among competitors which would 

15. 22' Fed. 55, 81 (D.C., DoN.].), 1915; afIinned in 251 U.S. 417, 1920. 
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prevent anyone of them from selling below cost would itself tend 
to resuain uade and maintain prices at higher than competitive 
levels. 

In recent years the prohibition of sales below cost (or below 
cost plus a minimum mark-up) in the retail field has been lifted to 
an eminence of its own by the organized protests of disuibutors. 
This practice has been dealt with by distinctive legislation, such as 
the fair uade and unfair practice laws; which will be considered 
at a later point. 

e. PRICE DISCRIMINATION 

For many years price discrimination has been a source of griev
ance to small- and middle-si2ed disuibutors, not so much in itself 
as because of the generous concessions which their large competi
tors have been able to exact. Laws and regulations to limit the si2e 
of these differentials have been advocated on the grounds that the 
preservation of small independent disuibutors is of paramount 
social importance and that the independent has lost ground not so 
much because of inefficiency as because of the bludgeoning buying 
tactics of his more powerful competitors. Under a discriminatory 
system, they say, small buyers must carry much of the disuibuting 
expenses both for themselves and for their larger rivals. Con
versely, the manufacturers of less well-known brands are saddled 
with more than their share of the total disuibuting expense in 
mass oudets. As a result, it is claimed that price discrimination 
interferes with the free working of the competitive system, which 
should eliminate the inefficient disuibutor and preserve an open 
field for the competent merchant of whatever si2e. 

Opponents of curbs on price discrimination say that the large 
buyer helps the producer to utilize his excess capacity and to main
tain a more stable and prediaable level of operations. From the 
viewpoint of the buying public the final result of price discrimina
tion is claimed to be lower prices. The small independent can 
easily survive in local markets to which his adaptation is superior, 
while in the larger fields he can obtain the economies of large
scale purchasing through retailer-owned wholesalers and volun
tary chains. Economic progress should not be retarded merely to 
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preserve the small operator and maintain an established but ineffi
cient system. 

OpponentS also stress the technical difficulty of controlling 
prices by legal fiat and emphasize the difficulties of defining, de
tecting, and proving real price discrimination, in view of the mul
titude of conflicting cost practices. The technical problems in
volved in making prices serve doctrinaire objectives are bad 
enough in themselves, they say, without the risks and arbitrariness 
that come from entrusting such a broad idea as unfair competition 
to governmental definitions of cost and economies. 

Decisions U ndef' the Clayton Act 
Section 2 of the Clayton Act and its sequel, the Robinson-Pat

man Act have limited price discrimination. But the Federal Trade 
Commission and the courts have to decide how the broad prohibi
tion shall be applied to the intricacies of a multitude of practical 
siruations. . 

The first judicial argument arose over the types of customers to 
whom the law should apply. In Mennen Co, v. Federal Trade 
Commission16 the Circuit Counof Appeals concluded that the law 
applied merely to price discrimination that might injure competi
tion between the seller and his competitor and was not concerned 
with the competitive relations of a discriminaror's customers. 

In 1929, however, a private suit brought by Van Camp and 
Sons Co. against the American Can Co," resulted in a new ruling 
that any discrimination was unlawful which substantially lessened 
competition, not merely between the seller and his competitors, 
but also between the buyer and his competitors. Against this back
ground, the business world was somewhat startled by theCommis
sion's action and reasoning in prohibiting the further operation of 
a long-standing contract between the Goodyear Tire and Rubber 
Co. and Sears, Roebuck and Co. in the spring of 1936. The out
standing feature of this long drawn-out proceeding was the Com
mission's meticulous sifting and allocating of overhead costs. 

16. 288 Ped. 774 (eCA 2d 192n; certiorari denied 262 U.S. 759, 192~. 
17. G_g. V ... Comp ... 11 SOlIS Co, v. d",m,tm c... Co., II III. (278 U.S. 2"'), 

1929. 
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Early Decisions Under the Robinson-Patman Act 
The relative ineffectiveness of the aaytcin Aa cannot be chatged 

to the judiciary so much as to its own ambiguities. Debate as to how 
fat Congress intended it to apply was common even among lay
men, who had no legal precedents to protea. In the Robinson
Patman Aa, Congress tried to cIatify its original intentions and 
also eniatged upon them. 

Essentially-though not exclusively-the Sherman, aayton, and 
Federal Trade Commission aas were concerned with the mainte
nance of atm's-Iength relationships betWeen a concern and its 
competitors and customers and to some extent, at least, sought to 
accomplish this purpose by constraining fairly specific aas, such as 
combinations, price agreements, or rying contraas. The Robinson
Patman Aa sets new precedents by dipping into the realm of in
ternal management with controls over such discretionary intan
gibles as the choice of a cost-accounting system and the merchan
dising value of an advertising allowance. 

It was inevitable that such a law would find its way to the 
courts. The Federal Trade Commission has already issued a num
ber of cease and desist orders that have been appealed to the 
courts or will sooner or later lead to appeal. Even with sympathy 
for the purposes of the law on the part of the Commission and of 
business, it is still necessary to know what is meant by such phrases 
as "injury to competition," "services rendered," and "due allow
ances." The sentiment is frequendy expressed that the drift of the 
Commission's reasoning to date has been towatd realism and flexi
bility in applying the law in different circumstances. 

RIIlings of the Trade Commission 
As the Robinson-Patman Aa beats direcdy on prices and distri

bution costs, some of the highlights of the Commission's decisions 
to date ate of interest. The focal point on which quite a number 
of cases were dismissed was "lack of injury to competition" be
tween buyets involved in the acknowledged discrimination. There 
could therefore be no substantial injury of the type regatded by the 
law as a hindrance to sound business. The faa that discounts of 
the type under consideration were prevalent throughout the indus-
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tty has also been given weight. Competing retailers did not have 
to sell at a loss even though they may have had to take smaller 
profits. In another case the Commission gave full weight to the 
fact that lower advertising costs and general sales expense, fewer 
salesmen's calls, non-use of branch warehouses and merchandising 
services and credit extensions, resulted in lower selling COSts to 
certain latge buyers and therefore justified lower prices. 

The Commission did indicate at one point that it felt itself em
powered to follow a manufactUrer's pricing policies into intras~ate 
transactions when he retained an active interest in the handling of 
his goods within such states. One of its notable decisions was that 
in which the Biddle Purchasing Company was ordered to discon
tinue passing on brokerage to its rerail and wholesale customers. 
It was held that the Biddle Purchasing Company, though osten
sibly an intermediary, was in fact their representative, and that as 
buyers they were receiving a brokerage to which they were not 
entitled under law. The Commission emphasized that one of the 
purposes of the law was to force price concessions into the open. 
This decision was sustained in the Circuit Court of Appeals, and 
the principle animating it was more recently upheld by the Su
preme Court itself in Oliner Brothers, Inc., et al. v. Federal Trade 
Commission. 

In its effort to be realistic, however, the Commission did not for
give a discrimination merely because it was small. In one of its 
decisions'S it forbade so Iowa quantiry rebate as 2.25 per cent, on 
the ground that the item in controversy was so popular and so fast
moving that the profit margin on it was only 0.5 to 2 per cent. 
Distinctions of this kind illustrate the difficulty of ferreting out 
justice in an endless tangle of diverse situations. In this case, how
ever, the Commission's main objection was to the granting of vol
ume discounts on shipments to individual chain store units. 

The most advanced positions taken by the Commission have 
been with respect to cumulative discounts, delivered prices and 
brokerage. Subject to action by the courts these decisions are bound 
to affect common pricing practices. The intricacies of the broker
age issue have been discussed in some detail. The significance of· 

18. H. c. BriO Co. Inc., Order to Cease and D<sJs~ Complaint No. ~299. 
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the Commission's ruling on cumulative discounts is that they ar, 
really promotional rather than earned allowances, and are there 
fore justifiable under the "quantity discount" clause only if "sav 
ings develop that were not reflected in the price at the time of thl 
individual sales," In construing the Robinson-Patman Act to bl 
applicable to delivered prices and basing point prices, the Commis 
sion has somewhat unexpectedly made use of a law primarily con 
cerned with other practices to sustain irs traditional belief tha: 
pri.ces constructed on other than an f.o.b. mill basis are uneconomic 
and unlawful. 

Effects of Curbs 
Price discrimination of the extreme type, which has been thl 

chief center of protest, has undoubtedly undergone general bUI 
moderate shrinkage during the past two years. This may be nc 
revolutionaty change, for despite the clamor over a few spectacu· 
lar cases no one really knows how much "mthless" discrimination 
existed even before the Robinson-Patman Act. It is known of 
course that price differentials were customary, but even the Robin· 
son-Patman Act concedes that they can normally be justified. 

There seems no reason to doubt that direct payment of broker· 
age to buyers or their agents has been greatly curtailed. while pay
ments to such intermediaries as cooperatives and voluntary groups 
are now less general. Rationalization of advertising allowance was 
also one of the main objectives of the act. Here there is random 
but fairly extensive evidence that the old loose practices in this 
area have been modified. Such action as has been taken, however, 
has been of a common sense or precautionary order as there is still 
no judicial definition of "proportionally equal terms." Perhaps the 
most useful result has been greater insistence on actUal perform
ance of services for which payments were made. 

In the beginning there was a good deal of excited prediction 
that most distributors would either do their own manufactUring 
on a much larger scale than was the case before the act or that 
they would avoid the law by contracting for the entire output of 
small producers, thus removing any possibility of discrimination. 
Some of this may have occurred, but trade news which is still the 
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only available source of evidence on this point does not give very 
positive evidence of trends in this direction or cite many specific 
examples. A further stimulus to private brands was also coo6.
dendy expected, but again there is no safe measure of the extent 
to which it has happened. 

f. RESALE PRICE MAINTENANCE 

Another leading issue in distribution is resale price maintenance 
-by which the manufacturer or owner of a trade-marked product 
may dictate the price below which it may not be resold by distribu
rors. As usual in the case of controversial issues, the arguments on 
both sides are a mixture of fact and emotion. 

Those in favor claim: (1) that such protection is necessary to 
keep small retailers in price competition with their large competi
tors on volume merchandise; (2) that it is one of the few effective 
ways of curbing iniquitous loss leaders and "bait" merchandising; 
(3) that better distribution will result because thousands of small 
distributors will be able to range themselves loyally and aggres
sively behind useful merchandise that they are now afraid to touch 
or are actually induced to suppress; (4) that it often costs manu
facturers as much and sometimes more to build goodwill than it 
does to make goods, and that the one should. be secured against 
exploitation as fully as the other is under common law and the 
Federal Trade Commission Act against competitors' misrepresen
tation; (5) that the diversion of trade into unnatural channels by 
price-cutting and loss leader methods is far more costly in the long 
run than a system under which the price of goods per se is. deter
mined by competitive demand; and (6) that a large body of pros
perous distributors is necessary to a prosperous country. 

As is always true in such institutional conflicts, the defense un
consciously keeps running back and forth between broad public 
interests and the private desire of individuals to be saved by law. 

Opponents of price maintenance rest their case on a similar mix
rure of noble and "me firSt" oratory. Being big distributors, they 
are outnumbered by the small, but they have powerful means of 
expressing their views. Through the loud-speakers of advertising, 
radio and artful display, they inform the world that through price 
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maintenance: (1) efficiency is being hamstrung; (2) savings from 
low costs must be hoarded instead of passed on to the public; (3) 
operating margins are so unequal in different types of outlets and 
different communities that only at a handful of accidental pointS 
can a fixed minimum price be appropriate; (4) that which is judi
cially approved in the name of the manufacturer's goodwill is 
really foisted upon him to his own disinterest by disuibutors who 
are already too numerous and who are literally going on "com
mercial relief" at public expense; (5) whatever diversion of mer
chandise from so-called normal channels there may be is likely to 
be unpleasantly cured by a further shift to private brands rather 
than back to higher cost operators; and (6) the legal problems of 
both manufacturers and distributors trying to do a Straightforward 
business will be magnified out of all proportion to either real or 
theoretical benefits. 

Resale price maintenance was held illegal under the Sherman 
Act. It was also one of the few major practices that the Federal 
Trade Commission was successful in restraining under Section 5 
of its own act prohibiting unfair practices in commerce. Opposi
tion from the Commission has usually been determined and sus
tained, as evidenced in its letter of protest to the President against 
enactment of the Miller-Tydings bill. This attitude is in keeping 
with a long line of hostile decisions by the United States Supreme 
Court, which was relieved only slightly by recognition of the right 
of a seller to cut off a customer who refused to respect his wishes. 

From the Miles decision in 191119 to the Supreme Court's ap
proval of the California and Illinois Fair Trade laws in 1937 
adverse judicial decisions on resale price maintenance were numer
ous. The core of the court's logic was: (1) that when a trader 
bought and paid for goods they were his to dispose of as he saw 
fit; (2) that his merchandising COSts and problems were peculiarly 
his own; and (3) that resale price maintenance would bring about 
results scarcely different than would follow an illegal conspiracy 
on the parr of wholesalers or retailers to the same effect. 

The only passage left through this barricade was the court's 
frequent assurance that the vendor could always refuse ro sell to a 

19. Dr. Mil" M.tlitol Co. v.loh. D. p",r, & So", Co. (220 U.s. HJ), 1911. 
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buyer who would not respect his wishes concerning the resale 
price of his goods. But this narrow concession was always accom
panied by the caution that the seller could not take active steps to 
detect and check violations. 

Legalizing Statutes 
But resistance to this administrative and judicial trend against 

resale price maintenance never flagged. In February 1914 rwo bills 
to legalize resale price maintenance were introduced in Congress 
(the St~ens and Mea bills). In later years a long succession of 
Capper-Kelly bills were introduced, but without success until the 
Kelly bill passed the House of Representatives in January 1931. 
However, it failed to pass the Senate. The NRA finally vouch
safed the campaigners a substitute measure in the "loss-limita
tions" provision of the various trade codes. With the disappear
ance of NRA, the pressure for legislation was shifted to the states 
where it finally met with success. 

California had enaaed a "fair trade" law in 1931 exempting 
certain types of resale price maintenance contracts from the state 
anti-trust laws. This particular sanction was convened from pas
sive to active form in 1933 by a clause requiring non-contracting 
buyers to abide by the prices agreed upon by sellers and contraa
ing buyers. Approval of the California type law by the United 
Stares Supreme CoUrt in 193620 was the signal for a virtUal flood 
of similar state laws. 

Forry-four state laws now permit manufaaurers to stipulate the 
prices at which their goods may be sold or resold. In the main they 
follow rwo closely related forms, the pioneer California ao and a 
model of a state ao prepared by the National Association of Re
tail Druggists. Only branded goods are involved; they must be in 
free and open competition; the proclaimed aims are to protect 
manufaaurers' goodwill and check use of popular lines as loss 
leaders; and ho.rizontal price agreements berween manufaaurers, 

20. Olll D~.,bom Dislf;blllilll CfJ, v. Seagram Distil/us Co,por"uo1l (299 U.S. 
183),1936. 

McN.i1 v./."pb T,i ... ·C.,p ... .sJi •• (299 U.S. 183), 1936. 
Tb. P.p BO,I v. P"oi/ Sal" C •• I.e. (299 U.S. 198), 1936. 
X.IIS,.". v. JIWr PtIC'''' ail C •• (299 U.s. 198), 1936. 
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betWeen wholesalers, or between retailers are expressly forbidden. 
As these laws swept through successive state legislatures, manu

facturers setting resale prices on their uade-marked goods became 
immune from most of the state anti-trust laws, but were still guilty 
of conspiracy in resuaint of trade under the federal anti-trust laws. 
To cure this inconsistency Congress finally passed the Miller-Tyd
ings Act which became effective August 17, 1937. This law be
StoWS immunity from the federal anti-trust laws on manufacturers 
who set retail prices in interstate commerce on goods sellirig in the 
states sanctioning this practice. 

ReSU/IS of Legis/alion 
The effects of these laws have been diverse. When resale price 

maintenance was legalized some manufacturers starred with con
sumers' list prices, lost uade, and lowered prices. Others, obliged 
to cope with loss leader sales in metropolitan areas, starred with 
relatively low prices only to see the minimum become standard 
everywhere, and then raised their prices. 

Some little evidence on the shifts in price levels that have re
sulted is being accumulated. One fairly elaborate summary ap
peared in an article by Reinhold Wolff and Duncan Holthausen 
in the July 1938 issue of Dun's Review. This was based on a volu
minous collection of New York State prices :filed with the New 
York State Pharmaceutical Association, others secured with the 
help of the National Independent Pharmacists, Inc., and partly 
checked by independent samplirig by the authors. 

According to this report prices of fifty fast-moving products 
went up 1.9 per cent in the neighborhood drugstores and 29 per 
cent in large price-featuring stores in New York City and Brook
lyn. But in cities with population of 10,000 to 1,000,000, prices of 
the same articles decliried by percentages ranging from 4.4 to 5.1. 
In rural communitieS and still smaller towns there was an average 
declirie of 6.7 per cent. Naturally there were greater individual 
exuemes in both directions.2t 

21. Da .. on price changes under the fair ttade laws have beeo gathered by • 
number of other agencies including Dr. E. T. Grether of the Universiry of Califor
nia~ Nelson Miller in his comprehensive article in the May 19'8 issue of C.""" 
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On speculative grounds only, it seems likely that the increase in 
cut-rate stores measured the rehound from "deep loss leaders" and 
price advertising. It seems at least credible, on the other hand, that 
the relief from this pressure made it more worthwhile for small 
neighhorhood dealers to push the affected lines instead of merely 
carrying them as necessary convenience goods. This last possibility 
must certainly have been supplemented to some degree by the 
tendency of the minimum price to become standard. 

One weakness in these returns is that there is no measure of the 
relation of sales volume to the different adjustments. Assuming 
that the total public bill for these popular goods was higher as a 
result of the laws, it is still an open question whether the increased 
cost was more or less important than its value as leverage toward 
better balanced competition on an efficiency basis. 

There is reason to believe that the competition berween manu
faCturers' brands and substitute goods has been more of a deter
rent to reckless price hiking than the much feared "fighting" or 
"bait" merchandise of the big distributors. 

Limited Applicaiion of Laws 
It is probably a fair assumption that resale price maintenance 

laws as ~aaed have but limited application. In the first place they 
apply to branded goods only. The business Census of 1935 lists 
some rwelve groups of retailers. Of these, foods, automobiles, and 
general merchandise-accounting for nearly half of the total retail 
trade--are either not suited to such close control or have their 
own methods of approximating it. 

So far the principal effects of the fair trade aas have been on 
popular items in the drug, cosmetics, hook, radio, tobacco, and 
other rapid turnover trades. Smaller but nevertheless definite use 

B.s;".ss entided "The Present Status of Fair Trade Laws," the Na.tional Association 
of Retail Druggists, R. H. Macy " Co., the business magazine, Sal,s Managem,,,,, 
The Drug Trade Credit Exchange of Chicago, the Fedual Wholesale Dru&gislS 
Association, The California Pharmaceutical Association, and a consumers' magazine. 
The results of these several inquiries naturally varied according to areas, typeS of 
stores studied, and the interests of the surveyors, but in the main they confirm at 

~~~SteDce of conllicting trends similar '" those pictuted by W~~ \'l\ 
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of them has been made in the case of the stationery, hardware, 
jewelry, refrigerator, tubber tire, and confectionery fields, with 
others trailing off in the distance. 

In some of these trades the remedy has been successful in ac
complishing its purpose and in others it has broken down dismally. 
Although the points of success or failure are of great importance 
to the trades involved and to economic estimates of the ultimate 
area of coverage, they are perhaps not so important as the reasons 
for success or failure. As far as ultimate coverage is concerned it 
has been estimated by a number of authorities that no more than 
5 to 10 per cent of the country's retail sales will be brought within 
the jurisdiction of resale price maintenance laws. 

Other effects of the fight to legalize price maintenance go b~ 
yond business practices into the larger field of group rivalries and 
alliances. The new powers of organized retailers have been effec
tively arrayed against the different powers of mass distributors. 
There are also rumors of occasional alliances berween distributors 
and labor unions to force hesitant manufacturers into line. There 
are obvious perils of course in the determination of price levels 
through group warfare rather than through the automatic adjust
ments by which the economic system is supposed to be kept in 
order. 

These perils are not entirely dissimilar however to those raised 
by other current types of corrective legislation, such as the AAA, 
minimum wage laws, the Guffey Coal Act, and even the Labor 
Relations Act. In final judgment all of them call for imponderable 
risks to win imponderable benefits. The case is usually one of mis
givings over untested and arbitrary controls as against an urgent 
demand for better economic and social balance. A great deal of 
history will be written before there is general agreement on the 
verdict. 

It must also be recognized that this modem type of control over 
price is frequently reinforced or supplemented by companion state 
laws to prevent sales below cost. Although rwenty-seven states have 
adopted these "loss leader" laws, the Nebraska, New Jersey and 
Pennsylvania statutes have been declared unconstitutional. These 
laws have been promoted in many instances by the grocery trade 
as a substitute for resale price maintenance, which manufacturers 
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of grocery productS have been afraid to impose because of fear of 
antagonizing the chains. Dealers are prohibited by these laws from 
selling goods (and in some cases services, as well) below "cost," 
which is ordinarily defined as purchase or replacement cost plus 
"COst of doing business." The majority of the laws establish a mini
mum mark-up-usually 2 per cent for wholesale and 6 per cent for 
retail-to cover cost of doing business, unless lower operating costs 
can be proven. So far as these laws can be enforced their effect 
obviously is to restrict competition and increase prices to consumers. 

g. CHAIN STORB TAXES 

No less chan twenty-two states have put into effect laws taxing 
chain Stores. Although the list does not include such populous 
States as New York, Illinois, and California, neverrheless 38 per 
cent of all chain stores in the country were affected by state taxes 
in 1935. In the rest of the country the chain store issue seethes end
lessly and the bare record of twenty-two states for and twenty-six 
against such taxes conceals rather chan registers the actual pres
sure behind legislative deliberations. Passage has failed in some 
States for a lack· of a trifling few pounds of additional pressure, 
while in others bills have been passed but are temporarily ineffec
tive only because of judicial interference. The various state legis
latures have not seen eye to eye on how many 'stores constitute an 
economic menace. There is virtually no uniformity of taxing meth
ods or rates; only twO states have identical rates. 

The number of stores at which the tax rate reaches a maximum 
ranges from 30 to 501. Disregarding the fact that the limit is Ipw 
in some States and high in others, the total amount of tax that 
would be paid on 200 stores ranges from $112 in Alabama to $750 
in Texas. However, the law has been enjoined in Texas, so that it 
might be better ro fall back on the $ 500 figure obtaining in Idaho. 
In actual practice Louisiana would run up to $550 per store per 
year, due principally to its use as a base of all the stores in a chain 
wherever located. Some cities have also imposed chain store taxes 
which have been upheld by state supreme courts. In Oregon this 
judicial approval was underlined by a popular referendum. 

In several states such tax laws have been passed, have been held 
unconstitutional, have been passed in another form and been sus-
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tained. Iowa, Minnesota, and New Mexico introduced a tax on 
gross receipts of chains which was eventually held invalid by the 
United States Supreme Court as an arbitraty discrimination in vio
lation of the Fourteenth Amendment." Indiana graduated its tax 
in proportion to the number of stores within its boundaries and 
this method was approved.23 Louisiana thereupon went a step fur
ther and based its rates upon the total number of stores operated 
by a chain anywhere in the United States and was upheld in a new 
decision turning on this special innovation by a four to three vote.'· 

Economic Effects 
It is not easy to determine the economic effects of these taxes. 

Occasionally the number of chain units is reponed to have actually 
increased. Sometimes the number of units has decreased while 
eithet the chains' own volume or their share of the total retail vol
ume has increased. In some states where the rates have been high 
beyond any quibbling there has been drastic demobilization. Some 
of the petroleum distributors have been leasing their own stations 
to independent operators. The tax promises to rest most heavily, 
however, on the food and grocery chains. Some of them have inti
mated that they will shift to a lease or agency basis and carty on 
in the form of a cooperative, but so far this movement has not 
acquired much momentum. 

The tax laws dearly do exert a pressure, however, toward 
reexamination of the possibilities of different types of stores, fol
lowed by abandonment of the less promising units. Another possi
bility is that the chains will divert some of their resources to super
markets, which some retailers seem to dread more than the mere 
survival of a chain store movement that may already have run its 
natural course. It is frequendy reponed that super.markets have 
hurt the chains, as competitive price merchandisers, more than the 
independents. 

22. V4Io.,;"o, 1101. v. G"., AlI""lir 1#14 PtKifir To. Co., II 01. (299 u.s. 32), 
1936. 

23. SIIII, BOllr4 of Tu Commilsio""s of ""Ii""., ., Ill, v. Il1thotl (283 u.s. 
527), 1931. 

24. G,o.,If,I .. ,ir .. 4 PMifir T .. C •. , ,,01. v. G,.,;e .. , " 01. (301 u.s. 412), 
1937. 



GoVERNMENT REGULATION OF DISTRIBUTION 279 

Naturally these taxes have to be paid by some one. They are a 
direct charge on distribution. But claims that such levies are entirely 
passed on to the consumet in the form of higher prices cannot be 
proved. Even if prices aaually rise after the enactment of a chain 
store tax, thete are always many other circumstances that could 
have been responsible. If the tax should come out of the profits of 
the chains the economic effects are too speculative and remote to 
be measured. The importance of tax receipts, moreovet, lies not so 
much in their amount as in their effects on competing methods of 
distribution. 

h. BARRIERS AGAINST INTERSTATE TRADE 

The flood of state legislation restricting the free movement of 
goods berween the States is a reflection of the world-wide trend 
toward economic provincialism which arose during the depression. 
Most of these laws have been passed by states in urgent need of 
additional revenue, or for the purpose of presecving home markets 
for home industry on the theory that by spending money at home 
local business and employment would benefit. The fundamental 
issue raised by these "buy-at-home" laws and by the resulting state 
legislative reprisals against them is whethet the guarantee of free 
trade among the states contained in the commerce clause of the 
Constitution can or should be evaded. 

As pointed out previously state laws evading this guarantee have 
taken a variety of forms. Some of them, such as "use tax" legisla
tion, and motor vehicle taxes, have had as their immediate pur
pose the protection of state tax revenues, but most of them have 
been passed to promote local industry or to protect the industries 
of the State against the competition of foreign produCCS-:-i.e., im
ports from other states. Examples of this type of state tariff are 
found in the misuse of quarantine regulations: 

Since 1915, Florida has maintained a quarantine against citrus fruits 
from California for the declared purpose of preventing the inuoduaion 
of brown rot, although California fruit has long been free from brown 
rot. In 1932 the Florida quarantine regulations were modified to permit 
the importation of California lemons throughout the year, and of Califor
nia oranges from May 1 to October I-when Florida has no oranges of 
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her own. With even greater lack of logic, Florida citrus fruirs are barred 
by quarantine from northern Texas except from April 1 to September I, 
although very little citrus fruit is produced in northern Texas, and Florida 
has none to export at that time. The obviow intent of the regulation is ro 
preserve the marker for Texas fruit. 

California has quaranrine regulations barring the importation of citrus 
fruit, except from Arizona, for the alleged purpose of keeping out citrus 
canker and lemon disease, although neimer is prevalent in Florida. The 
California state entomologist proposed lifring the quaranrine in 1933, but 
pressure from California lemon growers succeeded in keeping the regula
tions in effect. Florida was barring citrus fruirs from neighboring southern 
states ar the same time on the basis of exactly the same diseases which were 
the excwe for barring Florida fruit from Ca1iforuia." 

State Preference Laws 
The most direct and effective method of favoring local industry 

is found in laws requiting public authorities to purchase materials 
from firms within the state. 

Such provisions are now contained in many appropriation bills, and in 
advertisements for bids on government work. Similarly, at least thirty 
states give preference to their own residents in public employment. About 
the same number have laws giving preference to domestic firms in the case 
of public purchases. The number of laws of this type doubled between 
1930 and 1935.26 

The Council of Srate Governments reports that thirty-one states 
now have laws compelling preference for mad~within-th~borders 
products and that several other states have passed retaliatory laws 
preventing any public official from buying supplies produced in 
states which discriminate in public purchases.>' 

Somewhat similar in their purpose are resuictions adopted by 
Maine, New Hampshire, West Virginia, and Wisconsin forbid
ding the export of electric power in an effort to attract indusuies 
from other states. 

The states have also been quick to take advantage of the exemp-

2'. Charles E. Noyes, "Barriers Against Interstate Commerce," EJilorilll Rls,.,,,h 
R.porn, Washington, 1939. p. 203. 

26. Ibill., p. 202. 
2? Press release from the Council of State Governments, Chicago, March 29. 

1939. 
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tioo from the rommerce clause granted by the Twenty-First Amend
ment to the Constitution to pass laws favoring their own liquor 
industries. Michigan imposed a special taX on out-of-state beer in 
1933 and this precedent was prompdy followed by other States. 
Indiana. Maryland. Nevada. Pennsylvania. and Washington now 
impose high taXes on importers of out-of-state beer; Arkansas. 
Michigan. Georgia. and New Mexico taX imported wine at a 
higher rate than that produced within the state; while several 
other stares place special levies on liquor imported from states im
posing discriminatory taxes. 

Among the most annoying of state trade restrictions are laws 
regulating and taXing motor trucks. Originally intended to prevent 
taX avoidance, these regulations have become so serious as to 
"make interstate trucking virtually impossible in some sections of 
the country."2. Some states .refuse to allow the entrance of out-of
state trucks without payment of the full registration fee. others 
impose a temporary registration fee. and some charge a ton-mile 
tax higher for foreign trucks than for those locally owned. In addi
tion the states have adopted a multitude of varied regulations as 
to weight. height,width, length, safety devices, lighting, and other 
charaaeristics of trucks, which constitute a serious interference to 
interstate traffic. "Ports of entry." where all motor vehicles enter
ing the state were stopped for inspection and usually taxed. were 
established by Kansas in 1933. and neighboring states soon retali
ated by adopting similar regulations.29 

Effects of Interstate Ba"iers 
The ultimate effeas of allowing this trend toward nationalism 

on the part of the states to go unchecked are not hard to foresee. 
Although local firms, especially those unable to meet outside com
petition, may benefit temporarily from such protective legislation 
there can be no doubt that in the long run both the taxpayers and 
ronsumers will be penalized. The issue was clearly stated by Gov
ernor Lloyd C. Stark of Missouri, in an address before the Fourth 
General Assembly of the Council of State Governments: 

28. Brief issued by EJilD,itd BAs •• ,b R,porlJ, March 17, 19~9. 
29. Ibill. 
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Unable to establish tariff waIls, a number of states have attempted rc 
confer advantages upon their own citizens nor enjoyed by those within 
other states. It is this type of legislation which we recognize as setting uF 
vicious trade barriers which definitely impede the normal /low of produas 
from state to state. Experience has shown that while a few minority groups 
reap the benefits of trade barriers, the great consuming public pays the bill 
once these barriers have been ereered. In faa, these State barriers constitute 
a subsidy for organized minorities.~o 

These state trade barriers are a clear example of one form of 
government intervention which, although it may alford transitory 
protection to local groups, can have no other ultimate effect than 
to penalize consumers by increasing distribution costs and raising 
prices. The Council of State Governments, in announcing plans for 
a National Conference on Interstate Trade Barriers, passed a reso
lution at its January meetiog statiog that "interstate trade barriers, 
under whatever guise, are detrimental to the economic welfare of 
the counrry:'~l This action of the Council, coupled with a recent 
decision of the Supreme Court invalidatiog a Florida "inspection 
fee" of fifteen cents a hundredweight on cement, in which Justice 
Frankfurter said, "It would not be easy to imagine a statute more 
clearly designed . . . to circumvent what the commerce clause for
bids;'~2 gives promise of a possible reversal of the trend of the last 
several years. • 

i. UNETHICAL PRACTICES 

Business is honeycombed with practices that overstep scria 
standards of personal honesry. Immoral practices may do harm to 
other businessmen-as where a retailer is shon-weighted by a 
wholesaler-or they may harm the consumer-as in the case of a 
patent medicine which contains poison or misrepresents its capaciry 
to cure. In some cases it is difficult to make out a case against an 
immoral practice in such specific terms. Some practices, however, 
so violate our ethical sense that they call for restraint even though 
no tangible damage to others can be defined or measured. 

The following is a suggestive list of unfair practices which have 

30. Charle. E. Noyes, .,. til., pp. 191-191. 
31. Ibill., p. 191. 
32. Ibill., pp. 207-208. 
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come under the ban of the Federal Trade Commission." 

A. Unfair competitive methods which affea the individual purchaser 
(.) Misrepresentation 

1. &; to weight or quantity 
2. &; to composition, quality, condition or character 
3. False claim to endorsement or use 
4. &; to business status 
5. &; to origin of produa 
6. &; to price reductions 
7. &; to medicinal or curative value of the produa 
8. Misrepresentations in the sale of corporate securities 
9. &; to contraas and offers made 

10. Misrepresentations made by correspondence schools 
(b) Lotteries 
(c) Harassing tactics 
(d) Predatory or local destructive price<Utting 

B. Unfair competitive methods which affea the individual competitors 
(a) False claim of affiliation with competitor 
(b) Appropriation of results of competitor's effottS 
(c) Interference with competitor's stock while in the hands of dealers 
(d) Acquiring competitor's trade secrers 
(e) Secret control of fictitious competitor 
(f) Anonymous attacks upon competitors 
(g) Disparagement of and misrepresentation cO,!cerning competitors 
(h) Commercial bribery and seaet commissions to dealers 
(i) Unfair competitive methods in the motion piaure industry 
(j) Destruction of competitor's caralogues 
(k) Shipping goods to competitor's customers without orders 
(I) Threats of litigation in bad faith 
(m) Interference with competitor's source of supply 
(n) Physical interference with competitor's property 
(0) Issuance of "false" complaints to the Federal Trade Commission 
(P) Appropriation of competitor's shipments 
(q) Inducing breach of contract 
(r) Espionage 
(s) Molestation, harassing tactics, interference with competitors 
(t) Trade marks and trade names-"passing off" 
(u) Miscellaneous price-fixing activities 
(v) Bogus independents 

". Prepared by George J: Peldman assisted by James B. Reid and ]. H. Krus 
for !he NRA Division of lleriew. 
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The Courts and the Trade Commission 
As originally planned, Section V of the Federal Trade Commis

sion Act, forbidding unfair methods of competition, was intended 
to give the Commission rather broad powers of discretion. It was 
supposed to be elastic enough to reach not only outright fraud but 
also more obscure practices whose nature was not sufficiently de
veloped or apparent for Congressional handling. The duty of po
licing fraud and dishonesty has come to absorb most of the Com
mission's time and energy. For example, of 624 stipulations to 
cease and desist executed during one fiscal year by parties against 
whom proceedings have been instituted by the Commission, 364 
involved false and misleading advemsingalone. 

The Commission's discretionary powers, however, were soon 
challenged in several respects. In Sears, Roebuck and Co. v. Fed
eral Trade Commission (1919)3-1 the court conceded that the 
"term 'unfair methods of competition' was not restricted to the 
conception of unfair methods of competition defined by common 
law prior to September 26, 1914," and (in 1934) that the Com
mission's jurisdiction was not limited to "those types of practices 
which happen to have been litigated before this Court."" But in 
Federal T,.ade Commission v. Gratz (1920)'6 it said that these 
words "are clearly inapplicable to practices never heretofore re
garded as opposed to good morals because characterized by decep
tion, bad faith, fraud or oppression, or as against public policy 
because of their dangerous tendency unduly to hinder competition 
or to create monopoly." In the same decision it went on to say 
that "It is for the courts and not the commission, ultimately to 
determirte as a matter of law what they (the words 'unfair meth
ods of competition') include." 

This view was strengthened in the Raladam case (1931)" by a 
statement that the meaning of the words in question must be 
arrived at by "the gradual process of judicial inclusion and exclu-

34. Se ... " RoebNrA .",1 Co. v. P.I"J T,u. Commiuio. (258 Fed. 307) (CCA 
7th), 1919. 

35. Pel".l T,ue Commission v. R. P. Kepp_l .. iI Bro. , ••. (291 U.S. 304, 309, 
310), 1934. 

~6. F.J.,J T,tUI, Commission v. GrillS, ". J. (253 U.S. 421, 427), 1920. 
H. Pel".l T,ue Commission v. RJo4em CD. (283 U.S. 643, 64a), 1931. 
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sion." In this case the court also undertook to define the thtee 
prerequisites on which the Commission's jurisdiction had to rest: 
(1) that the methods complained of were unfait; (2) that they 
were methods of competition in commerce; and (3) that a pro
ceeding by the Commission to prevent the use of such methods 
appeared to be in the interest of the public. 

To constitute unfait competition the practice must be shown, 
according to this decision, to have the tendency injuriously to af
fect the business of competitors. It has been argued that this dic
tum deprives the Commission of power to act wherever it devel
ops that the offender has no competitor but has a monopoly in his 
field or that all competitors are equally guilty. In any event, no 
matter how deceptive a particular act might be per se, the Com
mission was obliged to go to the trouble and expense of proving 
injnty to a competitor before it could act. Consumers, it was said, 
were left without protection. 

It should be added, however, that in a number of cases the 
court did concede the right of the Commission to suppress a prac
tice that affected injuriously a substantial part of the purchasing 
public even though no private right of either a competing trader 
or of a purchaser appeared to have been invaded. 

A question also arose as to the proper definition of "public. in
terest." In Federal Trade Commission v. Klesner,~ the court said 
that "to justify filing a complaint the public interest must be spe
cific and substantial." This point is of course closely related to the 
preceding one. 

Still another curb on the Commission's powers arose OUt of judi
cial qualification of a declaration in the act itself that the Commis
sion's findings should be final as to fact. In Federal Trade Com
mission v. Curtis Publishing Co." the court said that "Manifestly 
the court must inquire whether the Commission's findings of fact 
are supported by evidence. If so supported, they are conclusive." 
The court'S position on this issue, however, seems to have in
volved principally a question of degree. 

38. F6J,~a1 T,.aJ, Commission v. Kl,mu (280 U.S. 19. 28), 1929. 
'9. F.iI .. .: T,.." Com .. ;ss;o • ... C"";s P"blish;.g Co. (260 U.S. S68, S80), 

192'. 
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The W heele,-lVlyburn Bill 
Rightly or wrongly the Commission, chafing under these judi

cial restrictions, has urged liberating amendments to its enabling 
act. During the last session of Congress its wishes were partly 
satisfied by the passage of the Wheeler-Rayburn Bill on M.arch 
21, 1938. In this amendment Congress yielded to the Commission's 
contention that the law should forbid "deceptive acts and prac
tices in commerce" instead of merely "unfair methods of com
petition." 

The House Committee report declared that "this amendment 
makes the consumer who may be injured by an unfair trade prac
tice of equal concern before the law with the merchant or manu
facturer injured by the unfair mc;thods of a dishonest competitor." 
Not all observers are happy over the change, fearing that so gen
erous a phrase puts too much discretionary responsibility on the 
human beings obliged to interpret and apply it. 

Another very important change lay in the area of procedure, 
namely, that the Commission's cease and desist orders should be
come final if respondents failed to petition for court review within 
sixty days after orders were issued, and that a $5,000 civil penalty 
should be assessable for each violation of a cease and desist order 
after it became final. The Commission had always complained that 
respondents could play fast and loose with its orders, neither obey
ing them nor asking the court to set them aside. Both the Commis
sion, and Congressional Committees studying the subject cited the 
Stock Yards Act of 1921 and the Securities Exchange Act of 1934 
as precedents for the imposition of time limits and penalties. 

The Amendment also provides for effective control over false 
advertising of foods, drugs, devices, and cosmetics. This is new 
emphasis on old problems. The Commission's escape ftom the 
necessity of proving injury to a competitor is expected to be par
ticularly helpful in this respect, as is the new liability to fine for 
violations of cease and desist orders. Gross offenses, such as those 
involving the advertising of articles injurious to health or of an 
intention to defraud, are now to be prosecuted as a crime and 
punishable by imprisonment or fine or both. 

Even in those milder cases which are still subject to cease and 
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desist orders only, the Commission is now empowered to secure an 
injunction against suspect advertising until its complaint is dis
missed by its own action or sec aside by the courts on review, or 
becomes final in default of appeal. In addition, the recendy enacted 
Copeland Bill still further strengthens the powers of the Food 
and Drug Administration in this general area. Violations of the 
type under discussion have always been punishable with criminal 
penalties. 

Difficllities of Administration 
The appearance of simplicity in this problem is quite deceptive. 

Congress could never dispose of it merely by saying that after such 
and such a date harmful or fraudulent advertising would no 
longer be permitted. The crux of. the issue is not whether fraud 
should be restrained but how it should be defined. 

A quack nostrUm need not contain rank poison to produce defi
nitely harmful results. Sugar water advertised as a cure for cancer 
may cause the death of a buyer who postpones surgical treatment 
until it is too late. Nor should fraudulent advertising be confused 
with the advertising of harmful produCts. A fur coat may be made 
of rabbit skin; if it is advertised as seal the advertising is fraudu
lent although the product does not harm the pUrchaser physically. 

In the same categoty is the advertising of seconds as firSts, of 
rebuilt as new, and adulterated products as unadulterated. The 
issue becomes particularly murky when it spreads intO such mat
ters as "clearance sale," "factory to you," "bankruptcy sale," "fire 
sale," "removal sale," and "going out of business sale." Both Sen
ate and House spokesmen foresaw difficulties and uncertainties of 
interpretation, JUSt as there have been in the case of the older pro
visions of the Federal Trade Commission Act, the Food and Drug 
Act, the anti-trUSt laws, and "other laws prescribing in general 
terms standards of conducr to be applied to innumerable faernal 
siruations."40 

Despite all the ringing phrases of its sponsors and the admitted 
sharpening of some of the Commission's weapons of offense, a 
Congressional minority felt that the part of the amendment regn-

40. House Committee report, li1ed August 19, 19~7. 
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lating misleading advertising of foods, drugs, devices, and cos
metics fell far shorr of giving to the consuming public the protec
tion it needed. It objected particularly to the exemption of so-called 
minor infractions from criminal penalties. 

These critics felt that the cases of injury to health. resulting from 
medicines themselves were unusual and that the great danger lay 
in the free circulation of products in themselves innocuous, such as 
the tuberculosis cure which was a simple liniment, or the diabetes 
cure which was a brew of horse tail weed. They disliked the neces
sity imposed upon the Commission to prove intent "to defraud or 
mislead," citing the difliculties encountered under other laws in 
proving a state of mind under the legal rules of evidence. Finally, 
they placed little faith in the Commission's new discretionary 
power to ask for an injunction and wanted the risk of penalties to 
be plain and delinite for each offense. 

Results Not Measurable 
The effectS of the multitude of controls set up over unfair or 

·immoral business practices cannot even be guessed at. Assuming 
their success in curbing abuses, it does not always follow that the 
consumer will reap any benefit in lower prices. 

Fraud and dishonesty themselves can make for lower prices. 
The extreme example is stolen goods, which will normally be sold 
at nominal prices. But if the theft happens to be of an intangible 
value, as the imitation of some one else's established trade mark, 
merchandise of fully equal or even superior quality may be sold at 
lower prices without winning the forgiveness of the coUrt. Should 
a manufacturer falsely claim affiliation with a competitor whose 
similar goods may be higher-priced because of expensive promo
tional methods, the public does not condone the moral offense be
cause of the lighter burden on its pocketbook. Passing off one's 
goods as those of a competitor has for centuries been held un
lawful without much attention being paid to relative values. The 
pilfering of a competitor's trade secrets is very likely to sharpen 
price competition on the goods involved, but the maintenance of 
ethical standards is considered more conducive to the public good 
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in the long run. The public does not insist on lower prices if they 
are to be had only at the expense of standards of honesty. 

Departing from such solid ground, it is upon a distinction be
tween immediate and long·term values that higher prices often 
resulting from fair trade and similar laws are considered less im
portant than the protection of competing efficiencies. It can even 
be argued that dishonesty to the point of stealing, results in no net 
loss to the public, for the reason that what one man loses another 
gains. The answer ro such sophistty as this fortunately can be al
lowed to rest on common sense. 

j. COMMERCIAL BIUBERY 

Commercial bribery may take a variety of forms, from the lavish 
entertainment of buyers and the purchase of fur coats or other 
cosdy gifts for women buyers, to the payment of an outright cash 
"commission." Extending favors to proprietary buyers, of course, 
does not come under the head of commercial bribery-it is simply 
a part of what the proprietor gets for his money. It is when an 
employee is induced by means of gratuities to accept an offer that 
is not the most advantageous to his employer that bribery exists. 
Because it brings about purchases for reasons other than quality or 
price, bribety interferes with the free play of competition and con
stitutes an unfair trade practice. 

The payment of bribes is not limited to payments to purchasing 
agents of possible customers. The same principle is also involved 
when manufacturers give the sales representatives of wholesalers 
and retailers a special commission for selling their produCts. This 
is a bribe that does not necessarily operate against the interests of 
the employer, but it is dearly a form of unfair competition and 
may result in payments greater than should be necessaty to dis
tribute the produa. 

Since sales through agents or employees, rather than principals, 
have increased in number with the increasing growth in size of 
business, the sphere o.f bribery has widened in modern times. Com
mercial bribety, however, is primarily a managerial problem. Cor
rection must come from within rather than by law from without. 
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Its existence proves that the higher management is not checking up 
on the activities of purchasing agents to see that they are driving 
the best bargains possible. 

When once it gains a foothold, the practice spreads very rapidly 
through an industry. If one manufacturer offers a bribe his com
petitors frequently feel that they must do the same thing or lose 
the business. Not only is the amount of the bribe included in the 
price of the product, but there is a tendency to add still more be
cause it is relatively easy to obtain a higher price when there is a 
friend on the inside of the customer's organization who has a 
financial interest in the purchase of a particular product. Eventu
ally the consumer pays the cost. 

Because commercial bribery preys on legitimate business in an 
undethanded fashion it is obviously impossible to estimate the toll 
it exacts. The various tough estimates which have been made, 
however, point to its excessive cost. John T. Flynn in Graft in Busi
ness, quotes Commerce and Finance as estimating that commercial 
bribery in the United States costs a billion dollars a year.~l 

Laws Against Bribery 
The common law has long recognized the illegal nature of com

mercial bribery and has traditionaliy permitted recovery or rescind
ing of the contract by anyone whose agent accepted the bribe. The 
Federal Trade Olmmission found that the practice was too com
mon for cease and desist orders. In any case they found they could 
only proceed against the person who gave the bribe inasmuch as 
he was the only one guilty of unfair competition. 

Seventeen states have statutes aimed at the general practice of 
commercial bribery. A common provision makes it a misdemeanor 
for a third party to "give, offer or promise any commission, gift 
or gratuity whatever . . . with intent to influence the action of an 
agent, employee or servant in relation to his principal's, em
ployer's or master's business, or for such an agent to request or 
accept any commission." Juries, however, are inclined to condone 
the offense if evidence shows that it is customary in the industry. 

41. John T. Flynn, Gr,ql m Btumm, The Vanguard p ..... New York, 1931, 
p.67. 
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Only a few of the state laws prevent admission of evidence as to 
whether or not such a bribe is customary. 

A federal law was suggested in 1918 and again in 1920 by the 
Federal Trade Commission. Bills making commercial bribery a 
federal offense have been periodically introduced into one or both 
houses of Congress. One of these introduced into the 67th Con
gress by Representative Volstead passed the House but died in the 
Senate Committee. 

Upon the passage of the National Industrial Recovery Act many 
industries attempted to legislate against commetcial bribery on a 
nation-wide scale. One hundred and eighty-one of the first three 
hundred NRA codes contained provisions making commetcial 
bribery a form of unfair trade practice. Almost universally stand
ards adopted by trade associations ban the practice, and this atti
tude, coupled with the activities of the Federal Trade Commission 
and the Better Business Bureau, has tended to halt the spread of 
the evil. 



Chapter 10 

SOME REASONS FOR HIGH COSTS 

NEITHER DISTRIBUTION nor any other part of the economic system 
operates perfectly. Both the need and the opponunity to improve 
the efficiency and lower the costs of distribution undoubtedly exist, 
but the same generalization could be made about the whole gamut 
of activities for which the consumer pays. Whether distribution is 
more inefficient, or takes too large a part of the consumer's dollar 
in comparison with other parts of the economic machine, however, 
is not clear. Certainly the results of rhis study fail to support the 
common assertion that costly and wasteful distribution processes 
.alone are responsible for high living costs. 

The costs of distribution come largely from the performance of 
essential functions in providing rime and place utilities. The mere 
physical task of collecting, storing, transporting, selling, and finally 
delivering finished goods is a gigantic undertaking. While the COStS 
of performing these tasks have probably increased over the past 
years, that faa alone does not necessarily prove waste. These in
creased costs may pay for increased services or for expanded func
tions. Also there may have been merely a shifting of functions and 
services from what we term production to distribution. CoSts may 
be increase!i as a result of the normal working of the competitive 
system or through the growth in the demands of consumers. 

It is clear that distribution today does a vastly bigger job than 
it did fifty years ago. Higher marketing costs are largely due to 
fundamental changes in our economic organization such as the con
centration of manufaCturing in specialized areas, the urbanization 
of the population, the transfer of many production operations from 
the home to the facrory, the development of a great variety of new 
producrs, smaller packaging, more frequent retail buying and other 
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features of a more specialized and more complex economic life. 
Furthermore, distribution, as we know it today-whether it 

"should" do so or not~oes undertake to create demand, to mold 
it and to attach it to brands and dealers. Because distribution is not 
distribution in the narrow sense, because it is so largely devoted to 
in1luencing demand and because the art of in1luencing demand has 
developed so rapidly during the last half century distribution has 
had to shoulder more expense than it otherwise would. Probably 
there has been as much discovery, as much change, as much innova
tion in the field of distribution as in production. But most of the 
ingenuity has been expended to a different end. Inasmuch as it has 
proved possible to in1luence and control consumer choice it has 
ofren been profitable to spend money in creating demand by adver
tising and promotion rather than through the reduction of prices. 

It must be remembered, however, that the creation of this new 
and larger demand has helped to bring to the mass of the people· 
an unprecedented array of physical comfortS and conveniences. 
More and better goods have been made available to a vastly greater 
number of people at a price which the mass of consumers can af
ford to pay. Real wealth measured in the physical volume of goods 
produced and distributed increased more than nine times between 
1870 and 1930, while the population little more than trebled. As a 
result millions of families have today conveniences which were un
heard of seventy years ago. 

This has come about partly through lower prices achieved largely 
by reducing costs of production. But lower production COSts 
would often have been impossible without more effective distribu
tion. A prominent food manufaCturer reports that with greatly ex
panded markets the selling prices of his twelve most important 
prodUCts showed a decline of about 30 per cent between 1929 and 
1938-in comparison with a drop of only 15 per cent in the index 
of all wholesale food prices and a drop of only 12 per cent in the 
total compensation received by employees the country over.' 

In the six years between 1931 and 1937, the number of electric 
ranges in a certain utility company's territory increased from six or 

1. From an address by aa..oce Francis, Presiden~ General Foods Corporation, 
before Americm Marketin& Associ.non, WasbingtoD, D.C., May 20, 1938. 
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seven thousand to some forty thousand-all the result of selective 
selling. In the last ten years the price of electric refrigerators has 
been reduced from between $400 and $500 to an average of less 
than $200. Had there been a good electric refrigerator in 1920 it 
would have cost the consumer about $63 a year for electricity to 
use it. In 1937 it C;OSt only about $12 or $14 a year for electricity to 
operate an infinitely better one.' Even during the depression years 
of 1931-1937 the increased use of residential electricity enabled 
the company to cut the average cost of electricity in homes by prac
tically 30 per cent. The average residential customer increased his 
use of electricity for labor-saving devices by almost 40 per cent, yet 
his annual payments to the company at the end of the period were 
not much larger than they were in 1931. Obviously these lower 
costs and lower prices could not have been achieved without gready 
increased consumption. 

Many more examples could be given of the way in which con
sumers have benefited by the economic system which has been 
evolved. On the other hand there is considerable evidence to prove 
. that close attention to possibilities of lowering distribution as well 
as production costs would result in still greater benefirs. The task 
which faces American business is to preserve the economies of mass 
production by preventing the added cost of mass distribution from 
cancelling them out. 

Criticisms of High Costs 
Criticisms of the marketing strUcture are by no means limited ro 

economists and students. Hard-headed industrialists and others en
gaged in practical business are increasingly calling attention to the 
urgent need of attacking the problems of distribution. The January 
10, 1938 issue of Domestic Commerce, published by the Depart
ment of Commerce, contains twO pertinent quotations illustrating 
this attitude: 

The facts point clearly to the logical future of American industry--namely, 
a bold and vigorous selective volume production along scientific manage· 

2. George E. Whitwell, "Selective Selling-Its Effects on Social and Economic 
Standards," an address befoIe the BosmD. Confueo.ce aD DisuibutiOD. Septembet 
1937. 
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ment Iines---;cientific management let US clearly understand, applied not 
alone to factory but to finance and marketing and disttibution as well • • . 
there is no question but that prices of manufactured goods must go down 
• . . the profitS in American industry must be looked for • • . in a nar· 
row buyer's market, in specialization, research, highly developed executive 
management, volume at low unit profit, close management of costS and in· 
ventories, automatic production, and an organization skillfully adjusted to 
the market • . . and it is the principles of scienrific management which 
today impressively corroborate the idea that the marketing function must 
assume supreme command. • . . As a result of scientific management in 
production, including, of coutSe, scientific development of machinery and 
equipment, statistics indicate that unit costs of production were reduced 
between 1900 and 1930 some 30 per cent, while in individual operations 
unit costs were frequently halved or quartered. In selling, an the other 
hand, costS have been rising. A survey of selling costS indicates an increase 
of some 60 per cent in the cost of marketing by manufacrutets between the 
same years 1900 to 19'30} 

There is a tremendous opportuniry to recover thousands of dollars that are 
now being wasted in inefficiencies in Out marketing structure by the appli. 
cation of disttibution engineering to the marketing structure and I believe 
also that one of the greatest chances for making big savings of all that exist 
in the field of disttibution, existS in advertising.-

Among the most common criticisms of the present distribution 
system is that it suppom an excessive number of oudets and' olIers 
too many services and that excessive advertising and sales elIons 
put a needlessly heavy burden on the consumer's pocketbook., To 
answer these charges it would be necessary--but in the light of our 
present knowledge often impossible-to determine how many are 
too many and how much is too much. And then there would remain 
the problem of discovering what elIects a reduction in this excess 
would have on the various persons affected. 

Among these, clearly, the consumer's interest is paramount, for 
distribution should exist solely to satisfy his wants. How would 

,. Prom. Por To,.Bx,ellJ;lI.s 0,,1,. a symposium by Samuel W. Reyburn, Ken
neth Goode. Alfred P. SlOan, Jr., C. M. Ch ...... , Sanford B. Thompson, and ]. 
George Frederick, The Business Bourse, New York. 1936. 

4. From an adchoss by L Edward ScriYen. of B ....... BoneD, Dumine " Osborn, 
befoze !he Chicago Business Papers Association. November 22. 1937. 
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the consumer's interest best be served? The answer is not dear. The 
price he pays must be weighed against the services he wants, the 
conveniences he enjoys and the range of choice he gets. 

It must be remembered also that the apparent existence of an 
excess is a fundamental characteristic of competition. Granting that 
this often results in the waste of resources and human effon it is 
nevertheless the means whereby costs and prices are reduced. Then 
too, for every commodity which has found its way into common 
use there may be many which have failed to find their way. The 
time and money spent on such unprofitable promotion must also 
be paid by the ultimate consumer. 

Such adventuring involves not only large costs but frequendy 
wastes. It involves the right to try and fail. Many studies ·of distri
bution have overlooked this basic feature of the American economy. 
Our resources are such that we obviously have the capacity to de
velop not merely security and a "decent standard of living," but 
wholly new and presumably more desirable ways of living. But no 
one can know in advance just what these ways will be. They can 

. be discovered only by trial and error. 

N el Balance Incalculable 
No one can know definitely whether or not the net results of the 

distribution system which we have today leave the balance on the 
asset side. But it must be granted that competitive selling and mod
ern promotional devices have created a market for the goods which 
industry has turned out through mass production methods. And the 
low costs achieved through mass production could never have been 
realized had it not been for the creation of mass demand and the 
added expenditures which had to be made to stimulate that de
mand. But it must be remembered that while competition in the 
technique of production almost inevitably reduces costS, competi
tion in distribution often increases them. 

While it is impossible to give any simple and final answer to the 
question "does distribution cost too much?", it is possible, and 
useful, to examine those aspects of the present distribution mechan
ism which seem needlessly wasteful. We may not be able to meas
ure JUSt how inefficient they are; but action to improve the defective 
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parts does not depend on any such measurement. And to point 
them out may lead others to examine them more closely. 

Il;J. this chapter, therefore, an attempt has been made briefly to 
indicate some features of our distribution system which appear to 
be too costly-and to give what figures are available to measure 
them. Some of these costs are due to the very nature of a competi
tive economy. But to say that they arise from competition does not 
mean that they cannot be cut without scrapping the system. There 
are other costs resulting from inefficiencies of management and still 
others for which consumers themselves are to blame. 

1. THE CoSTS OF CoMPE1TrION 

The competitive system gives free rein to all types of enterprise, 
and it is assumed that in the long run the more efficient type will 
survive. Even though each part of the process of getting goods from 
the producer to the consumer may function quite efficiently in its 
own sphere. costs may be made larger by an overlapping and pyra
miding of efforts. Apparently this is what has happened in many 
lines of trade. Manufacturers have felt that it was necessary for 
them to create a consumer demand for their product in order to 
bring pressure on wholesalers and retailers to carry their merchan
dise. With the growing emphasis placed by manufacturers in recent 
years on the establishment and promotion of their own national 
brands their selling and promotional expenses have risen sharply. 
Wimess the estimated 60 per cent increase in selling costs of manu-
facturers since 1900, reported earlier in this chapter. . 

a. DUPLICATION OF SALES EFFORTS 

Consumer goods leaving the producer's hands may either be sold 
directly to the retailer or pass through intermediaries. In the latter 
case the intermediary dealer or wholesaler also incurs substantial 
operating expenses. In many cases only half of the wholesale ex
pense goes to pay for the essential physical functions of breaking 
bulk, storage, and delivery to retailers. The other half of it goes to 
pay for the effort of persuading the retailer to buy. In this way a 
second layer of selling costs is added to the goods. 
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Then the retailer, whether the merchandise is bought directly 
from the manufactUrer or from some intermediary, adds his toll to 
the tOtal of selling COSts. It is difficult and often impossible to seg· 
regate the cost of performing the so-called "essential functions" 
from the expenses incurred as the result of "selling" effort. Judg. 
ing from sample cost srudies in manufactUrers' distribution and in 
the wholesale and retail trades, however, at least 50 per cent of the 
total COStS of distribution are accounted for by selling and promo
tional activities, in contrast to the physical task of handling, stor
ing. and delivering goods. 

This is not meant to imply that such duplication of effort is 
wholly undesirable. The creation of demand is an essential function 
and it is diflicult to see how our present economy could get along 
without it. Granting that it is necessary, however, the duplication 
and pyramiding of selling effort has been carried so far in many 
cases as to involve real economic waste. 

That economies can be effected by eliminating some of the seil
ing activities along the line has already been shown. The discus-

. sion of food and drug distribution costs in Chapter 6 showed that 
both corporate chains and retailer-cooperatives were able to per
form the wholesaling function at lower costs than independent 
wholesalers. Their economies result from the fact that they do lime 
or no "selling." It is also quite probable that the selling costs of 
most manufacturers supplying these large-scale organizations are 
relatively low. Obviously, exact information on this important ques
tion must await more realistic and careful cost analysis and alloca
tion. 

It is of immediate concern to consumers, however, that in the 
fields which they have invaded, the chains and retailer-cooperatives 
have brought lower prices resulting in part at least from a marked 
reduction in the combined costs of performing the wholesaling and 
retailing functions. The number of retail stores belonging to such 
integrated organizations is usually closely geared to the potential 
business in the area served. Thus each such retail outlet is able to 

enjoy a volume of business large enough to justify its existence and 
to insure relatively low operating expense. The same advantage is 
not enjoyed by vast numbers of so-called independent outletS. 
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The great duplication of facilities in retail trade must result in a 
higher total COSt of distribution than if oudets were fewer. The 
high rate of mortality, which continues in good years and bad, in· 
dicates that too many firms are engaged in many retail trades. Hun· 
dreds of thousands of retailers do a pitifully small volume of busi· 
ness. Even in 1929 over two-fifths of all the retail stores in the 
United States had a sales volume of less than $33 a day. In 1935 
about 60 per cent of all retail stores were in this class. Operating 
expenses for this group of litde stores are much higher than those 
of larger esrablishments, if anything like reasonable compensation 
is allowed their proprietors. 

Supplying these superfluous rerail stores also makes for high dis
tribution costs. Manufacruters and wholesalers obviously could op
erate more economically if their output could be handled exclu· 
sively by stores which do enough business to stock up with large 
orders, achieve a quick turnover by selling at a small margin of 
profit, and send in more large orders. It is obvious also that retail· 
ers could conduct their operations more economically. Fewer and 
larger stores would mean fewer and larger purchases and lower 
COSts of physical handling and selling, as well as many collateral 
savings such as lower insurance and cretlit aDd collection costs. 

But from the standpoint of consumers, it must be admitted that an 
ideal system of distribution from the point of view of distributors 
would have its drawbacks. If all stores were large they would 
necessarily have to be fewer and farther apart. But consumers 
want a system which enables them to supply many of their wantS in 
stores which are easily accessible. While the average housewife on 
the outskirts of the city may go to the big shopping district for her 
major purchases, she does want a convenient store just around the 
comer. Here, as in many other phases of distribution, no sharp line 
can be drawn betWeen real economies and those which would in· 
volve sacrifices in convenience on the part of consumers . 

. c. SERVICES RENDERED 

Much of the cost of distribution attributed to competition comes 
from extra services extended to buyers. These services are often in· 
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tangible and difficult to measure. They may be worth all they cost; 
but in many instances, if all the facts were known, they might well 
be classed as waste. We do not have the facts, however, to permit 
a statistical comparison berween the costs and values of such serv
ices. 

By greatly reducing services, costs can be CUt substantially, and 
such savings have been made by many manufacturing, wholesal· 
ing, and retailing establishments. That such economies have not 
been more widespread is apparendy due to the willingness of buy
ers to pay not only for merchandise, but for service and for freedom 
of choice in buying a wide range of products. Professor James L. 
Palmer of the University of Chicago lists some of the services which 
our marketing institutions might eliminate to CUt the cost of dis
tribution:' 

1. They might discontinue selling for credit. 
2. They might eliminate free delivery service, reduce the frequency of 

delivery or narrow delivery zones. 
3. They might carry fewer brands of merchandise, thus restricting buyer 

choice. 
4. They might stock smaller quantities of merchandise and refuse to han

dle slow.selling items, thus forcing many buyers to wait for delivery 
of orders. 

S. They might occupy low·rent locations, thus forcing buyers to go out 
of their way to make purchases. 

6. They might operate on an eight-hour instead of an eleven-to-eighteen
hour day, thus concentrating buying in shorter periods but also reo 
suicting service. 

7. They might sell only in quantiry, thus eliminaring small·unit purchases. 
8. They might locare only in large trading centers, thus inconveniencing 

people not living nearby. 
9. They might coniine themselves to staple merchandise instead of aggres

sively seeking out new merchandise and new styles, thus reducing 
obsolescence losses and mark·downs. 

10. They might withdraw the retumed goods privilege, thus reducing sell
ing and bandling costs and mark·downs. 

11. They might reduce the number of salespeople, thus cutting labor cost 
but compelling cusrotners to wait to be served. 

Professor Palmer makes the guess that a retail store operating 

5. Th. TOIIrfI. of Mltrlw;n" April 1937, pp. '91, '92. 



SoME REAsoNS FOR HIGH CoSTS 301 

under rhese conditions could cut rhe cost of retailing in two-if it 
had any customers left. He can see no immediate prospect of ma
terial reduction in rhe cost of marketing except rhrough restriction 
in services. 

If consistent effon is made to discover rhe factS savings can un
doubtedly be effected. However, as long as rhe distributor does not 
know what it costs to sell small accounts, fill stnall orders, grant 
credit, accept returned goods or grant allowances for this or rhat, 
just so long is he apt to excuse high costs. He thinks he is compelled 
to render such services because his competitors do. Thus he argues 
rhat they are merely a form of advertising or sales promotion. Such 
reasoning may be sound enough if he knows what rhe services really 
COSt, but very few distributors do know what rhey cost. From rhe 
buyer's point of view it is toO often true rhat buyers must pay for 
elaborate services wherher rhey want rhem or not. To rhe buyer 
who does not require services it seems imponant to have rhe costs 
borne by rhose who benefit from rhem. 

d. MULTIPUClTY OF BRANDS 

Today rhe consumer is offered a multitude of products unknown 
to his grandparents. He must choose among a bewildering array of 
labels; a host of different brands of cigarettes, -toorhpaste, shaving 
cream, cosmetics and breakfast foods are on sale in every retail 
store. The late George K. Burgess, former director of rhe Bureau 
of Standards, estimated rhat rhere are as many as 10,000 brands of 
wheat Hour, 4,500 brands of canned com, 1,000 brands of canned 
peaches, 1,000 brands of canned salmon, 1,000 brands of canned 
peas, 500 brands of mustard and 300 brands of pineapple.' But 
only a few brands of each kind of product are carried by any single 
store. Furrhermore, rhe major part of rhe consumer's budget is still 
spent for a multitude of product&-ranging from household furni
rure and hardware to dorhing and many staple foodstuffs such as 
meat and vegetable&-which are sold to him in bulk or simply on 
rhe retailer's recommendation. 

Four major charges of high COSts due to rhe multipliciry of brands 

6. Sumner H. Stichter, Mo • .", Ecollom;c Soci.", Henry Holt and Company. New 
York. 19~1, p. '53. 
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have been made: (1) they confuse rather than enlighten the con
sumer and make his purchasing less efficient than if the number of 
brands were greatly reduced and each brand were identified with 
recogoized specifications or standards of quality; (2) the large 
number of brands reduces manufacturing efficiency by permitting 
inefficient plants to survive and by preventing a concentration of 
production in large plants which enjoy the economies of mass pro
duction; (3) distributors, particularly retail stores, are required to 
tie up large amounts of capital in carrying a needed supply of each 
type of branded goods; (4) competitive national advertising and 
the promotion of almost identical products under different brands 
is a large and unnecessary expense which needlessly increases costs 
and prices_ 

The Effects of Multiplicity 
Mere wonderment as to which of so many brands are best suited 

to particular needs may not rrouble consumers very much. The re
tail buyer may pay no attention to labels, rrusting to the dealer to 

. understand that he wants good merchandise. If there is a great dif
ference in price between one brand and another, buyers may assume 
from lack of information that there is a corresponding difference in 
quality. Sometimes-hut not always--this is rrue. But the consumer 
who values quality above everything may choose the highest-priced 
product, quite unaware that some distributors understand this trait 
of human nature and price inferior goods accordingly. 

Ordinarily, however, the consumer has to consider prices. Pri
vately-branded goods are commonly sold on a highly competitive 
basis with price the primary consideration. Goods sold under pri
vate brands, however, can be distributed as economically as if they 
were not branded at all, and consumers would have to pay the same 
price in either case. Goods must be labeled and their contents must 
be identified in some way, and the additional cost of adding the 
dealer's name to the label is inconsequential. What is important to 

buyers is whether content and quality are as represented and 
whether the description is one which can be readily understood. 

The existence of a multitude of private brands probably has lit
tle effect on the efficiency of manufacturing. Each of the 10,000 
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brands of wheat flour is not produced in a separate mill or accord
ing to a separate formula. Production costs for flour are little if any 
greater than if fewer brands existed. As a matter of faa, only 4,022 
establishments in all are listed by the Census as producing flour or 
any other kind of grain-mill produas, and 70 per cent of such prod
uas is milled by the 232 plants doing a business of more than $1 
million annually.7 

Hundreds of wholesalers and chain store organizations buy iden
tical produas from a single mill, each one having his merchandise 
labeled with his own brand name. This practice is also common in 
the canning industry, in the apparel trades and in many other com
modity lines and is often followed even by producers who distribute 
part of their output under their own nationally advertised brands. 
Clearly, if no advertising is involved, it costs lirtle more for a manu
facturer to produce and package the same produa under a hundred' 
brands than under a single brand or no brand at all. 

Furthermore, carrying a modest assortment of private brands 
may add little to inventory expense. Since consumers often (but not 
always) artach no special value to any parricular private brand the 
dealer's only concern is to be able to offer his buyers a sufficient 
assortment of sizes, styles, and qualiries of the produa, whether 
this necessitates stocking several private brands or only one. On the 
whole it is doubtful whether the apparent multiplicity of brands is 
responsible either for excessive COSts in manufaaure and distribu
tion or for consumer ignorance or inefficiency in buying. The larter 
undoubtedly exists; but it is due chiefly to the faa that consumer 
goods are not available under standards and specifications, rather 
than to the variety of names under which they appear. This is dis
cussed later in the chapter, 

e. COMPETITIVE ADVERTISING 

What has just been said about privately branded goods does not 
apply to arricles sold under the manufaaurer's national brand, The 
selling of these goods, especially those of almost identical nature, 
involves a large amount of competitive advertising. Among the 
kinds of goods whose production cost and inherent qualities do not 

7. Census of Manufactures: 1929, Vol. I. pp. 71H11. 
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vary gready from one brand to another but which are advertised 
extensively by the manufacturer, are cigarettes, toothpaste, shaving 
cream, packaged medicines, cosmetics and many other drugstore 
products, bread, gasoline, and possibly automobile tires. The list of 
nationally advertised products is of course much more extensive 
and includes many products like automobiles and radios which 
vary widely in quality. 

Whether or not real differences exist, the manufacturer uses na
tional advertising to create consumer demand by extolling the spe
cial virtues of his own product. Much national advertising makes 
no serious attempt to emphasize the supposed superior features of 
a product but is designed merely to create "consumer conscious
ness" for the particular brand. Whatever the nature of the adver
tising, the consumer often pays more for a nationally advertised 
branded article than for a similar article sold under a private brand 
or no brand at all. Being forced to choose among several private 
brands of a commodity like canned com COSts consumers little or 
nothing, but the cost of having a choice among advertised brands 
of toothpaste, for example, may be appreciable. 

Not only do buyers pay more for branded articles than for un
branded ones; but, curiously enough, they often pay more for the 
latter than if the branded article were not advertised. Because of 
advertising and other expenses-and often higher profics--on the 
advertised product, it carries a high price. Since this price rather 
than cost or inherent value establishes a standard of value in the 
consumer's mind, the retailer, buying an unbranded substitute at a 
much lower price, is able to sell it at a higher mark-up than he 
otherwise could. 

Pros and Cons of Advertising 
Advertising as a technique of selling is clearly necessary in the 

marketing of many kinds of goodS. It is a useful selling method 
which, like other selling methods, can be used for bad as well as 
good ends. It may, and often does, make large-scale low<ost dis
tribution possible. It may, and usually must, result in maintaining 
standards of quality. And it may, and often does, create a demand 
not only for the advertised product but for many unadvertised sub-
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stitutes. It is not safe to conclude that even substitute brands, now 
able to take advanrage of the "price umbrella" raised by national 
advertisers. would be sold more cheaply if the national advertising 
were to Stop. Perhaps the general demand created by advertising 
would also stop. Moreover such by-produas of advertising as the 
radio and magazines and newspapers may be worth more to the 
consumer than the added cost of the advertised commodities. 

Advertising has undoubtedly widened the market for automo
biles and other produas so gready that the ultimate price to the 
consumer is far less than it would have been without advertising. 
Oarence Francis in a recent address before the American Market
ing Association said:" 

When General Foods /irst took over the Jell·Q Company, Jell.Q was sell· 
ing to the consumer for an average of twelve cents per package. Today the 
prevailing price is around five to six cents per package. The whole Jell-O 
enterprise was developed largely through advertising resulting in large pro· 
duction and wide distribution, with attendant economies. The total adver· 
tising cost at present is less than one·half a cent per package. 

Few will question the imporrant social aspects of cenain types 
of advertising. Advertising is needed to educate the consumer to 
use new produas, particularly those of a technically complex na
ture. Air conditioning, hydraulic brakes on motor cars, the impor
tance of vitamins in diet have all been made familiar to the con
sumer through advertising. But it is JUSt as true that the consumer 
has been bombarded with bombastic claims about useful produas 
and with a lot of nonsense about useless or harmful ones. Some ad
vertising has undoubtedly led buyers to use foods that were not 
good for them. Some advertising has pushed harmful laxatives and 
patent medicines the sale of which to the American people is enor
mous. Yet a good deal of modern competitive advertising makes 
for better living by encouraging the use of healthful produas and 
promoting habits that are socially desirable--such as the regular 
brushing of one's teeth. 

Competitive advertising deserves a critical analysis so that the 
more useful features may be rerained and the harmful and waste-

8. From an address by Clarence Francis. President, General Foods Corporation, 
before American Marketing Association, Washington, D.C., May 20, 1938. 
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ful ones eliminated. That this point of view is actually being 
adopted by advertisers is evident in the self-criticism apparent in 
trade association meetings of recent years. It is shown in a practical 
way by the faa that the Association of National Advertisers is 
sponsoring a thorough and impartial survey of the economics of 
advertising which is being conduaed by the Bureau of Business 
Research of the Harvard Graduate School of Business Administra
tion. 

2. THE CoNSUMER AND DISTRIBUTION CoSTS 

Consumers have been both the victims and the cause of higher 
distribution costs. The urbanization of the population, higher stand
ards of living and the consequent refinement and elaboration of 
consumer tastes have been accompanied by a demand for new and 
costly services and a wider range of choice. Producers and distribu
tors feel that they must cater to this demand or go out of business. 
On the other hand, it was some enterprising producer or dealer, 
perceiving the possibilities of increased sales, who firSt offered each 
one of these innovations to the public. The increasing cost of dis
tribution which results from them cannot be set down as wholly 
the fault of either consumers or distributors. 

a. NEW DEMANDS AND SERVICES 

Consumer insistence on purchasing small amounts of staple com
modities, for example, increases the COSt of packaging and selling. 
In parr this insistence on small sanitary packages is the result of 
national advertising and sales promotion, which aim to attach to 

staple commodities intangible and often imaginary values in the 
form of sanitation, convenience, and so on. In parr the consumer's 
insistence on small orders is due to changes in our housing habits. 
We live in smaller apartments and have less storage space than 
even a quarrer of a century ago. As a result consumers--whether 
because of sales pressure, changing habits or both-have shifted to 
producers and distributors a service which they formerly performed 
for themselves-the storage and preservation of commodities. 

Illustrations of higher costs of distribution due to new commodi-
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ties and new services, as well as to consumer caprice fostered by 
modem advertising, can be found in women's apparel. Thirty or 
forty years ago women bought piece goods by the yard at the store 
and had them made up into clothes at home. Today the typical 
woman consumer expectS to buy a finished dress suited to her own 
taste and conforming to prevailing styles. This change obviously 
burdens distribution and increases the price of the finished product. 
It is more cosdy to distribute thousands of dresses, often with only 
one of a model or pattern to be sold within a given locality, than it 
is to sell staple yard goods. By shifting the making of dresses from 
the home to the faCtory, production COSts have undoubtedly been re
duced; but by making it necessary to distribute a more highly fin
ished and individualized product through the regular channels of 
trade the COSt of distribution has been gready increased. 

The Cost of Variety 
The consumer who has been made style conscious feels com

pelled to buy more articles and to discard them or trade them in 
sooner than he otherwise would. Women's apparel no longer wears 
out before being thrown away, and the cycle of obsolescence has 
likewise been shortened for many other kinds of goods. The in
creased emphasis on color harmony as an element in style is another 
trend in the same direction. 

Consumers demand more variety today than before. A woman 
who buys a dress from a department store and sees another dress 
like it at the next party she goes to feels outraged. The result is' 
that manufacrurers of medium- or high-priced dresses find it haz
ardous to sell more than one dress of a kind in each small town, 
and sales in larger towns are also limited. Clearly, distinction is a 
larger element in style goods than inherent quality. Or the con
sumer may want to "keep up with the Joneses." He buys a new 
automobile because the man next door has bought one; he wants 
something to boast about, if possible-more gadgets, more miles 
per gallon, more speed. His wife may buy things for the home with 
the same motive-d!=Sire to keep up with the neighbors or better 
still, to excel them. 

Of course producers and distributors welcome this psychology 
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and do all they can to promote it. They exercise every ingenuity to 
invent new sales appeals--frequendy irrelevant to the value of the 
product-which provide the appearance of individuality and origi
nality. 

The tremendous variety of styles and their rapid obsolescence 
raises costs all along the line. ManufactUrers must carry a wider 
assortment of raw materials, purchase them in smaller quantities 
and provide increased faerory capaciry to fill rush orders. Whole
sale and retail distributors must incur greater operating expenses 
in carrying larger and more varied stocks of goods and run a much 
greater risk of inventory loss through failure to dear stock before 
a style change necessitates a mark-down. 

The Depattment of Commerce notes color obsolescence as "one 
of the principal faerors slowing down turnover" in the women's 
silk and rayon hosiery field. The Holeproof Hosiery Company car
ried 480 items in 1920 and 6,006 in 1927. Leverett S. Lyon reports 
that a leading Chicago retailer of shoes increased the number of 
styles of men's shoes carried from 175 in 1920 to 375 in 1928 and 
,in women's shoes, from 500 in 1920 to 1,000 in 1928. A large mid
dle-western wholesale dry-goods house estimated that "20 per cent 
of all its items become obsolete before they can be sold.'" 

Returned Goods 
Another cause of higher costs created by consumers' buying hab

its is the return privilege of department and other stores. A cus
tomer who orders several articles on approval with the intention 
of buying only one, or who returns an article three or four times 
because it does not suit, adds to the costs of distribution. Moreover, 
she penalizes the customer who does not return goods, but who 
must nevertheless pay the increased retail price necessary to cover 
the cost of this service. Returns and allowances constitute on the 
average the equivalent of one day's sales out of every eight in de
partment stores. IO 

A recent writer has said about this problem: 

9. Robert S. Lynd, R ..... ' Soritd T,..M, Vol. II, p. 879. 
10. Carl N. Schmalz, OP,,",i., RmdlS of D.p .. ,m .. , l1li4 Sporitd'l S'o", itt 

1933. Harvard Bureau of Busine .. Research, Bulletin 92, p. 1. 
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One cannot be sure of ttacing down all the costs that eoter intO the retUrn 

of merchandise • • • the rost of making these adjustmeolS, which includes 
the rost of handling goods at no profit, is nothing rompared with the losses 
acrompanying unsalable goods or merchandise that has to be resold at dras· 
tic mark-dowos. The eronomic waste involved runs into millions of dol· 
lars.ll 

In a comprehensive survey conducted by the Department of Com
merce consumers who were questioned blamed themselves largely 
for the returned goods evil." Nearly 48 per cent of the women 
questioned in the city of Washington reported that they were at 
fault, about 26 per cent said the retailer was responsible, and not 
quite 16 per cent laid the blame on the manufacturer of the goods. 
Women reported that over 56 per cent of the articles returned were 
intended for their own use. In most cases, therefore, greater care at 
the time of the sale in selecting and fitting the article would have 
avoided the necessity for the rerum. Obviously this is as much the 
retailer's as the buyer's responsibility. 

"Wrong size" accounted for over 30 per cent of the rerums and 
of these nearly 90 per cent were attributed to "wrong size asked 
for by customer," according to a study made by the Bureau of Busi
ness Research of Ohio State University in 1926. This study states 
that for the routine handling of a typical return transaction it re
quired not less than 23 persons to perform the necessaty operations 
involved. The cost of each transaction varied from 31.8 cents for a 
"charge-take sale" to 61.6 cents for a "charge-send sale." 

b. CONSUMER IGNORANCB 

Most consumers are not rational buyers. By the trial·and·error 
process of shopping, usually involving repeated visits to the store, 
the woman shopper may find something that will do. But she does 
not realize that she has wasted too much of her own time and ner
vous energy and that the services of the store in taking back un
satisfaCtory goods and making extra deliveries, the time of the sales 
person, complaints, adjustments and damage to merchandise all in-

11. Daniel Bloomfield, Th. R.,,,,,,.tl Gootls P'Obl.fII, Report No. 240, Aleocander 
Hamilton Iosutute, 19~~. 

12. C"aslUrlw V;ftUpOml tJ8 R.'.",eJ Gooth, Domestic Commerce Series No. 87. 
U.s. B ..... u of Fo,",ign aod Domestic Commerce, 19H, pp. 12, 16. 
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crease overhead costs which she and other buyers have to pay. In 
other words plain consumer ignorance increases distribution costs. 
For this consumers must share responsibility. But the manufacturer 
and the distributor are also responsible insofar as they help to main
tain the consumer's ignorance and exploit his indifference. 

Even the careful buyer may find it impossible to learn anything 
at the time of sale about the actual use value of textiles. The com
position of cloth can no longer be determined by the standards of 
sight and touch which have guided most women in buying dress 
goods from time immemorial. Certain synthetic fabrics now imitate 
wool so perfectly that even experts can hardly tell them apart; but 
the way they wear may be quite different. Many of these imitations 
are labeled inaccurately or deceptively-some not at a1I-and sales 
people frequendy know no more about them than the customer. 

In recent years, however, certain manufacturers have been push
ing a campaign for "truth in textiles." They say thilt public opinion 
is insisting that producers and distributors tell the public exactly 
what they are buying. Insofar as this campaign succeeds the COSts 

. of distribution and prices can be reduced. 
Differences in price often fail to relleer real differences in quality 

-either in the produCts themselves or in the services required to 

sell them. Although a branded article with the label of a well
known manufacturer or distributor is usually of uniform quality 
the consumer has no assurance that the quality is high or low. He 
can judge that only after he has bought and used the article. 

A dramatic example of the discrepancy betWeen price and quality 
has been cited by Dr. Slichter.'s Twenty-four cans of com were 
bought to be used as a test in a grading school. They were graded 
by experts according to United States Government standards. One 
can, judged U.S. grade A, or "fancy," cost 17 cents; fourteen cans 
graded U.S. grade B, or "extra standard," averaged 14.85 cents 
each; and nine, graded U.S. grade C, or "standard," averaged 
16.92 cents. The price of the poorest com was higher on the aver
age than that of the medium and almost as high as the one can of 
"fancy" com. 

H. Sumner H. Stichter • • p. cil., p. "1. 
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Slichter also cites strength tests of five Turkish towels, which 
showed that a 25-cent towel was a better buy than one priced at 50 
cents and a $1.00 towel far superior to a $1.50 one. In a test of five 
other towels the highest-priced towel was fourth in quality. Tests 
of the warp and filling strength of six suits of men's cotton under
wear gave similar resultS--Suits priced at $1.50 were of stronger 
weave than the $2.25 and $3.00 suits. 

Informing the Consllmer 
The imponance of making readily available to consumers the 

essential facts about merchandise is a lively issue today. But opin
ions differ about the best ways of doing it. 

The Bureau of Agticultural Economics of the Depanment of 
Agticulture favors the gtading and labeling of goods according to 
rigid government requirements. Grades based upon government 
standards arrived at by test have been officially established for all 
of the principal raw agricultural products which can be measured 
by physical test, such as tobacco, cotton, and grain. Some fifty-five 
kinds of fresh fruits, vegetables and nuts are also gtaded according 
to size, color, and maturity. The Bureau bases its standards on ac
tual study of the practices of growers, packers, and shippers of 
agricultural crops, fruits and vegetables. The use of the govern
ment grading service is voluntary and a fee is paid for it, Many 
states now compel the sale of cenain products on the basis of 
grades, although not necessarily those of the Department of Agri
culture. 

Some advocates of the Department of Agriculture grading sys
tem believe that it could be extended to all or most consumer goods. 
A bill to require government grade labeling of consumer goods 
was recently presented in Congress but failed of passage. Oppo
nents of grading contend that a rigid system for all produCts would 
be impracticable and unsatisfactory. They say that the education of 
the buying public to use the labels would be no small task; and 
that it would be impossible to devise standards flexible enough to 
cover the infinite variety of qualities which make for consumer sat
isfaction. 
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Deseri ptille Labeling 
Packers have opposed the Department of Agriculture grading 

system for canned goods on the ground that it is not sufficiently 
clear and that it might encourage the advertiser to try to convince 
purchasers that his particular Grade A or B was superior to an
other packer's Grade A or B, They advocate voluntary descriptive 
labeling, contending that the label should be "the window of the 
can," permitting the consumer to find out exactly what is inside. 
A label used by a packer of prunes, for example, bears the follow-
ing information: ' 

Fruit quality Good 
Sweetening Unsweetened 
Flavor Full ripe 
How canned Whole 
Net contents 6lbs. 6 oz. 
Approved for Table use, pies, preserves 

In the effort to open the window still further, some labels picture 
the exact size of the fruit or vegetable in the can-for example, the 
label of one brand of ripe olives which carries a full-size picture of 
the fruit, states: "This can contains about 46 olives this size. Net 
weight, 9 oz. or 255 grams. Packed and sterilized under supervision 
and according to regulations of State Department of Health." 

The advantage to the consumer of this sort of label over lyrical 
names and highly-colored pictures is obvious. Irs weakness lies in 
the fact that irs use would now be voluntary, as there is no legal 
compulsion on the producer to label his goods clearly, completely 
and accurately. 

The new Food, Drugs and Cosmetics Act, signed by the President 
on June 25, 1938, outlaws harmful and adulterated productS and 
requires packaged foods to be labeled to show weight and volume. 
If canned Eruirs and vegetables are below certain legal minimum 
standards (which have not yet been established for most productS) 
the label must so state. Beyond this the law merely requires that 
the label must not mislead or deceive the purchaser. 

Size Labeling 
The need for accurate size labeling of wearing apparel is appar-
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ent to every woman who buys ready-made garments, and should be 
to every retail merchant who complains about the returned goods 
problem. A shopper asks, for example, for a child's size nine dress 
in a particular style. Out of nines at the moment, the saleswoman 
shows an eight, saying that it will probably fit because "this style 
runs large." The customer may find when she gets home that it 
does not. 

The standardization of sizes of children's garments is the object 
of an extended research project now being carried on by the Bu
reau of Home Economics of the Department of Agriculture with 
the cooperation of the American Standards Association and several 
associations of manufaCturers of patterns and of children's cloth
ing. It is planned to measure approximately 100,000 children of 
pre-school and school ages, from high, medium, and low income 
groups and from different racial groups. A report and statistical 
analysis of the data will probably be published during the present 
year. 

This valuable work will be partly nullified, however, so long as 
garments are made of fabrics which shrink or stretch in laundering 
or cleaning. Most shoppers ask about shrinkage, and usually receive 
a stock answer to the effect that "there have been no complaints," 
or that the sales person does not think it will shrink. But the size 
nine becomes size eight in the wash and another dress must be 
bought-size ten this time, "to allow for shrinking." This prolific 
source of waste and inconvenience seems wholly without excuse 
in view of the methods now available for pre-shrinking fabrics. 
Many consumers now look for the "pre-shrunk" label. 

O/he, Consume, Aids 
The Agricultural Adjustment Administration has inaugurated a 

Consumers' Counsel Division which publishes the Consumers' 
Guide, a bi-weekly bulletin. The nature of this publication is evi
dent from a typical table of contents: "Facts for Blanket Buyers"; 
"Check your Vitamin C"; "Should Consumers Unite?"; "Coopera
tion"; "Milk Producers and the Cooperative Way." The Depart
ment of Labor has a "Standards Section" of a "Consumers' Project," 
successor to the Consumers' Advisory Board of the NRA and heir 
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to the fund of statistical data on consumers' standards collected by 
that organization. The Standards Section has continued to collect 
and assemble government standards and specifications on consumer 
goods. 

A few private groups have organized to apply scientific tests to 
consumer goods and to make known the results to their members. 
These groups have in most cases small capital and limited labora
tory faciliries, but their activities have shown what can be done. 
Consumer's Research, Inc., and Consumers Union of U. S. Inc., un
dertake to make their own tests of produCts which they name 
specifically in their reports to subscribers, with detailed compari
sons of ingredients, performance, quality and so forth, of the dif
ferent brands of a given product. Another organization is Coopera
tive Distributors, Inc., which publishes information on commodi
ties, and functions as a consumers' cooperative in the sale of stand
ardized articles. 

Some progressive department stores have recognized the advan
tages of promoting consumer interest in quality, and have set up 
their own bureaus of standards. The Consumer-Retailer Relations 
Council, sponsored by a few of the important retail interests, has 
made some headway toward defining and establishing standards 
for various kinds of consumer goods. Women's clubs and women's 
magazines are also increasingly active in the field of consumer edu
cation. Much remains to be done, however, both on the part of 
distributors and organized groups of consumers before the retail 
customer can approach his task with suflicient information to be 
able to discharge it wisely. Ignorance on the part of consumers and 
their consequent failure to get the most for their money is some
times due to sheer stupidity, but more often to lack of information 
rather than lack of intelligence. 

3. THE CoSTs OF INEFFIOENCY 

Some of the high costs of distribution excused by distributors on 
the ground that "competition forces me to do it" are really due to 
ignorance of their own costs. Distribution in the modem sense of 
merchandising and demand creation is of recent origin. It has de-
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veloped rapidly an amazingly effective teehnique in selling a mul
titude of new and varied productS. But in the hectic struggle to 
educate the consumer and sell more goods distribution has lagged 
bebind in the application of scientific methods to the study of opera
tions and the control of costs. Also, it must be recognized that the 
task of detetrnining and allocating costs in distribution is much 
more difficult than in production. But ignorance of costs breeds 
high COSts, or at any rate prevents high costs from deing detected 
and reduced. 

In the early days of machine industry production was conducted 
with the same lack of knowledge of the cost of its various processes 
as is distribution today. But since then careful studies have gradu
ally been made of most of the processes in production. The progres
siye manufactUrer today is likely to have accurate data on how 
much anyone of the processes in his plant COSts him and how much 
time is consumed in performing it. This is by no means universally 
true, but even in the less efficiently run plants there is more genu
ine information about production costs than about almost any part 
of the distribution process. . 

a. DIFFICULTY OF MBASURING COSTS 

It is relatively easy to measure the material and direct labor COSts 
in making and packaging a common article like a tube of tooth
paste. Such a product is made under standard conditions and the 
amount of raw materials, labor and machine time required to pro
duce a single unit can be determined accurately. Even such factory 
overhead costs as inspection, supervision, record-keeping, taXes, 
and insurance can be allocated with reasonable validity. A new en
terprise could closely estimate how much it would cost to produce 
such a standardized prodUct if a million customers could be induced 
to buy it reguIai:ly. But what it would cost to create this demand 
cannOt readily be computed. Nor would it be easy to compute the 
cost of distributing and selling the product to the million potential 
users. 

But that is not the whole Story. When the manufactUrer sells 
10,000 tubes to a wholesaler, the wholesaler-although he may 
have a cost accounting system-is not likely to know how much it 
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COStS him to handle this particular commodity. He probably knows 
what it COStS to store this toothpaste together with all his other 
stock, and what it costS to distribute the whole volwne of merchan
dise sold by him to a thousand druggists. But this is an average fig
ure and takes no account of imponant differences in COSt of selling 
different items, of filling orders of different size, of selling to dif
ferent customers and of shipping goods into different territories. 
And these differences are the vital elements in wholesalers' costs. 

So also when the toothpaste is delivered to the retailer. He adds 
it to his inventory, which includes hundreds or thousands of articles 
bought from different wholesalers or manufacturers. If he thinks 
about analyzing his costS at all he is confronted with a complex 
job. The average store is not large enough to warrant specializa
tion of personnel or space. Hence the allocation of these costS in 
retailing is even more difficult than in wholesaling. 

The relatively large proportion of total distribution expense rep
resented by the costS of selling, advenising, and promotion are usu
ally allocated to different produCtS on the basis of their dollar vol-

o wne of sales or their gross profitS. In other words these expenses 
are charged roughly in accordance with the distributor's selling 
price or mark-up on each commodity. It is quite unlikely, of course, 
that this method will result in allocating expenses according to 
actUal costS incurred, since the cost of selling any particular article 
may vary widely from the average cost of selling all produCtS car
ried by the firm. Often of course there is a rough and ready recog
nition of these differences by charging a smaller gross margin and 
paying a lower selling commission on items with a rapid turnover. 
Margins are rarely established, however, as a result of a commodity
by-commodity and customer-by-customer analysis of actual costS 
incurred. 

Problem Being Allarleea 
But some progress in this direction has already been made, par

ticularly in the allocation of internal handling costS in wholesale 
and retail establishmentS. A good example is furnished by the 
Louisville Grocery Survey conducted by the United States Depan-



SoMB REASONS FOR HIGH CoSTS 

ment of Commerce. In this study six different operations or func
tions in wholesale establishments were identified: invesrment, stor
age, checking, handling, promotion and reimbursement. If Similar 
studies have been made by the deparrment in wholesale confec
tionery, in retail and wholesale drugs and in the retail grocery busi
ness. Some of the larger and more progressive wholesalers and re
tailers have developed their own methods of cost allocation, while 
others are following the patterns suggested by the Deparrment of 
Commerce. 

The Standard Oil Company of New Jersey in recent years has 
applied the time study principle, long familiar in factory manage
ment, to an analysis of both wholesale and retail operations in the 
distribution of gasoline and other petroleum products. In making 
these studies, a checker with a stop-watch times and records the 
specific operations of each person employed in handling the firm~s 
products." Derailed information has resulted from these studies on 
such matters as the average amount of sales, the number and type 
of customers, the percentage of idle time and free-service time of 
employees and the time required to fill orders of various kinds. 
These data have been extremely useful not only in establishing costs 
and prices but also in solving operating problems. Dr. Surface states 
that .. the cost of these studies has been paid for several times over 
in the influence which they have had in reducing obviously' un
profitable operations." 

Another approach to the same problem has been made by the 
Dennison Manufacturing Company, which has developed a method 
of allocating the cost of handling orders. It is now engaged in' es
tablishing the basis for proper allocation of sales solicitation costs 
among different sales territories and types of customers. Informa
tion has been obtained from the accounting records of selling ex
pense for the company's five major sales regions. Call-cards made 
out by the company's salesmen are also used. These give the amount 

14. Whol~r.J. C,orny Opntd;olls, Lo.in,ill. GrOtH1 SIWfI.y, Disuibution Cost 
Studies No. 14, U.S. Bureau of Foreign and Domestic Commerce, 1932, p. 10. 

U. The methods and lOSults of these studies were explained fully by Dr. Frank 
M. Surface in "Time Studies io Commercial Resesrcb Worlc," published in The 
SOt;"1 '0' Ih6 Ifd".""",.", of MAnag,,,,,,,' lo,""al, January 1936, Vol. I, No.1. 
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of the order, the length of time in making the call, and other in
formation for each salesman's visit.'6 

This analysis "must be regarded only as a very initial step along 
the long road to the development of adequate selling COSts." But it 
has already shown important variations in the cost of salesmen's 
calls on various types of customers in diffetent regions and in the 
amount of the order received at each solicitation. This study is ex
pected to provide a sound basis for computing selling costs and 
also to reveal opportunities for important economies. 

b. ZEAL FOB. VOLUME 

The emphasis on volume, so characteristic of American business 
in the twentieth century, has been responsible for increased costs 
in distribution. A wholesale house or a department store, like a 
factory, must meet fixed COSts for taxes, rent, light, heat, etc., re
gardless of the volume of sales. As the sales volume increases, these 
fixed costs become less per dollar of sales. The temptation is gteat 
to get savings through larger volume. But these savings are often 
more than offser by a disproportionate increase in the direct selling 
costs necessary to get the added business. 

Acceptance of smaller orders, doing business with smaller and 
less reliable customers, gtanting additional services, sending sales
men into more remote and less concentrated markets and the use 
of more advertising and promotional effons--all these increase 
COSts. The distributor, like the farmer, is subject to diminishing re
turns in extending his market into less fertile territory. It is often 
actually to the financial advantage of the distributor to curtail vol
ume---'-by eliminating unprofitable lines, dropping small or un
profitable accounts, refusing small orders, and abandoning high
cost sales territories. 

High Costl of Small Orders ""d Small Accounts 
A number of studies made by distributors and by various research 

organizations give striking evidence of the high cost of selling 

16. 1'. ]. Naumann and A. C. Farrell, _n on PM" Sol;,;""io. COIlS prepared 
for the Dennison Manufacturiog Company, Framingham, MassachusettS, and issued 
Pebrwuy 1934. 
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small accounts and handling small orders. In a study of wholesale 
jewelers, made by the Department of Commerce for the years 1928-
1930, various expense items were found to be from two to four 
times as great per $100 of sales when the average annual sales per 
customer were less than $250 as when they were $750 or more. 
Travel expenses, for example, were $3.81 compared to $1.91; pack
ing and shipping wages were $1.25 compared to $.27.'7 

One wholesaler made a careful study of his costs and found that 
nearly half his customers were unprofitable to him. These custom
ers were dropped, sales territory was reduced about 33 per cent, 
with savings in uaveling salesmen's expenses, and slow-moving 
lines were dropped. As a result, the volume of sales was reduced 
by a third. But after a three-year operating test in the resuicted 
sales area with a reduced line of goods it was found that net prof
its had increased 35 per cent. Operating costs were reduced to a 
level below the average for similar firms in this particular field. I. 

A study by the Department of Commerce of the operations of 
manufaeturing confectioners in certain western states reveals the 
unprofitability of items 'with a small average value per order. Items 
ordered by customers over fifty times in a six-month period, with 
an average value per order of only $2.78, showed a net loss of two 
cents per order. Items ordered less frequendy were bought in larger 
quantities up to an average of $5.89 and showed appreciable prof
its and relatively lower disuibution expenses per order. The un
profitable part of the business, however, amounted to nearly three
fourths of total sales. The same study revealed that a 40 per cent 
gross margin was required to enable the disuibutor to break even 
on a $2 order, while only a 25 per cent margin was needed on a $5 
order.'9 

Eliminating unprofitable customers and reducing advertising ex
penses turned a deficit into a profit for the Chicago mail-order 

17. John Hall. J~fJI.I" Disl,iblll;on 6, Whol.std"ftll.lns, U.S. Bureau of Por
eign and Domestic Commerce, 19H, Pan I, p. 49. 

18. J. W. Millard. AII.J,zi.g Who/,std. Distribution COSIS, Distribution Cost 
Series No. I, U.S. Bureau of Foreign and Domestic Commerce, 1928, p. II. Based 
on data of the Western Electric Company. 

19. S. L. Kedzierski and C. B. Hughes, "'Meeting the Small Order Problem in 
the Confectionery Industry," U.S. Bweau of Foreign and Domestic Commetce, 1933. 
pp. 8, 9, 10. 
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house of Spiegel, May, Stern & Co. After severe losses during the 
depression, the concern reorganized its sales plan. It CUt down the 
number of catalogs mailed to prospective customers from 2.7 mil
lion to a more selective list of 1.8 million. It concentrated its efforts 
on lines with the greatest profit margins and it refused orders un
der $5. This policy of selling more goods to fewer customers helped 
to turn a loss of $300,000 in 1932 into a profit of $1.3 million in 
1933.2• 

Analysis of his business by one electrical products distributor 
showed that 309,000 orders out of 772,000, or 40 per cene, aver
aged over $25 per order. The average profit on these was $10.12 
per order, while orders under $25 showed an aCtual average loss 
of $1.64 per order. 21 

Although selling small accounts and accepting small orders are 
frequently expensive practices in an otherwise profitable business 
it is not necessary to conclude that the only remedy is to eliminate 
the small customer. As Professor Elder says: "The answer to the 
small account, small order problem is not always to drop the small 
customers. Sometimes they can be made profitable by a special 
method of handling them. Dennison has installed a small order de
parement which solicits business by mail from customers too small 
or too isolated for salesmen to call on. The Western Electric Com· 
pany does not decline small orders, but handles them by a differ
ent routine which involves only about 25 per cent of the usual 
clerical labor. The scattering market involves in the aggregate a 
tremendous volume. The man who can work out a method for sell
ing goods economically to the 50 per cent of the population living 
in towns of less than 25,000 population will make millions."22 

c. POOR MANAGEMENT IN RETAILING 

Our system of free competition insures the right of anyone to 
enter business whether he is qualified or not. A relatively small 
amount of capital is required to start a retail business. As a result 
thousands of store owners poorly equipped by background, train-

20. Tim., December 14, 1936, pp. 7~78. 
21. Reported by Domestic Disuibution Department of the Chamber of Com

merce of the United States. 
22. Letter from Robert F. Elder, February 17. 1939. 
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ing and financial resources have been brought into the field. Be
cause of these fundamental deficiencies and because of the small 
amount of business available for the vast majority of newcomers, 
the death rate of small stores is enormous. 

Retailer Mot'taJity 
The average life of American business concerns, inclusive of 

manufacrurers and wholesalers, is only five years. Although sepa
rate and comprehensive data are not available for retailing alone it 
is safe to conclude that the life expectancy of retailers is certainly 
no longer-and probably shorter-than the average for business in 
general. 

A number of detailed studies" of retailer mortality have been 
made over the last twenty-five years. All of them show the serious
ness of the problem. In Pittsburgh, for example, between 1925 and 
1934, an average of 20 per cent of the grocery stores studied by 
Professor Boer went out of business every year. In other words one 
out of every five stores in business at the beginning of a year passed 
out of existence before the end. Of course new entrants came into 
the field, so that the total number at the end of the year was about 
the same as at the beginning. The annual mortality rates in the 
shoe, hardware and drug trades were respectively 16.3 percent, 
10.1 per cent, and 9.4 per cent. 

In a comprehensive studf4 made in Buffalo for the period from 
1918 to 1928 the ranking of these four trades was the same, but the 
percentages of mortality were higher than those in the Pittsburgh 
study. The mortality of grocery stores was 35.9 per cent; shoes, 
21.8 per cent; hardware, 16.2 per cent; and drugs, 12.6 per cent. 
These were sample studies, however, and the difference in the fig
ures may be the result of somewhat different methods of research. 

The first year in business, of course, is the hardest. Of the gro· 
cery stores studied in Pittsburgh, nearly 47 per cent were unable to 
complete one year of life. Nearly 40 per cent of the newly.opened 

23. These studies are reviewed. by Paul H. Nysuom. in the Amnie'an MiwAeling 
lo",oJ for April 1936. and by A. E. Boer in the 10_oJ 0/ MMf ... i.g for July 
1937. pp. 53. 54. 

24. E. D. McGarry, Mortal;', i" R"ml TrIJ" University of Buffalo Studies in 
Business, No.4, 1930. p. 52. 
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'shoe stores went out of business before the end of one year, while 
the "infant mortality" of drugstores was 31 per cent, and of hard
ware stores, 28 per cent. In three out of the four trades in Buffalo 
it was somewhat higher. 

These figures show withdrawals from business, not necessarily 
failures. Business may be discontinued for many other reasons than 
failure, such as death, ill health or retirement of proprietors, loss 
by fire or changes to other lines of business. But Professor Nystrom 
estimates that only about 25 per cent of the withdrawals are due to 
these miscellaneous causes. Most, or all, of the remaining 75 per 
cent must be due to failure." 

He also states that the rate of failures according to the various 
causes were about the same over a forty-one year period. Direct 
competition with other stores, popularly thought to be a common 
cause of failure, accounted for a little less than 3 per cent of all 
the failures reaching the bankruptcy courts in 1931. Furthermore, 
failures due to competition do not seem to change much irrespec
tive of prosperity or depression. He concludes that a very large 
parr of all business failures are due to poor management, even 
though ascribed to undue competition, changes in business condi
tions, lack of capital, or other reasons. In most cases these are only 
symptoms of the more deep-seated difficulty of weak or poor man
agement. Parenthetically it may be said that such terms as "com
petition" and "poor management" are relative and not subject to 
strict definition. It would be vety difficult to determine the causes 
and degree to which each is responsible for a failure. 

Retailer mortality entails a heavy loss for the economic system. 
Not only is the capital of proprietors wiped out but losses are also 
often sustained by creditors. In addition to direct money losses are 
many other undesirable effects. For example, stable competitors 
are injured by the fact that failing proprietors cut prices in an ef
fort to stave off the evil day; and then, when the business is closed 
out, the inventoty is often sold at sacrifice prices. 

Tangible ImprofJements 
Concrete evidences of poor management in retailing are almost 

2'. Paul H. Nystrom, .p. tit., pp. no-lH. 
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toO nwnerous to mention. Among the more apparent are poor 
location of stores, bad layout, display and lighting, improper selec
tion of merchandise, slow turnover of stock and inadequate inven
tory control, excessive credit losses, losses from returned goods 
and costly services, poorly trained personnel, inefficient advertising 
and promotion, improper pricing policies, and last, but most gen
eral of all, inadequate knowledge of costs. 

Studies by the Department of Commerce and other agencies re
veal many instances of these sources of high costS and show the 
savings which have come from intelligent efforts to reduce them. 
The Louisville Grocery Survey, conduaed by the Department of 
Commerce in cooperation with the grocery trade, developed vari
ous improved merchandising methods which have been of great 
help to the grocers there and elsewhere. It was found, for exam
ple, that many stores were clogged with slow-moving goods. This 
retarded business, tied up capital, and inaeased expense. To quote 
from a summary of resultS from improving merchandising meth
ods in this respect alone: 

A direct result of inventory improvement reponed in one store was co 
jump sales from $80,000 to $96,000. Another increased its volume 20 per 
cent. A third score maintained business at the former level but hanclled it 
with reduced expense. A fourth, though suffering a. drop in sales due to 
general conditions, has been able to ring up profits at the normal rate. One 
store which lost money during the survey has since, by improved operation 
of its meat department, become able to meet alI competition and turn a net 
profit.26 

In discussing the work of this survey in general and its results 
for local storekeepers, the Louisville Board of Trade made the 
following comment some time after the completion of the survey: 

A recent check-up showed wholesale and retail grocers in this territory are 
profiting greatly by putting into practice fundamenral marketing principles 
developed by it. Many grocers have changed the outside appearance of 
their stores, have installed proper lighting and shelving fixtures within and 
have learned to make acceptable goods accessible. They are now taking in
vencory and keeping up-co-date records, which they had not done previ
ously; they have learned how to anaIf%C the cost of hanclling individual 

26. A.iJs 10 R,l4il Grot", P,ofiJs, Domestic Commerce Series. No. 71, U.S. Bu .. 
reau of Foreign and Domestic Commerce, 19~30, p. 3. 



324 DoES DISTRIBUTION CoST Too MUCH? 

commodities and customers' orders to the end that they maintain smaller 
inventories, tum them over more frequently and are gradually eliminating 
unprofitable items and customers. Credit practices are being improved 
markedly. In fact the Louisville Grocery Survey has made known to hun
dreds of our tradesmen the essentials of successful merchandising and has 
brought to them inestimable benefits. 
It is significant that duting 1929 fifteen groceries were forced into bank
ruptcy while in this first full year following the Survey only fout suffered 
a similar fare, in spite of the most severe financial depression Louisville 
has experienced in a generation. We believe that this remarkable improve
ment during these very trying times to be a direct result of the Survey.2? 

A survey conducted in Alabama by the Department of Com
merce in cooperation with the University of Alabama showed a 
close relationship between efficiency and profits on the one hand, 
and proper store arrangement and display of goods, adequate rec
ord systems and modem merchandising systems, on the other. 
This study covered various kinds of retail business. The report of 
the survey makes the following among many interesting com
ments: 

. As examples of extremely poor business methods encountered, it might 
well be pointed out at this time that eight merchants were found who had 
never taken a physical inventory of their merchandise, or else had not done 
sa for several years. From information obtained, it was indicated that all 
of these merchants were losing money. It was also found that eight mer
chants had never prepared a financial statement of their business. Seven 
of these were losing money and the other was just breaking even. The fact 
that practically none of these merchants was making money is direct evi
dence that unintelligent business methods go hand in hand with poor 
business. 

It is not surprising that 83 per cent of the profitably operated stores kept 
well up-to-date accounts, and that 88 per cent of the proprietors were able 
to locate without delay the detailed information required by the questions 
asked by the reporter.2• 

The examples cited above can hardly be regarded as typical of 
conditions prevailing throughout the retail business but they un-

27. Letter to the Department of Commerce. 
28. F. K. Hall, SII'''1fY of R~I';1 MII1IIIg,,.n, P,t«lk,s, Domestic Commerce 

Series No. 81. U.S. Bureau of FORigo and Domestic Commerce, 1933. p. 78. 
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doubtedly reflect factors responsible for widespread inefficiency 
and failure among retailers. Students of distribution as well as the 
leaders in retail merchandising agree that one of the prime causes 
of waste and loss in retailing is the lack of training and incompe
tence of the individual merchant. 

d. POOR PLANNING 

High selling costs are sometimes due not so much to inefficiency 
in perfotrning distributive operations as to attempting an impos
sible rask. If the producr is poorly designed, inherently weak or 
ineffeaively packaged, or if the market is too small to suppott the 
needed organization, distribution is bound to be costly. Although 
distribution deals with many imponderable factors, unnecessarily 
high costs are often incurred which could have been avoided by 
adequate planning in the light of easily obrunable facrs. 

The waste in trying to market something that people do not 
want~r cannot be made to want-reflects a fundamental failure 
on the part of management to size up the desirability of its prod
ucr. For example, an inventor developed a clothing accessory 
which he believed would have a large market if consumers were 
acquainted with its merits. When clothing manufaaurers were 
approached with the suggestion that they incorporate the device 
in their garments they denied its general appeal and refused to 
buy. The owners of the patent then decided to build up consumer 
demand and thus indirectly force manufaaurers to use the producr. 
Thousands of dollars spent on advertising were wasted, however, 
since the producr did not have inherent appeal and consumer de
mand could not be created. If a fraction of the money spent on 
advertising had been used to detetrnine consumer reaction before 
the producr was put on the market this waste might have been 
avoided. 

A food manufaaurer added a new line of products comparable 
with that of a competing manufaaurer who had made a success in 
the field. The new producr was unsatisfacrory, however; it spoiled 
more readily, was not as attractively packaged as his competitor's 
and sold at a higher price. In spite of the obvious disadvantages 
of his producr he attempted to promote larger sales by advertising 
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direct to the consumer. But advertising was not enough. It could 
not offset the fundamental deficiencies of his product and enable 
him to market it profitably. 

A careful cost and market analysis by a large jobber of a 
woman's apparel accessory revealed a whole series of wastes which 
had brought the company almost to bankruptcy. The finn had car
ried 230 designs of this accessory; but the analysis disclosed that 
80 per cent of its sales and a still larger share of its profits were 
accounted for by 30 of these designs. It was also discovered that 
losses involved in trying to cover certain territories ate up the 
profits made in other territories. Unprofitable territories as well as 
many unprofitable small accounts were abandoned, with favorable 
results. Increasing the volume of sales normally reduces costs, but 
increasing the number of to<HX>sdy sales obviously does not. 

Knowing the Market 
Even though a product has consumer appeal, is attractively pack

aged and satisfactorily priced, a selling program which does not 
rest on a thorough knowledge of the market is likely to be costly. 
A sound selling program requires an analysis of the buying habits 
of purchasers-the rime, quantity, and frequency of their pur
chases. Moreover, the characteristics of the potential users must 
be determined. What is their purchasing power, occupation, age, 
sex, taste, and educational level? To what size family do they 
belong, what income class, what language or racial group? Where 
are they located, in town or country, and in what region of the 
United States? And lastly, in what trade areas and from what 
sources do they buy? All of these facts are essential to sound plan
ning in marketing a new product. 

Progress toward the solution of these problems is being made. 
Research methods for detettnining consumer reactions and accept
ance in advance of adding a new item to the line have been de
veloped, and many manufacturers never try to market new prod
ucts without pre-testing them. By establishing sales quotas through 
market and statistical research many progressive manufacturers 
and wholesalers are able to establish a facrual basis for sales and 
advertising budgets. Current or periodic analysis of sales makes it 
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possible for such distributors to keep a continuous check on the 
efficiency of their effortS. 

e. PRICE POUCIES 

The price policies of most manufacturers and distributors follow 
a conventional pattern. In the case of manufactured goods uniform 
percentage mark.ups are often applied to cover all expense and 
profit except direct factory COSts. Because it costs twice as much to 
make one article as it does to make another, it seems to be assumed 
that it will cost twice as much to distribute it. Aaually, it may, or 
it may not. If it does not, the purchaser pays more for the product 
than he should. For him, at least, the cost of distributing that par· 
ticular article, measured by the price he pays, is certainly too high. 

Under this conventional mark.up system, for example, one dress 
may be priced at $19.75 and another at $39.50. Since the women 
who have $20 to spend far oumumber those who have $40, selling 
the lower-priced garment involves less effort and expense. In the 
first case, as shown by the cost analysis in Chapter 2, the woman 
pays $7.17 for the making of the dress and $12.58 for its distribu
tion. In the second case $12.50 of the $39.50 purchase price goes 
for making the dress and $27 for distributing it. 

Whether it aaually costs more than twice as much to sell the 
better dress is something the retail merchant does not know. The 
chances are that the retailer is merely following a practice which 
will enable him to cover costs and profits in general, but which has 
no reference to the actual cost of distributing a particular article. 
Even if it does cost $27 to distribute the better dress, this· only 
means that it costs that much to distribute it at the price quoted. 
What it would cost to distribute the better dress at a lower price, 
with the larger volume a lower price might evoke, is usually no 
more than guesswork. Conceivably the better dress could be sold 
in much larger volume and therefore with lower unit costs of dis
tribution at the price of the cheaper dress. On the other hand, it 
is a well-known fact that many retail articles sell in better volume 
at a conventional price which buyers are accustomed to paying 
than they would at a lower price. The point is that little is known 
about the whole question of pricing policy. 
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As one department store official recently said: 

We know that in both manufacturing and distribution too much pricing 
is wholly conventional and traditional, but we are not always willing to 
recognize the need for a more scientific approach to the problem of pric
ing. Too often we set a price first and then starr out to find the facts or 
theories which justify our action. Correct pricing roay be somewhat of an 
art, but there are few business arts which cannot be improved by scientific 
experiment and observation. The biggest job ahead of us in marketing is 
the promotion of a more intelligent art of pricing.'9 

Pricing Jot' the Market 
Obviously an accurate knowledge of manufacturing and dis

tributing costs is essential to sound pricing. The COSt of making 
and selling a product is the long-run determinant of the price at 
which it can be sold. But other important factors may fix a price 
above or below cost plus a reasonable profit. A manufacturer or 
distributor selling a variety of productS may introduce a new arti
cle at a price involving a temporary loss in order to expand con
sumption to a profitable volume. On the other hand, patents, the 
goodwill of a trade mark, control of supply or some other advan
tage may enable him to set a price which more than covers costs 
and a reasonable profit. Where demand falls off or an over-supply 
exists goods may have to be cleared at a loss in order to reduce 
overhead or replenish cash reserves. On the other hand a boom 
demand and shortage makes possible prices which yield more than 
normal profits. 

Competitor's prices for an identical or comparable product, of 
course, establish price limits for a product irrespective of its costs 
of production and distribution. Market conditions are soimpor
tant in determining the possible sales volume at different price 
levels that merchandise managers frequently contend "that correct 
pricing cannot begin at factory door cost and 'work backwards' to 

the consumer price." Instead, it is claimed, market analysis must 
be employed to reveal the final price which will bring maximum 
sales volume. The product must then be designed to sell profitably 

29. Statement by Q. Forrest Walker, R. H. Macy &: Co., Inc., at American Mana 
agemen, Association Marketing Conference. New York, October 23. 1935. published 
in COIISllmel' tmll l"JlIslritd M",k.li1Ig, Series No. 18, American Management Ass0.
ciation, New York, 193'. p. 30. 
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at that price. But whatever the determinants of price may be it is 
clearly essential that the manufacturer and distributor have a de
tailed kno~ledge of production and distribution costlr-if for no 
other reason than ro eliminate an unprofitable article or to re
design it. 

Lowet' P,ices and Highet' Sales 
The social and economic desirability of passing on to the con

sumer in the form of lower prices the fruits of business economies 
has recently been emphasized by the studies of The Brookings in
stitution.3D It is futile to argne of course that under a competitive 
system, with self-interest the guiding motive, the price of an article 
should be reduced for the general welfare. The manufacturer or 
distributor cannot be expecred to set a price to yield less than maxi
mum profit on his entire volume. Nor can he be expecred to lower 
prices unless he expeccs them to result in a larger volume of sales 
and an increase in his total profits. But the dead hand of tradi
tional and orthodox pricing may prevent the individual business
man, or indeed an entire industry, from realizing where self-inrer
est really lies. 

Competition is supposed to bring about a close adjustment be
rween costs and prices. But the process of adjustment may be long 
delayed by the powerful influence of convention, inertia, and blind 
imitation. The businessman, no less than the consumer, is too 
often the blind imitator of what his neighbor does. Unreasoning 
conformity with the policies and practices of others in the trade is 
too often a substitute for imagination, knowledge, and initiative. 
A radical departure from "the line of least resistance" in pricing 
policies often results both in lower prices to the consumer and 
larger profits to the distributor. 

Frederick B. Heitkamp, addressing the American Management 
Association, presented some vivid testimony from the sales of a 
single company on the effecr of price reduction upon sales volume. 

•. Sales of a camp chair increased live times when prices were decreased 
one-third. b. Fishing reel sales almost tripled when prices were decreased 

30. 1"l'om~.,,11 Eco"ornic Progr6S'S, The Brookings Institution. WashingtOn, D.C., 
1935, Chapter VIII, pp. 117-127. 
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about 25 per cent. c. Sales of thermos jugs increased six times when the 
price of the jug was decreased one-fifth. d. Baseball sales increased 25 per 
cent when selling price was decreased 15 per cent. e. Shoe sales tripled 
when price was cut one·third. f. Play tents doubled when price decreased 
one·fifth. g. Outboard motor sales increased more than three times when 
the price decreased one-fifth. h. Stencil duplicator sales almost doubled 
when the price decreased one·third. i. Radio sales for one model increased 
one·third when the price was decreased 10 per cent. j. One manufacturer 
shows a constant increase in sales vollJ!lle in the face of seventeen price 
reduaions in eleven years, the cost to the user going from $2.65 per pound 
to 36 cents per pound in gradual stages." 

Such figures, of course, are not conclusive. It does not follow, 
from the experience of one company that the total consumption, 
and therefore the total production and distribution in all these 
lines, was similarly increased. It is clear, however, that there is a 
demand for a vasdy greater volume of things than the American 
people have ever bought. Although production may be so ill· 
directed as to result in more than is needed of certain produces, 
and the price of these products may fall below actual production 
costs, general over.production has never occurred. The American 
market is and always will be far from saturation. But it can be
come an active market only as the price of goods and the incomes 
of the people are adjusted to full volume sales and consumption. 

!1. Paper by Prederick B. Heidcamp before Americao Managemeot Association 
Marketing Conference, New York, October 19!5, published in ConsMmw ""II lo· 
J1l.SI,iJ MtW!~ling, Series No. 18, American Management Association, New York. 
19!5, p. 2S. 
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Chapter II 

CONCLUSIONS AND RECOMMENDATIONS OF THE 
COMMITIEE ON DISI'RIBUTION 

1. CoNCLUSIONS AND AssUMPTIONS 

FIRMLY ROOTED in the minds of many people is the conviction 
that distribution costs too much and that its wastes and inefficien
cies are chiefly responsible for the high prices which consumers 
have to pay. What seem to be evidences of waste abound in every 
direction. In the judgment of many critics, there are "too many" 
retail stores; "roo much" advertising and high-pressure merchan
dising; "too many" similar produas among which the consumer 
must make his choice; "too much" duplication of facilities and 
services. The mark-up or price spread between what the farmer or 
producer receives for his goods and what the consumer has to pay 
appears to be "too high" and to reflect unnecessary waste or exces
sive distributive profits, or both. To the consumer it seems unrea
sonable that he should be denied the economies arising from a 
steady and often speaacular lowering in the COSt of making goods, 
by the rising cost of distributing them. 

a. DISTRIBUTION COSTS AND PROFITS 

Before trying to decide whether distribution COStS too much, it 
is important to know how much it COSts, what services it comprises, 
and where the money the consumer pays for distribution goes. It is 
of some significance to know the price spreads or mark-ups for 
individual articles, but these vary widely according to the nature 
of the produas and methods used, and at best furnish only a rough 
indication of the costs· involved. In addition to the COSts of specific 
operations it is important to measure the total amount paid by 
consumers for all distributive services. Distribution cOlIl1llen~ 

333 
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with. the storage of raw materials and their transportation from 
mines and farms to factories, where they are processed and fabri
cated into finished products, continues with the sale and resale, 
shipment and re-shipment of goods through the channels of inter
mediary and wholesale trade, and ends with the final sale and de
livery of finished articles to the tens of millions of household con
sumers aneJ hundreds of thousands of consuming institutions in the 
United States. 

The Large Totals 
Taking the year 1929 as a basis-when a larger volume of goods 

was produced, distributed and consumed in the United States than 
in any other year before or since-the research staff has estimated 
that the total amount paid by household consumers and other ter
minal buyers for finished goods in that year was nearly $66 billion. 
This is what the finished goods bought in that year cost the buyers. 
It is not, of course, the same thing as the total coses incurred by 
producers and distributors including their profits. To get such a 

. figure adjusanenes would have to be made for inventory changes, 
depreciation charges and net losses. 

How much of this $66 billion was paid for making the goods, 
and how much for distributing them? Answering this question in
volved a considerable amount of estimating on the basis of inade
quate statistical data, but available evidence seems to indicate that 
slighdy more than $27 billion out of the total of nearly $66 billion 
was the cost of producing goods and somewhat less than $39 bil
lion was the cost of distributing them. Of this latter sum nearly 
$13 billion was paid for retail distribution, about $7 billion was 
the cost of intermediary trade, somewhat less than $9 billion repre
sented transportation coses, another $1 billion was accounted for 
by national advertising, instalment selling and other charges, and 
a little more than $9 billion was the cost of distribution incurred 
by manufacturers, exclusive of national advertising. 

How much significance should be attached to the fact that about 
59 cents out of the consumer's dollar goes for the services of dis
tribution and only 41 cenes for the services of production-that it 
coses considerably more on the average to distribute goods than it 
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does to make them? To many persons this fact in itself appears 
scandalous. Actually it does little more than measure the area in 
which possible economies in distribution may be sought and pos
sible wastes eliminated. It provides no evidence that distribution 
is a more wasteful and inefficient process than production. 

Are Profiu High? 
Certainly there is little evidence of general high profits being 

made in the field of distribution considered as a whole. Some firms, 
it is true, and some of the newer branches of distribution, have 
been conspicuously profitable. But for every outstandingly success
ful and profitable organization there are many that barely break 
even and some which operate at a loss, even in good years. In rela
tively prosperous 1936, for example, half of all the trading or dis
tributing corporations in the United States showed a loss on the 
year's operations. Taking into account both the unprofitable and 
profitable, the net profits of the entire group of corporations en
gaged in trade amounted to little more than 2 per cent on their 
sales. For every one of the 149,805 trading corporations reporting 
to the Treasury, the Census shows there are perhaps ten individuals 
and partoerships in the field of distribution. These are smaller on 
the average, and probably less successful than the corporations. 
Considering the fact that published figures on distributors' profits 
are probably somewhat over-weighted with the larger and more 
successful firms, the research staff estimated that the elimination of 
the ner profits of distribution all along the line from primary pro
ducer to consumer would result in an average saving of no more 
than three cents out of every dollar paid by consumers for linished 
goods. 

OJherCosts 
It is safe to conclude, therefore, that if distribution does cost too 

much it is not primarily because of "profiteering" but for other rea
sons. As a matter of fact the research findings show that most of 
what distributive agencies receive for their services in getting goods 
into the hands of buyers is represented by payments of wages and 
salaries. A large part of what the consumer pays for the wholesale 
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and retail processes goes for wages and salaries of workers directly 
employed by distributive agencies. And most of the remainder, 
paid for rent and maintenance, heating, light and power, taxes, 
supplies, etc., also futds its way into the payrolls of the agencies 
supplying these services. 

It must be remembered that distributors have litde or no con
trol over many of the ultimate or real costs of distribution. Taxes 
paid by distributors-as well as by the general public-go to sup
pon government activities, such as those of the Federal Trade 
Commission, the Department of Commerce and various state and 
local agencies, which are concerned with the promotion or regula
tion of distributive agencies and operations. Consumers themselves 
bear part of the costs of distribution involved in the time and 
energy they spend in shopping for goods. 

So far as distributors are concerned, however, it is clear that if 
distribution costs are to be reduced, the largest economies will 
have to come from savings in expense, which means chiefly pay
ments for services rendered to their customers directly or indirectly 
by persons employed by distributive agencies. Obviously reduction 
of distribution costs by drastic cutting of wages and salaries is not 
administratively possible, socially desirable, nor politically prac
ticable. Hence if the cost of distribution is to be reduced economies 
must be gained either by eliminating functions and services now 
offered by distributors or by performing these functions more ec0-

nomically and eBiciendy. 

b. CHANGING ROLES OF PRODUCTION AND D1ST1l1BUTION 

In this connection, distribution is often compared unfavorably 
with production. Production costs have been reduced steadily, and 
in some cases sensationally, over the past several decades, while 
there is good reason to believe that distribution costs have been 
rising. 

Since 1870, for example, the number of persons engaged in the 
production industries-farming, mining, manufacruring, etc.-in 
the United States has much less than trebled, while the number of 
persons engaged in distribution has increased nearly nine times. 
The whole process of producing and distributing goods is, of 
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course, vasdy more efficient today than in 1870. We are now pro
ducing and consuming more than nine times as large a physical 
volume of goods as we were seventy years ago, with a population 
only three times as large. Taking these figures at their face value, 
it appears that there has beeo more than a threefold increase in 
the output of goods produced per worker, while the amount of 
goods distributed per worker in the distribution industries has in· 
creased only slighdy. This comparison is often regarded as a mark 
of the failure of distribution to improve its methods and reduce its 
COSts. But it is questionable whether this impeachment is a sound 
one. 

Producers, distributors and consumers all played different roles 
in 1870 than they do today. Evety household was to some extent a 
faCtory, baking bread, making clothes, canning fruits and vege
tables, and doing a multitude of other things which today the con
sumer expects the factory and retail store to do for him. Distribut
ing goods was a simpler task than it is today, partly because the 
consumer bought more bulk goods and fewer specialized productS 
-piece goods instead of women's dresses, sugar by the barrel in
stead of in pound packages, etc.-and performed more services for 
himself; and pardy because specialized distri\:!ution agencies have 
had to assume more of what was formerly the responsibility of the 
manufacturer. Large-scale production. which is necessarily special
ized production, has lengthened the path berweeo producer and 
consumer. 

Before the days of large-scale factory production the producer 
carried on a larger part of the entire task of getting raw materials 
first into fabricated form and then into the hands of the consumer 
than he does today, while the role the organized distributor is 
called upon to perform is vasdy larger. The development of shoe
making from the village shoemaker's shop to the mass production 
faCtory of today illustrates what has happened. The shoemaker 
made shoes by hand in an inefficient way, but he had limited prob· 
lems of distribution, because the consumer usually came to his 
shop, was measured for a pair of shoes and when they were ready 
carried them home on his feer, probably leaving his old shoes to 
be repaired. To the extent that the village shoemaker did expend 
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his time and energy in selling, rather than making, shoes he failed 
to distinguish between the two functions. Though a single indi
vidual, he played the combined role of entrepreneur, worker, and 
distributor. 

Today the functions of production and distribution are sharply 
separated. Shoes are made in a far more efficient way than they 
were by the village shoemaker. But in order to gain this greater 
efficiency production has to be concentrated in a few centers sepa
rated by hundreds or thousands of miles and by weeks and months 
and even years between production and consumption. Distribution 
has to fill this gap in space and time and supply the personal serv
ice of fitting a pair of shoes to the feet of each customer. And 
without the system of distribution we have built up to do these 
things, modem efficiency in making shoes would be impossible. 
In other words, the spectacular development of modem mass pro
duction methods in making things is due just as much to the crea
tion of an elaborate and necessarily costly distribution system as it 
is to the invention of labor-saving machioery. 

C. COMPETITION AND THE CONSUMER. 

In comparing the methods of distribution with those of produc
tion it should be recognized that competition in distribution is not 
as likely to lead to drastic economies in the use of labor-saving 
machioery and methods. While the mechanical and automatic 
methods which have been so successful in lowering production 
COStS can be applied to some extent to the operating procedures of 
distribution, they are not equally applicable in selling. The idea 
of a push-button factory, wholly automatic in operation, is no 
longer fantastic. But, while there are a few "automat" restaurants 
and cigarette dispensers, the idea of a slot-machioe department 
store is far from practicable so long as human beings remain what 
they are today. Personal service and convenience usually mean 
more to the customer than mere mechanical efficiency. 

Competition Increases Costs 
Competition in production generally has had the effect of de-
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creasing costs as the pressure for lower prices spurs mechanization 
and improved operating methods. But in distribution competition 
frequently tends to increase costs. Success often comes to the manu
facturer or distributor who spends the most on advertising, fancy 
packaging, delivery and a whole range of expensive personal serv
ices demanded by his customers. Efforts to cut costs, on the other· 
hand, are balked by the inherent difficulties (so long as consumers 
demand individualized service) of mechanizing and standardiz
ing distributive processes. This COSt of more and more intensive 
competition for customers is an important part of the mounting 
bill for distribution. 

These growing costs have raised serious difficulties--both for 
the distributor and for the buying public. Decades ago the business
man's main problem was to make goods; today his primary prob
lem is to sell them. Capacity to produce appears to have out
stripped purchasing power. This means that goods cost too much 
-largely because of increased services and increased distribution 
expense_for the public to buy them as freely as if they cost 
less. 

The consumer himself can properly be charged with a part of 
the responsibility for the higher distribution c:osts which have re
sulted from competition for his favor. The buyer expectS--Qr has 
been led to expect-from the distributor a multitude of costly privi
leges and services which cannot be dispensed with until the buyer's 
artitude itself has been changed. 

To say that consumers expect and demand increased services 
from distributors, however, is not the same thing as saying that the 
consumer is responsible for the higher costs they involve. To a vety 
large extent the consumer expects more because he has been led by 
modem advertising and promotional efforts to expect more. He is 
the victim as well as the beneficiary of modem merchandising. 

Moreover, not all of the higher COStS of distribution result from 
increased services. A large part of what is paid for modem distri
bution goes for selling expense, for educating the consumer, for 
inducing him to buy one product instead of another, or sometimes 
for encouraging him to buy something which on sober second 
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thought he decides he did not want to buy in the first place. All of 
these---2S well as the very real services offered by disuibutors-
are reflected in the costs of disuibution. 

The Costs of Variety and Convenience 
Among the costs of modem disuibution is that paid by the con

sumer for the privilege of free choice and variety. So long as tastes 
vary it will be impossible to standardize consumer goods in the 
same way as paving-bricks or steel rails can be standardized. It 
would be far more efficient in the narrow meaning of the term to 
dress all the men of the country in a uniform of olive drab and all 
the women in a standardized costume of navy blue. But this econ
omy cannot be gained under our present system. This means that 
the retailer or wholesaler is denied one of the privileges which has 
made many modern factories so efficient in production-that of 
concenuating efforts on a single article or a limited range of 
standardized produces. Unless the disuibutor offers a wide range of 
choice among a variety of brands and sizes and shapes and kinds 
of goods his customers will go elsewhere. 

Another cost which is inevitable so long as human beings remain 
what they are today is the cost of immediacy. Not only does the 
consumer want what he wants but he also wants it when he wants 
it, which is usually now. If a million consumers were willing to 
place their orders and pay their money today for hats or shoes of 
a particular design and size, to be delivered next spring or next 
fall, the cost of disuibuting these productS from the factory through 
wholesale and retail channels could be greatly reduced. Since con
sumers are not willing to do this the cost of immediacy means that 
manufacturers and disuibutors must assume the risks and incur the 
costs of forecasting what consumers will buy six months or a year 
hence. All of this means possible losses to disuibutors and greater 
cost to the consumer. 

Another privilege-and another cost-is that of convenience. 
Consumers want to be able to supply at least some of their needs 
by running around the comer to the drugstore or grocery store. So 
long as they indulge this desire we shall have hundreds of thou
sands more retail outlets than we would need under a different 
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system of living. Again, retail customers do not like to wait too 
long to be served. Heoce, the retailer must maintain a working 
force to care for capaciry demand rather than average demand. 

Another costly service which has become a serious problem with 
the trend toward shorter working hours, is the demand of con
sumers for convenieot shopping hours, long eoough to accommo
date their needs. This means that the distributor, unlike the pro
ducer, cannot organize his working hours in the most eBicieot way 
to suit himself and his employees. Here again it is the buyer rather 
than the seller who is in ultimate command. 

Theo too, consumers--and commercial buyers as well-have 
beeo led to expect from the distributor all that is embodied in the 
term personal service. The producer can turn out identical articles 
by the thousand, but the advantages of standardization cease wheo 
distribution commences. Each order :filled by the distributor is a 
special order requiring the personal atteotion of himself or a sales
man. One customer in a retail store may take up an hour of a sales
man's time in making a two-dollar purchase, and another, only five 
minutes. Each buyer, of course, pays the same price, but together 
they and the other customers must meet the cost of the personal 
services which the buyers, collectively, require.. The same thing is 
true of retailers in buying from wholesalers or of wholesalers buy
ing from producers. Small orders and "fussy buyers" take more 
time and energy and add to distribution COSts. 

ExIra Services Add 10 Cosls 
Another privilege demanded by many retail customers is free 

delivery service. Delivery service, of course, cannot be free in any 
real sense to either the consumer or the retailer. The woman who 
buys a pair of silk stockings and insists upon delivery to her home 
in the suburbs does not pay the full cost of that service for that 
particular purchase; but in the long run she and other consumers 
have to pay for that service if they want it. And whether the cus
tomer wants delivery service or not, he must pay for it if he patron
izes a store that olfers it. 

Another costly retail service is the returned goods privilege. So 
long as it remains true that, as one department store executive said 
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recently, "it is necessary to sell three women's dresses in order to 
have two of them stay sold," the customer in the long run will 
have to meet this cost. Coupled with the returned goods privilege 
is the privilege of charging goods and paying for them a month or 
so later, and of buying on the instalment plan. Interest and service 
charges paid by consumers for instalment purchases alone prob
ably amounted to almOSt as much as total retailing profits in 1929. 

All this might be taken to imply that the consumer-or the com
mercial buyer, for many of the costly services demanded by the 
retail customer are also required by the retailer in buying from the 
wholesaler and by the latter, from the manufacturer-is the real 
"villain of the piece" and that there is no hope for improvement 
until the buyer becomes more reasonable in his demands. But the 
consumer, for many years, has been the beneficiary, or the victim, 
depending upon the point of view, of a high-powered and effective 
program of what is described by the merchandising profession as 
"consumer education." This has taught him to expect and demand 
more and more services, conveniences, and privileges from disci
-bution, all of which he has had to pay for, and without always 
being aware of what they cost him. Obviously the rising cost of 
personal services in the present-day system of distribution cannot 
be "blamed" exclusively on either the buyer or the distributor; it 
is a joint responsibility and the problem-short of state control
can only be solved by their cooperative effort. 

d. VARIETlI" AND CHANGE IN DISTRIBUTION 

Furthermore, it should be remembered that the consumer is not 
compelled to patronize the kind of store that offers the most elabo
rate and costly services. Free choice for the customer means not 
only a variety of produces, but a wide range of services and prices. 
The deparement store offers him a large selection of articles under 
one roof and the advantages of a charge account and delivery serv
ice. But if he prefers a small establishment and the personal atten
tion of the proprietor, he can patronize the specialty shop. On the 
other hand, if price is more important than convenience and per
sonal service, the customer may save money by performing some 
of these services himself by making his purchase from a super-
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market, a cash-and-carry store, or from a mail-order house. 
In considering the distributive system itself, one cannot help but 

be impressed by the extraordinary variety which now exists in its 
institution&-variations between the large and the small, the urban 
and the local, the specialized and the general, the independent and 
the interlocking unit. The grocery super-market, the country gen
eral store, the automobile dealer, and the woman's specialty shop 
have little in common beyond the fact that they are all known as 
retailers. Furthermore, even with these institutions, there is variety 
in the number of channels through which goods flow, sometimes 
passing through many hands and sometimes shorr-circuiting com
pletely by going directly from producer to consumer. 

Within this complicated pattern continuous competition between 
different kinds of enterprises is causing a vast amount of shift and 
change. The whole system of distribution appears to be in a revo
lutionary state of flux. Not only is there a high turnover of indi
vidual entetprises, but countless experiments are going on with 
different methods of distribution, new types of entetprise, new 
arrangements of functions, and new methods of performance. Dur
ing the shorr period of the last twenty years, the distributive pat
tern has greatly changed under the impact otsucb relatively new 
developments as chain stores and voluntary groups, instalment 
selling, and radio advertising. There is no evidence of slackening 
in this evolutionary process. 

Mau Retailing and Its Advantages 
Changes in the retail field have been especially sttiking. Some 

of these changes have been in the direction of offering more elabo
rate service and greater convenience to consumers, with the result 
that COSts and prices have increased. Others have involved mass 
purchasing, more efficient procedures and the elimination of un
necessary or costly services, with the result that operating econo
mies have been passed on to consumers in the form of lower prices. 
Which of these new forms can be said to represent real improve
ments over older ones cannot be decided unless one applies the 
simple test of survival and concludes that new methods and forms 
of rerailing which survive are necessarily better than those they 
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displace. From this point of view, of course, improvement often 
spells ruin for the individual firms or groups of firms. The public 
welfare was served by the introduction of taxicabs even though 
the horse hackmen were eventually wiped out. 

The research findings suggest that certain forms of retail distri
bution can be said to be improvementS in the sense of providing 
goods at lower prices and with greater operating efficiency. While 
our investigation could not cover the enormous field of compara
tive prices and costS of the various forms of retail outletS, the fig
ures on relative growth raise a strong presumption in favor of the 
corporate chains, the big mail-order concerns, the newer super
markets, and certain types of voluntary group organizations. 

One of the principal contributions offered by the chains so far 
as consumers are concerned is lower prices. They have been 
achieved partly by better methods of contrlll and management, 
partly by elimination of certain services, such as free delivery and 
the stocking of as wide a variety of commodities and brands as 
those offered to customers by othet types of retail distributors, and 
'partly by concentrating their activity in urban areas and on a suffi
cient scale to get the economies of volume. In large part, of course, 
the lower chain prices have been made possible by the cost advan
tages of large-scale buying. In addition to the real economies of 
mass purchasing, the chains have also been accused of "improper" 
use of their bargaining strength in dealing with their suppliers. 

Chains have centralized the costly activities of administration, 
accounting control and buying, all of which each independent mer
chant performs for himself. Although multi-plant operations can 
increase COStS, the chains have eliminated many of the costS of du
plication of effort. The chains have also introduced many improve
ments in store management, such as better selection, arrangement 
and display of goods, improved lighting, cleanliness, and refrig
eration. Competition has forced the independent retailers, in tum, 
to adopt many of these improved methods of management, while 
the economies of large-scale purchases have been gained by the 
independentS through the formation of voluntary group buying 
agencies. Thus the vigorous competition offered by this new form 
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of retailing, while it has injured many individual independents, 
has hrought widespread improvement of methods and lowering of 
cosrs and prices throughout retailing. 

Trend Away trom Independent Middlemen 
At the same time that retail distribution patterns have been 

changing, important shifrs have taken place in the relative posi
tion of agencies engaged in intermediary ttade--an important link 
in the system whereby retailets and ultimate buyers are supplied 
with goods from thousands of different sources. The middleman's 
function must be performed by someone, either by the independent 
wholesaler, by various specialized types of agenrs, brokers, and 
assemblers, by the manufacturer himself, or by "captive" interme
diaries conttolled by retailers or manufacturers. 

The ttend in recent years seems to be away from the ttaditional 
independent middleman. The intermediary function is being taken 
over more and more by manufacturers, retailers, and to some ex
tent by consumers--either directly or through agencies they own 
or control. The independent wholesalers' share of intermediary 
ttade decreased from 36.8 per cent in 1929 to 32.2 per cent in 
1935, while other types of intermediaries gaine<i during the period. 

A comparison of operating cosrs suggesrs that one of the reasons 
for this shift away from the conventional wholesaler is lower costs. 
Intermediary ttade as a whole showed expenses of 9.5 per cent of 
net sales in 1935 as against 13.2 per cent for "wholesale merchants." 
This meant that other agencies were performing intermediate 
functions more economically or that they were able to achieve 
lower cosrs by sharply limiting services and functions. 

The research findings show that the essential wholesale func
tions of breaking bulk, storage, and delivery make up less than 
half the cost for many types of independent wholesalers. Selling 
and credit cosrs account for most of the remainder. To the extent 
that newer types of wholesalers set up by retailers or manufac
turers can eliminate these latter functions and their costs, real sav
ings and economies' in intermediary distribution are possible. 
There will always be a need, of course, for service wholesalers to 



346 DOES DISTRlBUTION CoST Too MUCH? 

handle slow-moving items and to serve the small retailer who has 
to buy on credit; but this service should be made to bear its own 
cost. 

e. ASSUMPTIONS UNDERLYING THE REPORT 

It is not enough for our purpose merely to measure the COSts and 
describe the character of the distributive system. But any attempt 
to make judgments about it runs into basic difficulties. There is no 
easy test to be applied. As we have seen, there is little evidence of 
a high general level of profits in this economic area. Nor does the 
fact that distribution costs frequendy exceed production costs have 
any significance in itself except to show the relative economic im
portance of the two functions. The fact that it may cost five times 
as much to get cabbages into consumers' hands as it does to grow 
them originally, does not necessarily indicate that there are any 
legitimate grounds for complaint. 10 such a case, growing is rela
tively simple and inexpensive compared with transponation and 
marketing. 

The main difficulty in determining whether excess cost or waste 
exist is that of establishing a workable criterion. The most satis
factory procedure might be to prepare a blueprint of the potential 
efficiency of an imaginary, perfectly functioning planned economy, 
and draw a contrast .. On such a basis there is no doubt that the 
demonstrable waste of our present system would be tremendous. 
But would we want such an economy even if we could have it? 
Much of the waste that would appear on the basis of such a 
comparison must be regarded as the price paid for our particular 
type of economic sYstem, which, waste and all, most of us prefer. 
We accept and adhere to cenain social and political principles 
coming under the general terms of democracy and freedom of op
portunity. 

Free Choice lIerSIlS RAtioning 
10 the last analysis, however, it is these very principles which 

permit the establishment of a filling station on each of four corners 
of the crossroads. Here, the efficient use of resources clashes with 
freedom of opportunity. Another basic principle in the present sys-
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tem is that of freedom of choice for the consumer-as well as free
dom for the use of all kinds of blandishments by those who are 
trying to persuade him to buy. Much of our present distribution 
cost, due to the "frivolous" demands of consumers and their resist
ance to standardization, must be charged against this principle. 

Any basic evaluation of our distribution system must begin with 
consideration of the social desirability of a system based upon the 
individual's freedom of opporrunity to waste. On the one hand, 
srand all the arguments for a planned and controlled society; on 
the other, faith in progress by trial and error with a maximum of 
individual freedom. We have not regarded the function of this 
Commitree as one of trying to evaluate the kind of economic sys
tem we have. Such an approach would raise problems far beyond 
the area of distribution itself, although some of the most pertinent 
considerations appear in this wider area. 

We have assumed in framing our recommendations that the 
people of the United States do not want an economy where all 
goods are rationed as they are in the army. We have assumed that 
what we want in this country is an economy which guarantees the 
greatest amount of individual freedom---<onsistent with the public 
welfare-to set up a business, to operate it, alld even to fail if we 
cannot make a go of it. In so doing we want a minimum of inter
ference from the government. But at the same time we recognize 
that absolute freedom in business is as impracticable as absolute 
freedom to erect any kind of building in a big city. With the grow
ing complexity of our economic life a certain amount of govern
ment regulation and control has come to be accepted as no longer 
a subject worthy of debate. 

Three Criteria 
The Commirtee's conclusions and recommendations are based, 

therefore, on three objectives which seem to be generally accepted 
as underlying "the American system": 

(a). Free choice·for the consumer, with the inevitable COSts 
which the consumer's demands for variety, immediacy and 
convenience necessitate; 
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(b). Freedom of opportunity for the distributor, which means 
opportunity to develop new methods and techniques that 
will yield him a profit, but which also means--at least up 
to a certain point-the opportunity to fail and in doing so 
to injure his own and others' interests; and 

(c). A system of competition which, although not entirely free 
and untrammeled, should be regulated with two ends in 
view: (1) the promotion of the long-run interests of con
sumers and (2) the protection of the public interest; not 
merely to preserve the status quo or defend the position of 
particular groups of distributors. 

f. IS DISTIUBUTION TOO COSTLY? 

./. Even with all the reservations and assumptions which have been 
made the answer to the question posed in the tide of this book
"does distribution cost too much?" -is "yes." The research find
ings prove this in two ways. First they show many features of the 
distribution process which reveal opportunities for savings: dupli. 
cation of sales efforts, multiplicity of sales outlets, excessive serv
ices, multitudes of brands, and unnecessaty advertising-all caused 
bycompetitive conditions; unreasonable demands and misinformed 
buying on the part of consumers; and, among distributors them
selves, lack of a proper knowledge of costs, too great zeal for vol
ume, poor management and planning, and unwise price policies. 
Second, the research findings show how newer distribution agen· 
cies, through economies of standardized and large-scale operation, 
have proven the inefficiency of those which they have displaced; 
and how other distributors have improved methods and lowered 
costs through a better understanding of their problems. 

_ Taking the field of distribution as a whole the process undoubt-
/edly costS too much. But how much too much is impossible to say. 

In other words we can say with confidence that there is waste in 
distribution, but we cannot reduce it to a percentage figure--as a 
whole, or in any of its parts. Nor can we say that distribution is 
more or less wasteful than production. 

We can, however-even with limited statistics thar we have-
point out specifically many ways in which the costs of distribution 
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can be reduced or its efficiency increased through improvements in 
rhe design and operation of the present mechanism. The following 
pages summarize the suggestions of rhe Committee. 

2. RECOMMENDATIONS 

Turning now to possibilities of improvement in distribution, 
rhere are rhree general areas where rhe problems of distribution 
costs should be attacked: first, consumer knowledge; second, effi
cient performance; third, legislative restrictions and regulations. 

a. CONSUMER KNOWLEDGE 

Under our present economic system rhe main directing source of 
all economic activity is expenditure by consumers. To rhe extent 
rhat rheir choices are irrational and uninformed, rhe system fails 
to reach its optimum performance. The variety of products now in 
rhe market, rhe importance of qualities not readily susceptible to 
sensory test, complications in service and convenience and rhe fact 
that consumers spend most of rheir time and energy as producers, 
all contribute toward making individual purchasing an inefficient 
process. Added to this is rhe incessant pressuxe of modern adver
tising-sometimes illuminating, but too often obscuring rhe facts 
which rhe consumer requires to enable him to buy intelligently. 

But rhe problem of assisting consumers is not as simple as might 
at first appear. Until recently, at any rate, rhe great majority of 
rhem have not shown any great interest in becoming bettet in
formed. And rhere is always rhe danger of imposing uncertain and 
incompetent judgments upon rhem. Our recommendations in rhe. 
field of better consumer information, rherefore, are made wirh rhe 
uncomfortable realization rhat, so far, consumers have not made 
very effective use of rhe facilities already available. Even now, 
most of us can stretch our purchasing power considerably by more 
cautious and intelligent spending. Standard brands of toothpaste, 
shaving cream, and a multitude of orher trade-marked commodi
ties can often be bought for less money from a mail-order cata
logue rhan in rhe corner drugstore, but. this is inconvenient, in
volving as it does the annoyance of filling out an order blank and 
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two or three days' delay in waiting for delivery of his purchase. 
There are a multitude of other examples--for instance, instal

ment buying. Goods bought on instalment frequently cost consum
ers from 12 to 18 per cent interest on their money-a cost which 
they could avoid if they were willing to lay aside enough each 
month and wait to buy an automobile at the end of the year, or to 
use some other form of credit. But this requires will power and 
means waiting, and the consumer wants his automobile now. Con
sumers could make greater use of the consumer services now pro
vided by government departments and by various other agencies. 
Even without special aids, consumers could buy more intelligently 
and more cautiously than they do now, by comparing quality and 
cost from one store to another. 

Even though consumers have thus far been slow to take advan
tage of buying aids, however, we believe that such aids should be 
greatly increased and that an intensified effort should be made by 
government and private agencies to stimulate their more effective 
use. We recommend the following specific policies: 

(1). The expansion and better coordination of government 
agencies to provide in adequate and popular form information 
which consumers need for more efficient buying. 

We strongly support the tendency, already apparent, for govern
ments-federal, state, and local-to establish agencies primarily 
concerned with consumer problems. The inauguration under the 
Department of Agriculture of the Consumers' Guide, which aims 
to inform consumers on methods of testing the qualities of prod
ucts, is a step in the right direction. The Standards Section in the 
Department of Labor, which is continuing the work of assembling 
government standards and specifications on consumer goods com
menced by the Consumers' Advisory Board of the NRA, can aid 
consumers in making a more intelligent choice. The work of these 
and other official agencies can never yield maximum returnS, how
ever, until it is made more widely available in popular and under
standable form. 

(2). Further progress in the elimination of fraud and misrepre
sentation in printed and verbal descriptions of products. 
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Although the federal government has taken increasing respon
sibility for the prevention of misrepresentation, and legislation to 
that end has recendy been suengthened, the protection is not yet 
adequate. We urge suong support for and further suengthening 
of such laws. 

Disuibutors themselves, if they want to, can also do a great deal 
along these lines without legislation; and some of them, through 
such agencies as Better Business Bureaus, have made commendable 
progress in this direction. We urge further action of this voluntary 
kind. 

(3). Tht! development of informational labeling. 

We urge the extension, by voluntary action of business and by 
legislation of adequate descriptions of goods on the labels attached 
to them. Such descriptions should cover both the physical compo
nents of produCts which are capable of measurement, the grade or 
quality of the goods, and the components of their price--as sug
gested in the following recommendation. 

(4). The establishment of a differentiated pricing system for re
tail goods. 

We urge careful study of the feasibility of adoption of a pricing 
system that would clearly differentiate separate prices for each ar
ticle according to the amount of services involved in its sale-such 
as credit, delivery, rerum privileges, etc. This would mean in prac
tice that a purchase paid for by cash, carried out of the store by' the 
buyer and not rerurned, would cost less than if. any or all of these 
services were required. Whether they actually avail themselves of 
these services or not, consumers pay for them whenever they buy 
goods at a store which olfers them. Since the consumer pays for 
such services he is inclined to demand them on the theory that he 
is entitled to all that he pays for. All of this increases the total vol
ume of such services, and therefore their cost, and hence the price 
which the consumer. must pay. If service COSts were separately 
charged, it would probably reduce their volume. Such a practice 
would also permit those consumers who wanted to do so to eschew 
these services and get the advantage of lower prices. We recognize 
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the difficul ties of establishing a differentiated retail pricing system, 
however. Experience shows that the difficulties are especially seri
ous-if not insuperable--when one retail store attempts to adopt 
the policy without the cooperation of its competitors. 

The same principle of differential charging in accordance with 
the amount of service supplied and the distributive costs involved, 
is followed in many cases by manufacturers, and might well be 
widely applied to intermediary transactions between retailers and 
wholesalers. 

(5). The wide extension for public use of the facilities of gov
ernment and private agencies for tesling and appraising consumer 
goods. 

We urge that the kind of services so effectively' performed for 
government buying by the United States Bureau of Standards be 
made widely available to consumers in the United States. This kind 
of testing service can and should be supplied by both government 
,and private organizations. 

We believe that the Bureau of Standards should make tests of 
leading products for specific qualities and that the results should be 
made public. At the present time the Bureau of Standards does test 
certain types of consumer goods, but the results of these testS do 
not become widely available to consumers. 

We also recommend the extension and more effective use of 
voluntary, private, non-profit testing and reporting agencies. The 
record of such agencies is not perfect and there is serious question 
as to whether their present limited facilities permit them to do an 
adequate scientific job of appraising and rating consumers' goods. 
This is particularly true of complex fabricated products like auto
mobiles and radios, or articles in which style and taste are more 
important than physical qualities. But the principle behind these 
efforts is sound and should be encouraged. With sufficiently wide 
support from consumers these agencies would be able to get enough 
revenue to permit them to function more effectively. 

(6). The furthe, organization of consumer cooperatives and 
consumers' group buying agencies. 
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In spite of their spectacular success in Great Britain and other 
European countries the record . of consumer cooperatives in the 
Unired States, as shown in the research report, is not impressive. 
Accounting for much less than one per cent of total retail sales, 
consumers' cooperatives are mosdy small stores, dealing in staple 
products and operating in small communities. Although no wide 
statistical appraisal has been made of the relative cost, price, and 
service advantages of cooperatives in the United States, it is clear 
that inefficient management may easily wipe out the advantage to 
consumers in securing for themselves the profits of retail operation. 

With sound management, however, cooperative ownership can 
olfer much to the consumer, as has been demonstrated in the eco
nomical distribution of such produas as milk, gasoline, and farm 
supplies. Cooperative enterprises, moreover, serve an important 
educational purpose in arousing the interest of consumers in the 
problems of economical buying; and their very existence may have 
a significant influence on the price policies of private distributors. 
We therefore urge the extension of consumer cooperatives. 

A specialized form of consumer cooperation is found in various 
kinds of group buying organizations which are able to effect econo
mies and secure lower prices for their members. Many large organi
zations, such as banks and insurance companies, for example, have 
fostered group buying organizations among their employees. These 
organizations, by concentrating purchases and by short-circuiting 
many of the costs involved in individual buying, have effected real 
economies for their members. Sometimes, however, the savings 
they achieve arise pardy from what amounts to a subsidy offered 
by the free use of the purchasing facilities of the employing cor
poration. Sometimes, too, buying an article at wholesale involves 
no real saving in distribution cost. When the prospective purchaser 
of a radio or a refrigerator, for example, takes up the time of a de
partment store salesman in examining different articles, and then 
places his order through his employer's purchasing department, re
tail distribution costs have not been eliminated, but merely shifted. 
When group buying· organizations of consumers are able to con
solidate the demands of individual buyers into large orders for 
specific products, however, real economies in distribution can be 
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achieved, for large orders make possible lower operating costs. 

(7). The extension and fu,thllf' development of cou,.ses on con
sume,. problems in educational institutions. 

We recommend the wide extension of cowses in high schools 
and other educational institutions designed to promote better and 
more intelligent buying and to educate. the consumer in the func
tions and problems of disrribution. Much work of this kind is be
ing done, but more could be done, particularly in connection with 
courses in chemisrry and physics and home economics. 

(8). The vigo,.ous prosecution of fedllf'al family budget and ex
penditu,.e studies. 

We urge that the budget and expenditure investigations of the 
bureaus of Labor Statistics and Agricultural Economics be ex
panded. This program should, in the course of rime, help to inform 
the consumer on the wisest disrribution of his expenditures. Natu
~ally the prosecution of these studies is closely related to the gen
eral consumer education functions of various government agencies. 

b. OPERATING INFORMATION AND MOllE EFFICIENT 

PERFORMANCE 

The Committee is convinced that the system of disrribution can 
be made considerably more efficient than it is today. Costs of dis
rribution and the prices consumers pay for commodities can be sub
stantially reduced. The Committee believes that these results can 
be achieved largely through the voluntary efforts of individual dis
rributors, aided and assisted by government research agencies. 

In discussing this area of possible reform it should be recognized 
that competition compels many disrributors to offer services and to 
sell accounts which they know are not profitable. In many cases, 
however, a disrributor imitates his competitors, not because he is 
driven to it by competition but merely because he is uninformed as 
to his own best interests. Among enrrepreneurs there is a great deal 
of blind imitation, quite similar to the "keeping up with the 
Joneses" of consumers, and many of the most wasteful business 
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practices are the result of this blind imitation. Every once in a while, 
however, some enterprising distributor discovers that he can do 
things in an entirely different way and make money in doing it. 
The growth of chain stores, super-markets and mail-order houses 
are illustrations of this process of evolution. 

It is of the utmost importance, therefore, to keep the field of dis
tribution reasonably open for bold experimentation. Mter all, the 
greatest hope for improved efficiency lies in the inventiveness, im
agination, and business ability of distributors themselves. By far 
the greatest improvements of the past have come this way. Those 
of the future will also-if the field is kept open and free. 

In addition to the elimination of laws which prevent the full de
velopment of new and improved forms of distribution we strongly 
recommend concerted efforts by distributors themselves, aided by 
government agencies, to achieve greater efficiency of operation. 
These efforts can be both positive-in improving the technique of 
those already in business-and negative-in preventing or persuad
ing those who are unfit from entering business in the first place. 

To some degree efforts to improve the efficiency of distribution 
must await wider knowledge about its nature and costs. Not only 
must individual distributots learn more about the costs of their 
own operations and the effectiveness of the methods they employ, 
but more information about the functioning of various parts of the 
distribution system and the system as a whole is needed in order to 
chart the areas in which economies and improvements offer the 
greatest promise. Our recommendations in this field, therefore, look 
primarily toward the provision of better information which should 
help to avoid losses and lead toward improvement of methods and 
lowering of costs. 

Specifically we recommend the following: 

(1). The developmen1 and adoption 1hrough governmen1 re
search and organized ~ommer~ial effor1s of improved me1hods of 
dis1ribution ~os1 a~~ounting and analysis. 

Much progress in reducing production costS has come from the 
widespread adoption of systematic and accurate cost accounting 
methods. In distribution, because of the complicated and diverse 
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nature of the function and the variety of products involved, COSt 
accounting must involve a great deal of arbitrary allocation. A 
manufactUrer is able to measure with a high degree of accuracy the 
direct COSts of every unit operation that goes into the production 
of a product-and such direct costs bulk larger in production-but 
from the time the product leaves the faCtory door until it goes out 
of the retail store, much less is known about the unit COSt of per
forming the various distriburive operations. 

The retail store owner may know whar it costs to operate his 
store and, with reasonable accuracy, the COSt of operating various 
departments. But little is known about unit selling costs for speci.6c 
commodities or for purchases of varying amounts, or the cost of 
specific functions like that of extending credir, collecting overdue 
accounts or rendering special services. Until COSts are mote accu
rately measured, retail and wholesale distributors will not be able 
to determine, except in a very rough way, what lines of goods are 
most profitable, what size purchases can be supplied at the smallest 
expense and which accounts cost more than they are worth. 

Pricing practices, which are often arbitrary and unscientific, can 
also be improved with better knowledge of how diStribution and 
other overhead expenses should be allocated. As pointed out in the 
research report the arbitrary percentage mark-ups now applied in 
many cases may often lead to prices which do not result in maxi
mizing sales volume and profits .. 

(2). The establishment of an institute fo, ,esea,ch in consump
tion and dist,ibution, under independent auspices with" libe,aI tn
dowment. 

The field of distribution and consumption economics has been 
sadly neglected, both in universities and in private and governmen
tal research. Such an institute would not concern itself with the 
commercial type of market research, or the purely statistical field of 
government agencies, but with exploring the broader and more im
portant social implications of the kind of diStributive system (which 
means the kind of economic system) we have. It could do a great 
deal to promote the collection of better information in this un
charted area and to foster the objective study of many of the more 
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or less controversial issues, such as chain store taxes, resale price 
maintenance, etc., which have too often been avoided, except by 
interested parties to the conuoversy. 

/(3). The provision by government agencies of more compre
hensive, accurate, and promptly available statistics on distribution. 

One of the reasons for our inability and failure to improve meth
ods, increase efficiency and reduce costs in the field of distribution 
is the lack of basic statistical infounation in this important area. 
Distribution statistics are far less satisfaCtory than those in the field 
of production. For instance, the first Census of Distribution was not 
taken until 1929 while the Census of Manufactures was first taken 
more than a century ago, and for many years has been on a biennial 
basis. It is reasonable to expect that improvement of the statistical 
background for planning distributive operations will result in the 
gradual improvement of distributive methods, not only because in
dividual distributors will be better informed, but more important, 
because public policy can be more intelligently formulated. 

We urge consideration of the following suggestions looking 
toward provision of better information on distribution: 

(a). Census of Distribution at Five-Year Intervals 
A complete Census of Distribution should be taken at five
year intervals coordinated with a complete Census of Manu
factures and of other phases of business. It is desirable that 
unless the Census of Distribution is taken at the same time 
as the Census of Manufactures, the former should include 
reports from manufacturers as distributors since they are an 
integral (but little known) part of the whole system of dis
tribution. 

(b). Annual Sampling Reports 
An annual Census of Distribution on a sampling basis cov
ering the largest units should be taken for intervening years. 

(c). Occupational Distribution Census 
The decennial Census of Population should provide infor
mation on occupations of gainful workers in terms com
parable with the Statistics on employment obtained in the 
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Distribution, Manufactures, and other business Censuses. 
Occupational data on persons engaged in distribution 
should establish clear distinctions among them in terms of 
(i) economic status [e.g., employee, employer, self·em
played, etc.]; (ii) industry, trade, or phase of distribution 
[e.g., wholesale by types of commodities, retail by types of 
stores, etc.]; and (iii) occupation or kind of work [e.g., 
selling, clerical work, bookkeeping, etc.]. 

(d). Commodity Reports 
Statistics on production of specific commodities obtained in 
the quinquennial and annual Censuses and the statistics on 
distribution of the same commodities should be made com
parable. 

(e). Clment Statistics 
Current statistical series (e.g., monthly statistics compiled 
by Department of Commerce) on key commodities and 
lines of trade should be improved and expanded with spe
cial emphasis on the measurement of inventories held at 
various stages throughout the productive-distributive proc
ess. 

(f). Financial Statistics 
Income and balance sheer data compiled by the Bureau of 
Internal Revenue and the SEC should be made available in 
detail for various specific trades and branches of distribu
tion. 

(4). The widespread expansion of analytical studies of dist,i
bution costs, methods, 'and results. 

The amount of research in the field of distribution is negligible 
as compared with the funds and energies devoted to research in the 
field of technology and production-in spite of the fact that distri
bution, in all its phases, represents a more important area in our 
total economy than does production. The studies made to date by 
government agencies, particularly the Bureau of Foreign and Do
mestic Commerce, and by many universities, have been extremely 
helpful in the improvement of distribution methods. On the whole, 
however, such research has been on a very limired basis and its 
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value would be vasdy increased if it could be made to cover much 
larger samples and wider areas. Many of the more progressive and 
successful individual distributors have found that analysis of their 
own methods and resultS yields handsome dividends in the form of 
lower costS and larger profitS. The effectiveness of such self-analy
sis will be gready enhanced by more general srudies conducted by 
other agencies. 

Among the kinds of investigation which we believe merit serious 
srudy are the following: 

(a). Prices lind Price S p'e.as 
Very little reliable statistical information existS on the com
parative spreads between the cost of production (or factory 
price) of commodities and the price paid by the ultimate 
consumer. Many of the statistics presented in the research 
report were obtained on a confidential basis by direct 
inquiry from distributors. Price spread figures should be 
made available not only for various goods. but more espe
cially for di1Ierent distribution agencies handling the same 
lines in localities where conditions are similar. Of even 
greater interest would be a srudy of the prices of compara
ble goods sold through various kinds of oud~ in
dependentS, department stores, chains. mail-order houses, 
super-marketS, and cooperatives. 

(b). Cosl Relationships 
Srudies are urgendy needed of the effect on the cost of dis
tributing comparable items of various important variable 
faCtors such as additional services of various kinds--credit, 
deliveries, etc.; size of store; population of locality; stock 
turnover; etc. 

One great advantage the manufacturer has over the retailer 
is that he can usually determine with some degree of accu
racy the unit costS of specific operations in producing spe
cific commodities. The retailer, on the other hand, may 
know his total costS (although many of them do not). but 
he knows very little about the COSt of selling an alarm clock 
for example. compared with the cost of selling a tooth-
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brush. This is important if he is to maintain a balanced 
stock of goods best adapted to the size and location of the 
store, and to achieve a profitable rate of turnover. In some 
cases such a study might indicate that many lines should 
be eliminated because of slow turnover, wastage, obsoles
cence loss, and high cost of selling, while perhaps other 
lines of goods might profitably be added. 

(c). Advertising Costs and Reslllts 
Such studies should be made for specific products, lines of 
trade, and advertising media. We probably know less about 
the results of advertising than about almost any other phase 
of business, and yer it has appreciable and increasing effects 
on the total costs of distribution. 

(d). Effects of Lower Prices on Volllme of Sales 
Other things being equal, the lower the price the greater 
the consumption. But commodities vary widely in the elas
ticity of the demand for them. Many manUfacturers and 
distributors could undoubtedly increase total profits for 
goods with an elastic demand by lowering prices and wid
ening markets. By this procedure both the consumer and 
the entrepreneur benefit because the consumer gets more 
goods for less money and the seller gets larger total profits, 
although possibly smaller unit profits. Studies should be 
made of the effects of increased volume through lowered 
prices for specific commodities. As pointed out in the re
search report, pricing policies in many cases appear to be 
based on conventional percentage mark-ups without con
sideration of the effects of prices on volume of sales. Ber
ter information on demand elasticity for various types of 
commodities should lead to more intelligent price policies. 

(e). Callses and Effects of Bllsiness Mortality 
All available figures point to an excessively high rate of 
business mortality in the distribution field, but we know 
very little about the causes of failure in this field and of the 
effects on individuals who have incurred losses in the re
tail business. Also we know little of the losses to property 
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owners through vacancy, to labor through unemployment, 
etc., resulting from an excessive mortality ra~e in distribu
tion. The Committee recognizes that the evils of tOO many 
retail ourlers and excessive business mortality might be at
tacked through the device of licensing retail ourlets either 
on the basis of economic need or on the basis of proven 
competence and adequate capital requirements. Such regu
lations have been esrablished in foreign countries. We be-
lieve, however, that there are real dangers in the adoption 
of licensing policies and that in any event more informa
tion about the causes and effects of business mortality in 
distribution is needed before such drastic policies should be 
considered. 
None of these srudies is worth making, however, unless 
the results are made widely available, in clear and simple 
language, to schools and srudents in the field and to those 
who can profit by them-to those who have any direct or 
indirect inlIuence over the policies of distribution agencies. 
We urge that government and private research organiza
tions devote a considerable part of the resources available 
for this work to the proper dissemination of their findings. 

(5). The wide establishment of training courses for distributors. 

We urge the development of courses in high schools and other 
educational instirutions to train retailers and distribution managers 
for various kinds of retail store management and operation and 
also to fit rank and file workers to carry on the routine processes 
more effectively. Some of this is being done, but much more can be 
done. Such training should be available not only for persons prior 
to entering the field of distribution, but for active retail owners and 
executives as well. Training courses of this kind might also be ef
fective in deterring many unqualified persons from malring un
profitable ventures into the field. Certain foreign countries have 
long recognized in a practical way the urgent need for better prepa
ration for the hazards of retailing and other rypes of distribution. 
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(6). The dissemination by government agencies and educational 
institutions of infoymation about the difficulties of suyvival in re
tail tyade. 

We recommend that the proper government and educational 
agencies make widely available in simplified and understandable 
form information on the hazards and difficulties of small-scale dis
tribution and on the minimum requirements of capital, knowledge, 
and training required for different trades. This should be of some 
belp in getting more efficient distribution and reducing business 
mortality. This proposal would be parallel in a sense to our recom
mendation that the government and other groups engage in more 
vigorous and effective consumer education. 

(7). Development of cooperative reseaych and educational po
gf'ams between the Department of Commerce and university 
schools of business. 

For many years agricultural experiment stations maintained at 
. various state universities in cooperation with the Department of 
Agriculture have been an important influence in the development 
of more scientific and profitable agricultural methods. Comparable 
facilities and assistance have not been available for distribution and 
other business organizations, which means that small businesses, 
particularly, have been denied the educational and research advan
tages enjoyed by farmers. We believe that a cooperative program 
of research and education involving collaboration berween the D~ 
partment of Commerce and qualified university schools of business 
such as is now being considered by Congress deserves support. Such 
a program would go far toward effectuating many of the derailed 
suggestions made above. 

c. COMPBTlTIVlI RESTRICTIONS AND REGULATION 

The Committee believes that the field of distribution has not yer 
reached a point where it is possible for anyone to determine its ul
timate outlines, much less to decide what its ultimate forms should 
be. The evolutionary process has been vety much in evidence in r~ 
cent years. Under the driving force of competition all kinds of ex-
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periments are constandy being made. In this situation, new legisla
tion which tends to freeze the disttibutive structure into its present 
mold will probably interfere direcdy with the ultimate lowering of 
costs in the field. This is likely to be particularly true of "fractional" 
legislation, enacted in the interest of some special group without 
regard to eliminating competitive abuses or establishing fair com
petition. 

We, therefore, sttOngly recommend: 

(1). The immediate repeal of all laws which are designed 
merely to presertJe, or to destroy, some special group in the distri
bution structure, without regard for the general public interest. 

The outstanding illusttation of this type of iegislation is the chain 
store tax law, in most cases unjustifiable on economic grounds. At
tempts to freeze the structure already in existence, or to conttol the 
process of its development, or to tax certain types of disttibutors 
out of existence, or to give special governmental financial aid to 
others, are similar illusttations of measures which are unjustifiable, 
as a rule, on economic grounds. 

(2). The prompt repeal of all state legislation designed to dis
criminate against the products of other states and to restrict the free 
movement of goods between the states. 

Comparable to laws designed to promote the interests of one 
group of disttibutors at the expense of other groups is the floo<!' of 
state legislation passed in recent years for the purpose of protea
ing the business organizations of one state against the competition 
of produas from other States. The Committee believes that this 
growth of sectionalism on the part of the states is a serious threat 
to the interests of consumers throughout the United States. 

As pointed out in the research report these state legislative and 
tax barriers to interstate ttade have taken many fortOS. In some 
cases resttiaions arise from the legitimate exercise of state quaran
tine powers. In the vast majority of cases, however, these laws have 
been passed for the obvious purpose of discriminating against the 
use within the state of competing produas from other states, in the 
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effort to promote local industry. As such they are in effect tariff 
barriers erected within the borders of what has always been proudly 
regarded as the "greatest free-trade area in the world." Even their 
immediate advantages are dubious since they promote prompt re
taliation on the part of neighboring states. In the long run there 
can be no doubt of their harmful effecrs in stimulating the uneco
nomic development of industry, in increasing production and dis
tribution costs, and in raising prices to the consumer. In condemn
ing legislation of this character, however, the Committee recog
nizes that real advantages are to be gained in some instances 
through further decentralization of industry. The advantages of a 
high degree of concentration of production in favored areas are 
sometimes offset by the resulting higher transportation and distri
bution costs. And in some cases geographic concentration of indus
try has been due as much to the artificial influence of railroad rate 
structures as to the natural advantages of location. We believe that 
these artificial barriers to economically desirable decentralization 
are just as harmful as is state legislation designed to protect local 

. industries. 

(3). The strengthening and more effective administration of 
existing laws designed to prevent and destroy private monopoly, 
to eliminate price-fixing, and to prevent other monopolistic prac
tices, except under government sanction and supervision. 

The Committee recognizes that although competition plays a vital 
role as a regulator of our economy, it is nevertheless responsible 
for a considerable part of the cost of our distribution system. The 
necessity for establishing some limits to the destructive effecrs of 
some forms of competition has long been recognized. The civil law 
has long branded certain unethical competitive practices as unfair. 
In addition various statutes establish limits beyond which competi
tion may not go, for example, into the adulteration of goods, or 
the cutting of wages below some established minimum. Such types 
of competition are already outlawed. 

Less concern has been given to the fact that competition may be 
so excessive in other directions as to greatly increase costs far be
yond any corresponding benefit to consumers. In many phases of 
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distribution competitors must meet each other's efforts on an ever
rising competitive spiral, or quit the contest. Many results of this 
situation are obvious, for example, multiplicity of brands and out
lets, and competitive advertising. If present trends continue, this 
type of competitive cost gives promise of mounting even higher. 
Some device must be developed to establish limitS to the cost-in
creasing excesses of marketing competition if we are to prevent a 
breakdown of the competitive system through too much competi
tion. In the face of this danger the public welfare requires that 
certain limits be placed upon unbridled competitive warfare so as 
to preserve that healthy competition on which a free economic so
ciety must be based. 

As competition will be limited in various ways it is important 
that we should prevent improper limitations which would injure 
the interests of consumers, and that we should foster ouly such limi
tations as will make for the long-run interests of the community as 
a whole in promoting security, stability and efficiency, and a steadily 
increasing standard of living in terms of more and better goods 
available to consumers. 

The Committee knows that the problem of monopoly is not a 
simple one. Available evidence is not wholly r.evealing as to the 
kinds of concentration, or monopoly, that have advanced the Ameri
can standard of living and those that have limited it. Economic 
judgment should enter into administration of the anti-trust laws to 
a greater extent than their real or imagined formalism has so far 
permitted. Instances of bald collusion on price or on production 
for private benefit should be prosecuted systematically and the fa
cilities of the Department of Justice strengthened to that end. On 
the other hand those instances of collusion contrary to the letter of 
existing statutes, but embraced for the purpose of mitigating de
monstrable distress or maladjustment, should be judged in terms 
of their ascertainable effects. Common recognition that there can 
be both use, and abuse, of tariffs and patents, and of administrative 
and financial interlocking relationships, implies the need for discre
tionary appraisal. 

The Committee does not at this time presume to suggest the 
strUctural changes in our administrative machinery which would be 
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necessary for such discriminating treatment of the problem. Mud: 
can' be said for a business court, and a separation of prosecutin~ 
and judicial functions. There is something to be said at the othel 
extreme for a merely advisory economic committee as a part of the 
Attorney General's staff. The Temporary National Economic Com· 
mittee has already ,addressed itself ro these problems, and final 
judgment will properly await the conclusion of its fact finding and 
deliberative program. 

The instinctive reaction ro legislative sanctions for resale price 
maintenance and for mandatory retail mark-ups is that they run 
counter to the fundamental principle of a free market with prices 
competitively determined. An authoritative srudy of the acrual ef· 
fects of these laws is still lacking, and as long as a departure from 
a time-honored principle has been made by a large number of the 
states as well as the federal government, the country's opportunity 
ro inform itself on actual consequences might well be utilized be
fore a rerum ro conventio.nal policy is blindly insisted upon. But 
because these laws are a departure from principle, a heavy burden 
of proof rests upon their sponsors. Neverthelessit is not likely that 
any political solution that denies them in this dynamic stage the 
opportunity to make their case is likely to settle the issue. It is too 

late or too early for positive opinions. 

(4). Permission by appropriate'government agencies, under spe
cific statutory authority, for distributors to agree on the limitation 
of certain costly excesses in competition where the result will be to 
reduce the cost to the consumer. 

Examples of some ways in which this might be done in the inter
est of the public are: 

(a). Agreements berween instalment finance companies on more 
conservative contract terms; 

(b). The control, of advertising expenditures by agreement 
among advertisers in particular lines; 

(c). Agreement among department srores ro charge separately 
for delivery, credit and returned goods privileges; 

( d). Agreement among distriburors on credit terms ro be ex-
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tended to buyers, e.g., that accounts overdue more than a 
month should carry interest at a reasonable rate, etc.; and 

(e). Agreements by distributors on standardization of costs and 
charges which are concealed in the price of the goods they 
sell, providing it is possible to prevent an agreement on the 
price itself. 

If such special services and advantages, most of which are a form 
of concealed price-cutting, could be standardized, the price of a 
commodity itself would have a much higher "visibility." Permis
sion to do these things might sharpen and focus competition on the 
place where it should be focused, on price. If a competitor wants 
to get additional business and he cannot do it by extending cosdy 
and frequendy harmful services, such as over-extension of credit, 
he will be compelled to get the additional business by cutting 
prices; and this, from the immediate standpoint of the buyer, would 
be desirable. On the other hand when prices are somewhat frozen, 
as under resale price maintenance, it would be unwise to limit 
other ways in which competition might operate. 
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Note I 

SoURCES 01' DATA AND METHODS USED POll FLOW CHART 

ANDTABLB 10 

THIS EFFORT to show the Bow of goods largely represents an analysis of 
data collected in the U.S. Census for 1929 covering manufacturing, whole
saling, retailing, construction and several of the primary industries, supple
mented by figures from other official sources. A complex system of balance 
sheets showing amounts sold and purchased or retained ar the source by 
each branch was constructed on a commodity basis 4> most cases, but in 
others only the total Bow out of the particular branch of industty or trade 
could be allocated. In this way obvious weaknesses in one set of data (such 
as the oversight of contract work in the purchase account of manufacturers 
and shortcomings in the distribution of sales of grain, livestock, tobacco, 
and dairy products in wholesale trade) were corrected by reference to dara 
in other parts of the same general system of official figures. The purchases 
of goods for capital account and replatement by manufacturers (not shown 
by the Census of Manufactures) and by other industrial buyers were esti
mated.-

The allocation of transportation costs (totaling $8.8 billion as shown 
in Table 10) to the various streams of movement is-based largely on che 
value of the goods, modified in some instances by considerations of bulk 
and weight in relation to value. 

The following sections refer to the rectangles shown on the Flow Chart 
and to data shown in Table 10. 

1. PRIMARY SoURCES AND IMPORTS 
(a). Agricl/lil/re 

Value from Incom~ from Farm Production in tb, United S/ates-1933 
(reprinted from Crops and Mark~ts, U.S.D.A.), plus value of livestock 
transfers from U.S.D.A. files. Distributed on basis of data from U.S. Bu
reau of Agticultutal Economics, Census of Manufactures (purchases) and 
Census of Distribution (countty buying of wholesalers and retailers). 

(b). Min'! and Quarries 
Census of Min'! and QlI4rri.s, 1930; distributed according to purchases 

by industries as indicated by Census of Manufactures, Census of Distribu
tion, Report of Board of Engineers, U.S. Army, Interstate Commerce Com
mission, and reportS of U.S. Bureau of Mines. 
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(c). Oil and Gas Wells 
Based upon reports of U.S. Bureau of Mines, supplemenred by Census 

of Manufactures. 

(d). Fishing and Trapping 
Value of fish catch--$123 million (U.S. Bureau of Fisheries) plus esti

mate of $20 million for hunting and trapping (Census of Dislriblltion, 
1930, Vol. II, p. 4). Thirty million dollars distributed to manufacruring 
by reference to Censlls of Manllfactllres, 1929, Vol. II, p. 95; balance as
sumed to go througb intermediary trade. 

(e). Forestry 
Based upon production figures appearing in Presenl and Polential Tim

ber Resollrces, Senate Document No. 12, 1933, supplemented by data from 
Census of Manufactures and Interstate Commerce Commission-values 
calculated from information supplied by U.S. Forest Service. Distributed 
according to indicated use of various commodities by specific industries. 

(/). Imports 
Slatislical Abslract, 1931, p. 495. Distributed to intermediary trade upon 

basis of value of goods sold by wholesale importers and import agents 
(Censlls of Dislriblltion, 1930, Vol. II, p. 85). To obtain the estimated 

. value of the goods as they enrered the country it was necessary to dedua 
the estimated mark-up of such dealers as well as the estimated transporta
tion charges. The $100 million shown as going to retailers is a purely 
nominal figure to represent an unknown amount of goods imported direct 
by retailers. The residual amount was allocated to manufacruring. 

2. MANuFACTURING 

Based on Disiriblliion of Sales of Manllftl&llIring Planls, 1929, Census 
of Distribution; although the figures covered only 84 per cent of the total 
volume, the outlets for most of the remaining 16 per cent were evident 
from the characteristics of the commodities and industries involved. In ot
der to determine net sales it was necessary to dedua the estimated cash dis
counts earned ($1.1 billion) from the gtOSS value of produas sold by 
manufaaurers. Discounts, estimated on the basis of data in An Analysis of 
the Distriblltion Cosis of 312 Mttnllftl&lIIrerS, Association of National Ad
vertisers, 1933, were allocated to the various outlets in accordance with the 
value of produas assigned to them. 

Two adjustments were made in the source figures showing sales to inter
mediary trade. The first of these tepresented a deduaion of $3.1 billion 
estimated as moving direaly from manulaauters to the export market 
without the intervention of any intermediary. This estimate was calculared 
by subtraaing from the total value of exports (Slalistical Abslract, 1934, 
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p. 412) the value of goods handled by exporters and export agents and 
estimated transportation costs. 

The second adjustment represents an addition to the volume moving 
through intertnediaries and a corresponding reduction in the amount re
ported as going ditect to retailers. An analysis of the sales of manufactUrers 
to their own wholesale branches of $10 billion, repotted in the Distriblltion 
of Sal~s of M.4nllfadllring Pl4nts, 1929, p. 43, shows that about $1.6 bil
lion worth of petroleum refining products was reported moving through 
wbolesale branches in 1929, whereas the Wholesale Census considered 
such sales as moving through bulk-tank stations. Deducting petroleum 
sales from the total reported sales through manufacturets' own wholesale 
branches of $10 billion leaves $8.4 billion worth of sales through whole
sale branches, in the sense of the word as used in the report of the Census 
of Distribution. But this $8,4 billion faIls far short of the $16.3 billion re
ported for 1929 (Wholesale Distribution: 1933, p. A-I) as the volume of 
sales of manufactUrers' sales branches, indicating that all manufactUrers, in 
reporting their distribution of sales for 1929, did not teeogWze their 
wholesale branches as such. 

The dilference--<lr $7.9 billion-represents goods which moved through 
sales branches not only to retailers, but also to all other types of outlets. 
Fortunarely the 1933 Census furnishes a clue as to the share of the $7.9 
billion which went to retail oudets. An analysis of the distribution of sales 
of manufactUrers' wholesale branches in 1933 applied to the 1929 data by 
kind of business and type of establishment indicates that about 43.6 per 
cent of such sales went to retail oudets. Accordingly, it is estimated that 
$3.5 billion worth of sales which acrually went through manufactUrers' 
branches was presumably concealed in the $12.8 billion reported in 1929 
as sales to retail organizations in the publication Distriblltion of Sal" of 
Manuja&tllring Plants. 

It was also considered that the volume of sales handled by manufac
turers' agents, selling agents and chain store warehouses for ultimate dis
tribution to retailers was reported as going direct. The amount ($2.9 bil
lion) handled by these intermediaries for retail distribution was calculated 
in the same manner as that handled by manufactUrers' sales branches. The 
tora! of these items, or $6.3 billion, was deducted from the reported sales 
to retailers ro arrive at the estimated direct sales of manufactUrers to re
tailers. The $6.3 billion had to be added, on the other hand, to the re
ported sales of intermediaries to approximate the actual volume passing 
through middlemen, including manufactUrers' own wholesale branches, 
selling agents and chain store warehouses, as well as wholesalers ptoper. 

3. INTERMEDIARY TRADE 

Based on data appearing in Whol"al. Distriblltion, 1930, p. 78, Census 
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of Disttibution; the figure for sales to industtial consumers ('15 billion) 
was increased by '2.4 billion estimated to represent the movement of 
goods which were not shown in the distribution of sales. The resulting ro
tal value was then allocated to manufacturing and to other industrial con
sumers, such as the extractive industries and public utilities, in accordance 
with the indicated outlers for the various commodities covered. Intermedi
ary sales to the export market were assumed to equal the sales of exporters 
and export agents (Wholesllie Dist,ibution, 1930, Summary, p. 85). Live
stock transfers, valued in the U.S. Department of Agriculture files at ,468 
million, were considered to have been handIed by intermediary dealers and 
were shown as sales to agriculture. 

4. Rl!TAIL TRADB 

Based on data appearing in RetAil Dist,iblllion, 1930, Vol. I, pp. 15, 85, 
87; total sales were increased by sales of milk dealers not reported herein. 
The '3.3 billion of sales to agriculture is intended to cover farmers' pur
chases of supplies, feed, equipment, etc., used for production and includes 
an unknown amount of goods acrualIy purchased from intermediary deal
ers. The total amount was based on the estimated operating expeoses of 
farmers (Incom. f,om Farm P,oduction in th. United Sillies, 1933, p. I, 
a reprint from C,ops And Mark.ts). 

Note II 

SoURCES AND METHODS USED FOR EsTiMAnNG NAnONAL 

BILL FOR DISTRIBU"l10N 

Retail T,Ati. 
Total operating expense, including imputed compensation of proprietors 

(U.s. C.nsus of Distribution, 1930, Vol. I, p. 51) plus dividends, corpo
rate savings and business savings of individuals in rctaiI trade (Senate 
Document No. 124, Nllliontd Incom., 1929-1932, p. 113). 

W ho/"td. T ,Ati. 
Total operating expense (U.s. C.NUS of Distriblltion, 1930, Vol. II, 

p. 65) plus withdrawals of entrepreneurs, dividends, corporate savings and 
business savings of individuals in wholesale trade (Senate Document No. 
124, NlllionAiIncom., 1929-1932, p. 113). 

Manllfactll'Hs' Dist,ibution 
Based upon data appearing in A .. Anttlysis of th. Distribution Cosls of 

312 Manufllctllrers, covering 1931-1932, by the Association of National 
Advertisers in collaboration with the National Association of Cost Ac-
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countants. The average distribution COst for each of twenty-nine indusrty 
groups included in rhe study was applied to rhe sales of rhe appropriate in
dustry classification reported by rhe Census of Manufactures for 1929; rhe 
cost ratio for all of rhe industries not represented in rhe study was assumed 
to be rhe average expense ratio (weighted according to sales) of rhe indus
tries rhat were represented. 

The expense ratios (based upon 1931 reports) were modified in accord
ance wirh rhe estimated cbange in cost of wholesale and retail trade be
tween 1929 and 1931 on rhe assumption rhar manufaaurers' distribution 
COSts followed rhe same trend as rhat of orher distributors. Income tax 
figures publisbed by rhe United States Treasury Department furnished rhe 
basis for estimating rhe cbange in rhe latterS' costs. 

The COSt figures based upon rhe Association study were furrher modified 
by rhe elimination of rhree items of expense incurred by manufacturers: 
tranSportation cbarges on outgoing shipments (included in rhe estimate of 
rhe total cost of tranSportation) ; rhe expense of maintaining sales brancbes 
(included in rhe cost of wholesale trade) ; and expenditureS for national 
advertising (included in "orher costs"). (See Chapter 7, section 2, for 
furrher discussion of rhese data and rhe figures relating to manufaaurers' 
distribution costs appearing in rhe report of rhe 1935 Census of Business 
entitled Disl1'iblllion of MIlnIIffJCtll'." Sales.) 

T,,,,,,po,tation , 
Rail fr.ighl-Freight revenue plus milk service revenue (included in 

passenger service). These amounts as reported in rhe I.C.C. statistics are 
limited to Oass I carriers. The estimated figure for all carriers is based 
upon rhe ratio of rhe sum of freight and milk revenue to total operating 
revenue of Oass I carriers. This' figure is only slightly larger rhan rhe re
ported figure for Oass I carriers. 

Wat., fr.ighl-Based on data on "income produced" in water tranSpor
tation as reported in Nation41 Income, 1929-1932, Senate Document N!>. 
124, p. 96. This "income produced" figure being primarily wages and 
interest, was first increased to a "gross income" figure on rhe basis of rhe 
ratio of "employee compensation" to "total operating revenues" as re
ported in I.C.C. CItn'il!t'1 by Water wirh lines cartying less rhan 25 per cent 
of passengers. This "gross revenue" figure is reduced to a domestic freight 
basis by eliminating foreign water service elements (using data in The 
Bal41lCl of Intl!t'national Paym.nlJ of th. United States) and by also elimi
nating rhe total passenger revenue of domestic water carriers, as reported 
in rhe I. C. C. statistics. 

Railway Express-I.e.c:,. statistics. 
Electric fr.ight, motor t,lIcking 41Id pip. lin. t,anspo,tation--NationaJ 

Incom., 1929-1932, Senate Document No. 124, p. 93. 
Parcel pOSI-Annuai report of rhe Postmaster General. 
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Other Costs 
(a). National advertising-DatA for newspapers from Bureau of Ad

vertising, American Newspaper Publishers Association; for magumes, 
farm publications, and radio, from National Advertising Records; for 
trade publications, from Associated Business Papers, Inc.; and for outdoor 
and street-car advertising, from Commerce Yearbook, 1932. 

(b). Distribution of natural g .... -Represents the difference between 
the value at the well and the value at the point of marketing (Mineral Re
sOUrGes of the United States, 1929, Parr II, p. 320, U.S. Bureau of Mines). 

(c). Finan" charges on consumer instalment purGh .... es-Lat:Jring any 
authoritative statistics, an admittedly rough estimate has been made. In 
making the estimate it was assumed that the average amount of instalment 
credit outstanding was about half the estimated instalment sales for the 
year ($6.5 billion) and that the average interest and carrying charge was 
10 per cent. The estimated cost is probably on the conservative side in view 
of the 15 per cent rate which was used in Table 35, Chapter 8. 



TABLE A 

DISTRIBUTION OF GAINFUL WORKERS IN THB UNlTBD STATBS. 

1870--19300 

(In P",. ConI of Iho Total for Etu:h Ye .... ) 

1870 1880 1890 1900 1910 1920 1930 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Distributioo and clerical 

Trade 6.8 7.9 8.8 10.6 9.7 10.0 12.5 
Transportation and com~ 

munication 4.2 4.8 6.0 6.7 7.1 7.3 7.9 
Clerical 0.6 0.9 2.0 2.5 4.6 7.3 8.2 

Service 
Public 0.7 0.8 0.9 1.0 1.2 1.7 1.8 
Professional 2.6 3.2 3.8 4.1 4.6 5.1 6.7 
Domestic and persoaal 9.7 8.8 9.6 9.7 10.1 8.0 10.1 

Production 
Agriculture 53.0 49.4 42.6 37.5 31.0 27.0 21.4 
FOJeitty and fishin& 0.5 0.6 0.8 0.7 0.6 0.6 0.5 
Mineral enraction 1.4 1.7 1.9 2.4 2.6 2.6 2.0 

M~:1u:1:e-- 20.5 22.1 23.7 24.8 28.5 30.3 28.9 

a. Adapted from "Industrial Distribution of the Nation's Labor Force: 1870 to 
1930." Bureau of the Census, October 23. 1938. 

TABLE B 

DISTRIBUTION OF GAINFUL WORKERS IN THE UNITED STATES. 

1870--19300 

(In Tholls.uzJs) 

1870 1880 1890 1900 1910 1920 1930 

Total 
Disuibution and clerical 

12.925 17.392 23.318 29.073 37.371 42,434 48,830 

Trade 878 
Transponation and 

1,371 2,050 3,085 3,633 4,258 6,081 

communication 540 828 1,395 1,952 2,665 3,104 3,843 
Clerical 82 160 469 737 1,719 3,112 4,025 

Service 
Public 90 138 201 284 431 739 856 
Professional 342 550 876 
Domcsticand 

1,181 1,711 2,171 3,254 

persoaal 
Production 

1,253 1,524 2,234 2,819 3,756 3,380 4,953 

Agriculture 6,850 8,585 9,938 10,912 11,592 11,449 10,472 
FoJeitty and fishing 60 97 182 210 242 270 251 
Mineral cnraction 187 298 447 694 965 1,090 984 

M~~a:i:!U5~1e~e-2.M~ 3,841 5,526 7,199 10,657 12,861 14,111 

L Adapted from "Indusuial Distribution of the Nation's Labor Force: 1870 to 
1930," Bureau of the Census, October 23, 1938. 
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TABLE C 

EsTIMATED ALLOCATION OF GAINFUL WORKERS TO PRODUCTION, DIS
TRIBUTION AND SERVICE; AND POPULATION, 1870-193(J& 

(In Mil/jom) 

Estimated Number of Gainful Workersb 

Year Tora! Production and Distribution Service Population 

'Tora! Production DisuibuuOD 

1870 12.9 11.2 9.7 1.5 1.7 58.6 
1880 17.4 15.2 12.9 2.5 2.2 50.2 
1890 2M 20.0 16.2 5.8 5.5 62.9 
1900 29.1 24.7 19.1 5.6 4.4 76.0 
1910 57.4 51.5 25.7 7.6 6.1 92.0 
1920 42.4 55.9 26.2 9.7 6.5 105.7 
1950 48.8 59.4 26.5 15.0 9.4 122.8 

a. Based on "Industrial Distribution of the Nation's Labol Porce: 1870 to 1930," 
and Popllllllioll, 1930, Vol. V, p. 408, Bureau of the Census; Sl4liJli~," A.bSI"1&1 of 
Ihl Unil~J S'41.J, 1937, Bureau of Foreign and Domestic Commerce. 

b. Estimated number of pinful workers in "production" computed by adding to 
the total number in "agriculture," uforesuy and fishing," "mineral extraction," and 
"manufacturing and mechanical industries/' in each year, 16.1 per cent of the nUlD
ber of clerical workers in the same year. as shown in TabJe B. Number of workers 
in "disuibution" estimated. in same way by adding to the total number in "trade" 
and "U'I1lSponatioo" and "communication," 76 pet cent of the number of clerical 
workers. Number of WOlken in "service" estimated by adding to the total number 
of "domestic and personal," "professional" and "public" service workers, 7.9 pet 
cenl: of the number of clerical workers. Percentage allocation of clerical workers to 
produaion, distribution and service based on the difference between the number of 
workers in each occupation (except clerical) as shown ill "Industrial Distribution 
of the Nation's Labor Porce: 1870 to 1930" (Bureau of the Census, October 23. 
1938), and the rotal number of workers in each industrial division as shown on 
p. 408 of Pop.I",;o., Vol. V (Bureau of the Census). The resultins figures do not 
purpon: to be accurate estimates of the actUal numbers engaged in each branch of 
activity in each Census year, but it is believed tba£ they provide a reasonable basis 
for estimating employment uends 1$ shown in Table D. 
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TABLE D 

INDEX NUMBERS OF EsTIMATED NUMBER OF GAINFUL WORKERS IN 

PRODUcnON AND DISTRIBUTION AND VOLUME OF GoODS PRO
DUCED AND DISTRIBUTED. 1870-193()a 

Volume of Goocb Produced ana Distributed 

PerWarker-
GoInf ... Worl<en In 

Productic:m aad DistributioDa InPnd..,. 

'In ""'" In _ Comhlo~ Total 
Per Capita ..... aodl);o. 

Pop ... GfPopq.. In ..... InDio- tribatiOD 
V.., lad ... ductioD tributiGa Total v ........ laticme duetioa tributiOD eombinod 
1870 100 100 100 100 100 100 100 100 100 
1880 130 132 157 135 176 135 133 112 130 
1890 163 16. '57 178 '40 147 145 M 135 
lOGO 1.7 1 •• 378 "0 343 174 175 .1 15. 
19tO '3' '43 SIS 27. 50s '13 209 .. 182 
1920 '74 '68 ... 320 '45 272 .. 8 113 '33 
1930 318 271 877 3S1 910 '86 335 104 25. 

L Computed from data in Table C. 
b. "Annual Indu of Physical Production," RegeudJ. Department of the Fedead ltcserve Bank 

of New York, March 1939. 
Co DeriYed from data preseI1ted In finl five col:alDe of the table. 

TABLE E 

AVERAGE Plucs SPRIlADS OF UNPROCESSED FOOD PRODUCTS. 1935" 

Spzead IIenRen Price Received by 
Farmer and Retail Price 

FriceReceived Retail Per Cent of PerCentOt 
Ptodua by Farmer!> Price Amount Farm Price Retail Price 

(I. C."Is) (I. C .. Is) (l,.C .. ,s) 
Cabbage, per pound .7 4.0 3.3 471.4 82.' 
C&rrots, per bunch 1.0 ,., 4.' 450.0 81.8 
Celery, per bunch 2.~ 10.~ 8.0 ~47.8 77.7 
Onioos, per pound 1.3 5.2 3.9 300.0 75.0 
Oraoges,perdozen 8.7 31.8 23.1 265.5 72.6 
Beans, per pound 3.' 12.0 8.' 242.9 70.8 
Sweet potaroes, 

70.' per pound 1.3 4.4 3.1 238.' 
Lemons. per dozen 8.6 27.3 18.7 217.4 68.5 

t:,e, = r.:d 1.9 '.8 3.9 205.3 67.2 
3.0 8.8 5.8 19~.~ 65.9 

Spinach, per pound 3.1 7.9 4.8 1".8 60.8 
Potatoes, per pound .8 1.9 1.1 137.' 57.9 r::: ::: s:;:d 16.5 29.2 12.7 77.0 43.5 

24.1 36.6 12.5 51.9 34.2 

a. Adapted from Richard O. Been, Jr. and Frederick V. Waugh, "Price Spreads 
IIenRen the Farmer and the Consumer," U.S. Bureau of Asriculronl Economics, 
July 1936, Tabl. 2, p. 9. 

b. Equivalent farm valUe--r'epMSellts the estimated amount which farmers re
ceived. on me average for_ the Biven quantity of productS pu.rch.ased. at retail by the 

=~~ !=d!~ :~ 6;u!e ~:. Thi!V:i:f::r:a~~f!a°~~~oco.i: 
lowance was made for shrinka.ge losses or waste between the farmer and the con
sumer; aaually. of course, such losses occur but are impossible to estimate. 
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TABLE F 

DISTRIBUTION OF CoNSUMBR'S DOLLAR PAID TO CHAIN STORES FOR 
SBLBCTED AGRICULTURAL PRODUCTS SoLD IN 

CBRTAIN lARGB CmES 

(In C.nll) 

Packing 
Proceeds and 

MargiDB Tnm!pOC"" 
of Mer- tation Wbolesalem' 

chaDt Ship- aDd and Inter
pm and of Other mediate Dis-

to Loa.diDg 
Growers Coots 

Broken for TransIt tributors' R.etall Total 
_ C.... MaJgias Margm Pri", 

MainepotatQeslo 46.0 8 .. ' 0.' 18.9 3.2 23.2 100.0 
Id&b.o potatoesb 35.3 7.7 1.7 27.2 1.. 26.2 100.0 
California. navel oranges- 33.2 10.2 1.7 23.Q 0 •• 30.9 100.0 
Georgia and Carolina peaches4 31.2 12.oP '.S 21.7 2.1 30.S 100.0 
Florida tomatoes- 30.0 7.' 1.3 •. S 7 .. 45.3 100.0 
Florida oranges! 29.6 19.6" 1.S 14.' 2.' 32.5 100.0 
California table grapes& 28.0 lQ.91' 2 •• 28.2 ... 25.5 100.0 
Florida grapefruitla 23.7 20.6" O.S 17.7 3 .• 33.7 100.0 
California tomatoesl 23.1 11.0 2 •• 17.6 1.. '4.3 100.0 
Pacific Northwest appJest 21.4 17.6- 2.7 23.3 3.7 31.3 100.0 
Pacific Coast iceberg lettucek 19.9 14.' 0 .• 26.4 S.2 33.5 100.0 
Tezas cabbagel 14.5 10.2 0.7 35.9 2.2 35.5 100.0 
Teus onions- 12.2 11.6t ... 28.0 3.1 41.5 100.0 
Florida cabbage- U.3 14.fa 1.2 27.S ... ".2 100.0 

Source: AukNlltual [mom. Inqrtity, Federal Tradl! Commission, June la, 1937. Part n. Chap. 
IV • 

•• Sold in New York City, Philadelphia. Boston aad Baltimore-October 1935 to December 
1936. 

h. Sold ill New York City, PbiJadelpbia, Chicago, St. Louis, Kansas City, Detroit, Mioneapo
li!, D&l1as and New Orleana-October 1935 to December 1936. 

c. Sold in New York City. Philadelphia. BostOD., Chicago. Baltimo:e, St. Louis, Kausu City. 
Detroit and. Dallu--October 1935 to December 1936. 

d. Sold in New York City. Philadelphia. Boston, Chicago, Baltimore. St. Lollis aDd New Qr.. 
leans--during the peach season, 1936. 

e. Sold in New Yort City, Philadelphia. Bostora. Chicago aDd Baltimore-November 193$ to 
December 1936. 

f. Sold in New Yort. City, Philadelphia, Boston, Chicago. Baltimore, Atlanta, St. Louis. Kan
sas City and Detroit-October 1935 to December 1936. 

g. Sold in New York City, Philadelphia, Boston, Chicago, Baltimore, St. Louis, Kansas City 
and Dalla9--October 1935 to Deeem.ber 1936. 

h. Sold in New York City. Philadelphia, Boston, Chicago, Baltimore. Atlanta, St. Louis, &an
sas City and Detroit-Oc.tober 1935 to December 1936. 

i. Sold in New York City, Philadelpbia, Bostoo, Chicago, Baltimore, St. Lollis, Kansas City 
and DalJas---October 1935 to December 19-36. 

j. Solei in New York City, Philadelphia, Boston, Chicago, Atlanta, SL Louis, Kansas City, 
New Orleans and Dallaa-October 15, 1935 to December 15, 1936. 

saskC~t;Ida!d ~:n~t~~' 1~~~~oel~~m~:~3~cago, Baltimore, Atlanta, St. Louis, Kan-

1. Sold in New York City, Philadelphia, Boston, Chicago, Baltimore, Kansas City and St. 
Louis-December 19-35 to JUDe 1936. 

m. Sold in New York City, Pblladelphla. Boston, Chicago and Baltim(ft--Ciuring the woo 
harvesting year, 1936. 

n. Sold in New Yort City, Philadelphia, BoatoD and Baltimore-D«embe'r 19-35 to December 
1936. 

o. Includes sorting and inspectiOD. costs and a storage cost of 1.6 ceats. 
p. Includes harvesting and inspectiOD. costs.. 
q. Includes packing costs. 
r. Includes storage of 0.09 cent. 
S. Includes a stOl'age COlt of 2.9 cents. 
t. Includes hauling COIL 
u. Includes cutting costs. 
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TABLE G 

AVERAGB PRICES AND PRICE SPREADS OF MiLK IN CrueAGO"' 

Per Cent of Retail 
Producer's Retail Dealer's Price Received 

Year Price Price Spread by Producer 

(C."tsP .. (C",tsP .. (CmtsP". 
Q ..... )b Q_)c Q* ... ,) 

1917 5.1 10.0 4.9 51.0 
1918 6.2 12.5 M 41.6 
1919 7.0 14.2 7.2 49.' 
1920 6.8 14.9 8.1 45.6 
1921 4.5 13.3 8.8 ".9 
1922 4.0 12.0 8.0 33.3 
192' 5.5 13.5 8.0e 40.7 
1924 M 14.0 8.6 '8.6 
1925 5.' 14.0 8.7 '7.9 
1926 M 14.0 8.6 38.6 
1927 5.4 14.0 8.6 38.6 
1928 5.4 14.0 8.6 38.6 
1929 5.8 14.0 8.2 41.4 
1930 5.7 14.0 8.' 40.7 
1931 5.0 13.0 8.0 38.5 
1932 4.Od 11.:zd 7.2 35.7 
19" 3.7<1 9.9'1.· 6.2 HAe 
1934 4.' 9.4 5.1 45.7 
1935 4.5 10.8e M 41.7c 

•. Based 00 S.J. 41111 Disl,.ib.,;on of Milk ""J Milj P'OJII~IS--Chiltl'O Std.s 
II .... Federal Trode Commission, April 15. 1936. p. 57. 
fo~~~C:lr: :=u:!~ dau I milk. Producers received much lower pricca 

c. Average of monthly prices in quart bottles delivered to homes. Does not take 
into consideration prices for milk in pint bottles or wholesale prices. 

d. Due largely to the activities of mdependent dealas purchasins from nOD-mem.
bers of the Pure Milk Association. 

e. Figwes sligbdy adjusled to take account of apparent inconsistencies. 

TABLE H 

RETAIL STORES AND SALES BY SIZB OF BUSINESS. 1935. 1933, AND 1929" 

Per Cent of Total Per Cent of 
Size of Business Number of Stores!> ToralSale .. 

(II •• "," N .. S.uos) 1935 19" 1929 1935 1933 1929 

United States Toral 100.0 100.0 100.0 100.0 100.0 100.0 
$1.000,000 or more 0.1 0.1 0.1 10.1 9.7 12.3 

500.000 to 999.999 0.2 0.1 M 5.0 '.7 6.' 
'00.000 to 499.999 0.' 0.2 0.6 5.5 4.5 6.5 
100.000 to 299.999 2.' 1.6 4.1 17.6 15.0 20.1 
50.000 to 99.999 4.4 3.7 8.4 15.1 15.0 17.8 
'0.000 to 49.999 7.' 5.8 11.5 13.9 13.4 13.7 
20.000 to 29.999 7.9 7.1 11.2 9.5 lOA 8.6 
10.000 to 19.999 17.7 17.1 20.' 12.' 14.5 9.0 
Less than 10.000 '9.9 64.4 43.6 11.0 13.8 5.7 

eo Census of Business: 1935. R.,tti/ Dis"iblll;on, Vol. I, p. 1-31. 
b. Total number of Stores: 1935-1.653.961; 19"-1.526.119; 1929-1.543.158. 
c. Total sales: 19'}-$".2 billion; 19'~25.0 billiDD; 1929-$49.1 billion. 
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TABLE I 

RELATIVE IMpORTANCE OF DIFFERENT KINDs OF RETAIL 

BUSINESS, 1935 AND 1929" 

NetSaJes S""'" 

Per Cent of PerCent of 
Amount Total Sales Number ToralNumber 

Kind of ,...--------., ,...--------., .------. 
'1935 1929 Busine911 1935 1929 1935 1929 1935 1929 

(I1JMiUiotu) (1". Tbtmmdt) 
United Slates Total $33,161 $49.115 100.0 100.0 1,654 1,543 100.0 100.0 

Food group 8,3" 10,837 25.2 22.1 532 482 32.! 31.2 

Ilfoco<y """" (without meats) 2.203 ',449 •.. 1.0 180 102 11.' 12.' 
CombiDatioD !ltores (gro-

ceriesaud meals) 4,150 3.904 12.5 8.0 I •• 115 10.1 1.5 
Meatnwkets .12 
CaDdy and confec-

1,3'7 1.0 2.1 40 SO 2._ J.> 

tiODery stores 314 511 0.0 1.2 55 63 3.3 4.1 
Dairy products stores 629 108 1.9 I.' 22 12 1.3 0.8 
Other food. stores _5' 178 I.- I.' 60 SO ... J.> 

Automotive group (except 
fiJ1iDg statioas) 4,612 7,82S 13.9 15.9 111 13. T.I '.8 

Motor vehicle dealen ..... 6,407 11.6 13.0 .5 _5 '.1 2.0 
Ac:ce!I8Ori.es,tireaod 

battery dealen 314 599 1.1 1.2 I- Z2 0.9 1.5 
. -Garages and repair shops 370 78S 1.1 1.' .. .7 _.0 • .J 

Other automotive 
(lncludlog bicycle) .0 37 0.1 0.1 0.1 0.1 

General merchandise group 4,620 •• 444 13.0 13.1 '5 54 '.1 3.5 

Departmeet ...... (in-
cluding mail-order) 

General merchandise 
3.311 4,350 9.0 8.0 0.3 O.J 

and dry ............. 52. 1,190 1.6 ... .0 38 1.7 2._ 
Varietyatora 781 904 •. - 1 •• 12 12 0.7 0.8 

Appanl group 2,656 4,241 8.0 8.' O. II. 5 .• •. -
Men's aad boy3' Itare!I .60 1,193 '.0 .. - ZI 28 I.J t.8 
Women's rmdy-to-wear 

105 2._ ... 22 18 I.' t.' specialty stores 1.088 
Family clothing ItOreI 350 552 l.t 1.1 8 11 0.5 0.7 
Accessories aDd other 

apparelltotes 331 60t 1.0 1.2 2. 33 I.' Z.1 
ShDC!lstores 511 80' 1.5 t.7 t. 2. 1.1 1.6 

Lumber, buDdiDg and 
bardware gzoup t .... 3.846 5 .• 1 •• 73 90 -.• 5.8 

Lumber dealers a.7 1.981. 2 •• _.0 21 2. I.J t.7 
Hanlware stores (Including 

2.5 37 37 2.2 .. -farm implement dealers) 750 1.U5 2.3 
H_ting and plum.biDg 

13 O.J 0 •• ...... ao 33. O.J 0.7 

Ot~~:~~lnt. 
1'0 306 0.' 0 •• 10 t_ O •• 0.0 
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TABLE I (Continued) 

Nets.Ies St .... 

PerCent of Per Cent of 
Amount Total Sales Number Total Number 

K.ind of ,....--------, ,....--------, ,....--------, ,....--------, 
Business 1935 1929 1935 1929 1935 1929 1935 1929 

(1" Millio",) (1n T .. OftIdIw) 
Farmers' supplies and 

country general group 1.709 3,690 5.1 7.5 ., 13I S.S 8.5 

CounUy genem1 ....... 1,110 2.571 3.J 5.2 .7 104 '.1 '.7 
Farmen' supply &tOftS 5 •• 1,119 1.8 • .3 2.' 21 I.' 1.8 

Furaiture and house-
boldgroup 1.290 2,755 3.' 5.' .5 5. '.7 3.8 

Furniture stores .. , 1,510 2.1 3.1 17 25 100 I.' 
Bousobold appUaace 

st.,," 381 380 1.1 0.8 '" • 0.8 0.5 
ltadiostota '7 562 D •• 1.1 • " 0.3 1.1 
Other furniture and 
_.ld 157 303 0.5 0.' I. 0.' ..• 

Miscellaneous group 
Restaurants and 

aUng places 2.391 2,125 7.2 •. , 2514 ... 15.2 8.7 
Filling stations 1~968 1.787 5 .• ... ,.8 12Z- 11.9 7.8 
Drugstores 1,233 1,690 '.7 ... 57 58 ... 3.8 
FueilUld ice dealers 8'. 1,013 . .• '.1 '5' " 2.1 I.' 
Jewelry &tOteS 
Cigar stores and 

235 53. ..7 1.1 12 '0 0.8 I.J 

cigar stands 183 "0 0.' 0.8 IS 33 0 .• 2.2 
Otherrelail~ 1.179 1,91.1 3.' ... • 0 8 • 5.' 5.8 

L Census of AmericaD Busines: 1933, Rd_ DUIrlb.aiofa, Vol. I, p .• --13; 1935, Vol. I, p. 2-G4. 
b. Indudes hay, grain, feed stores (both with and without groceries). 
Co Includes appliance-and·radio stom. 
d. Includes 98,005 drinking places with $723 miltiOD sales not reported in 1929. 
e. Includes fuel-oU dealers reported under ufuel and ice dealers" in 1935. 
f. Includes fuel-oU dealers ftpOIted under ".filling stations" in 192~. 

TABLE ] 
INDEX NUMBERS OF SALES AND PATRONAGE REFUNDS OF 

CoNSUMBRS' CooPERATIVES" 

Retail Store AssociatioDS Petroleum Associatic?DS 

Year Sales 
Pauon~ 
Refunds Sales 

Patron~ 
Refunds 

192' 82.3 88.1 38.6 30.3 
1926 88.3 82.6 '4.0 '4.8 
1927 93.0 91.' 62.9 '1.0 
1928 98.1 97.3 79.4 '7.4 
1929 100.0 100.0 100.0 100.0 
1930 97.4 93.1 114.6 146.6 
1931 76.7 82.7 103.' 120.4 
1932 '9.7 8303 9'.0 101.3 
1933' 55.' '8.1 9304 101.6 
1934 64.2 81.8 114.9 122.1 
193' 75.2· 92.' 142.9 142.7 
1936 87.' 129.8 168.8 173.9 

I. Florence E. Parker, C01lstlm",r- Coopn4lion ;n the United SIllies, 1936, Bulle
Dn No. 6'9. Bureau of Labor Statistics, 1938, p. 14. 
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TABLE Ie 

DISTRIBUTION OF INTERMEDIARY TRADE BY PRlNCPAL COMMODITIES, 

1935 AND 1929 

Net Sales EJtabllshmeati 

PerCent of 
. 

Per Cent of 
. 

Amount Total Sales Number Total Number 

ltiDd of Business 
,--------., ,--------., 

[935- 1929b' 
,--------., 

1935" 1929" 1935 1929 1935 1929 

(1,. Billions) (/nTlltnUtIIIIh) 
United States Total "4.7 $6&.0 lDO.a 100.0 177.2 169.7 100.0 100.0 

Groceries ad foods (ac:ept 
farm. products) &.0 11.7 18.0 16.9 22.1 21.7 12.5 12.8 

Farm products-mw materials 5.& 11.1 12.9 11.0 19.5 29.6 11.0 11.5 
Farm products-cobllumer goods 3.7 5.7 8.2 '.3 23.8 20.8 13.4 12.3 
Petroleum and its products 3.0 '.2 6.7 4.7 28.2 23.0 15.9 13.6 
D'Y· ..... 2.4 3.8 5.4 5.5 4.0 5.2 2.7 3.0 
Machinery, equipment and 

supplies (ezcept electrical) 2.2 '.1 5.0 4.4 13.5 U.8 7.6 7.0 
Automotive products 2.2 2.J 4.8 3.3 7.1 4.6 4.0 2.7 
Metals (except scrap) 1.7 '.4 .9 6.4 1.0 2.3 1.1 1.3 
Tobacco and its products 

(escept leaf) 1.5 1.6 '.4 2.4 2.5 2.0 1.4 1.2 
CJothlDg and furnishings 1.5 2.1 '.2 3.1 5.7 5.5 3.2 '.2 
Electrical goods 1.1 2.4 2.5 '.5 '.8 3.8 2.1 2.3 
Beer. wines. and liquDr!iI 1.1 2.4 6.0 '.4 . 
Chemicals and paints 1.0 1.2 2.2 1.7 2.6 2.2 1.5 1.3 
Lumber aDd buU"unJ materia1s 

(other than metal) .0 2.1 2.0 3.1 4.1 5.5 2.3 J.2 
Coal and coke .8 1.2 1.8 1.7 1.2 1.3 0.7 0.8 
Paper &IId;ts prodllcts .7 1.1 1.6 1.6 J.2 3.1 1.8 1.8 
:Drugs atId drug 9Undries .6 .• 1.4 1.1 2.0 1.7 1.1 1.0 
Furniture and bouse furnishings .5 1.0 1.0 1.4 2 •• 3.0 1.6 1.7 -..... .5 .0 1.1 1.3 1.5 I .• 0.0 J.l 
Farm suppUes .4 .0 1.0 1.3 2.3 2.0 1.3 J.2 
Wutematerials .4 .5 1.0 0 .• '.0 4.0 2.8 2.4 
General merchandise .4 .6 1.0 0.0 .3 .4 0.2 0.2 
Plumbing and beating equip-

2.7 2 .• I.S 1.6 ment and supplies .4 .8 0.0 1.2 
Amusement and sporting goods. . 4 .S 0 .• 0.7 1.7 1.4 1.0 0.0 
Jewelry and optIcal goads .3 .S 0.6 0.7 2.2 2.' 1.2 1.' 
AIl other products 1.3 2.0 3.0 4.2 6.2 7.2 3.S 4.2 

Total. exceptiQl chain 
store warehouses 42.8 67.0 95.8 97.2 176.7 169.1 99.1 ".7 

Chain store warehousesdl 1.0 1.0 4.2 2 •• .5 .6 0.3 0.3 

•. Census of BustDs: 193.5, .,.AoIuuh .lJisIri1nIIitm, Vol. V. pp. 27, 28. 
b. Cell!Ul of American Business: 1933, Wh",UtJk Dillri/Julitm, Vol. I, pp. &-2, &-3. (These are 

reviled figures (or 1929.) Sales of chain stcIre warehouses reported on p. &-17 have been deducted 
from each clusi6catioa to make the figures comparable witb 1935. 

c. Not available in 1929. 
d. CtlDSll5 of Business: 1935. R,taU Cuilll, p. 39. 
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TABLE L 

PERCBNTAGE OP MANUPACTURERS' SALES MADE THROUGH VARIOUS CHANNELS OF DISTRIBUTION. 193' AND 1929" 

Own Whol .. Wholesalers lodustrial Own Retail Household 
sale Branches and Jobbers Users Retailers Stores Consumers 

Indusuy Group 
------. ..-------. 

~ 
,-..--....., 

tm1929 tm1929 193' 1929 193' 1929 193' 1929 

All lodustrie. 20.6 18.0 27.3 31.8 24.6 26.0 22.9 20.0 2.2 2.4 2.4 1.8 

Petroleum and coal products 64.3 60.1 19.6 18.6 10.0 8.' 1.6 '.2 4.4 7.6 0.1 b 
Rubber 43.0 41.7 U.9 16.1 29.3 2'.9 9.0 U.6 2.7 0.5 0.1 0.2 

'" 
StOoe, clay. and glass produas 28.3 4.9 18.8 49.8 31.6 36.3 16.9 6.2 0.3 0.1 4.1 2.7 

00 Pood and kindred productS 21.5 24.6 28.5 31.6 7.9 6.9 33.2 29.2 3.8 3.2 '.1 4.5 
'" Iron and steel and their productS 21.3 5.9 13.4 34.1 59.8 ".8 4.8 3.9 0.3 Q.3 0.4 b 

Leather and its manufactures 20.4 21.3 16,7 25,0 18.4 14.' 41.6 35.1 2.7 3.7 0.2 0.4 
Chemicals and allied productS 20.2 12.2 31.0 39.1 30.9 3M 15.3 12.7 Q.3 0.' 2.3 2.0 
Machinery 20.1 17.8 24.6 29.0 44.5 41.9 7.4 6.7 2.9 4.4 0.5 0.2 

YoS:;!r:~ti:e~:tnde:eir products 
19.4 17.0 2M 27.' 21.8 24.3 31.4 29.1 0.4 1.9 0.7 0.2 
6,8 5.9 20.6 27.8 61.1 56.3 10.4 8.2 0.2 0.3 0.9 1.5 

Porest producu '.9 4,5 .27.1 30,2 32.0 38.8 29.6 24.5 1.3 1.2 4.1 0.8 
Paper and allied productS 5.8 3.8 '32.4 39.1 54.9 51.8 6.8 5.3 0.1 b 
Textiles and their products 4.8 '.8 15.3 22.4 16.9 13.0 ".3 50.8 5.1 4.6 2.6 3.4 
Miscellaneous 4.4 5.9 72.6 67.0 6.6 9.0 13.9 14.8 0.6 0.6 1.9 2.7 

•. Census of Business: 1935, mrtribNlion of M."uj.rtu,,,t b. Le ... ban one-.en.b of one per (ent. 
Sal,s, p. 20. The table is limited to indusuies which are direcdy 
comparable in 1935 and 1929. 



TABLE M 

OPERATING ExPENSES OF VARIOUS KINDs OP RETAIL BUSINESS, 
1935, 1933, AND 1929" 

(At Per Cent of Net Sales) 

Tota=tlDg Wages and All 00" 
SaJarimb lIeDta Ezp<uoo 

Kind of Business 1935 1933 
, 

1929 '1935 1929 ' 
~ 
1935 1929 '1935 1929' 

United States Total 27.5 32.2 24.8 U.S 14.3 3.9 4.' 8.1 6.3 

RestaUl'llDl9, cafeterias, 
lunchrooms 52.0 51.0 39.9 24.9 24.2 6.8 7.1 20.3 8.6 

Jewelry stores 41.9 SU 3S.S 22.2 19.4 6.6 6.8 13.1 9.3 
Furniture stores 34.7 41.6 31.1 17.5 1S.6 4.S 4.8 12.7 10.7 
Women'. ready-to-wear 31.1 33.1 29.1 1S.3 14.3 6.' 6.Z 9.6 8.6 
Shoe stores 30.8 33.6- 29.4 14.0 13.7 7.S 7.6 9.3 8.' 
Men's clothing and 

9.S fumishiDgs 30.4 35.S 28.9 104.9 14.2 6.0 6.9 7.8 
Department stores 29.2 32.7 28.4 14.2 14.3 3.0 '.8 12.0 11.3 
Hardware stores 28.0 34.3 26.6 16.8 16.2 4.' 4.4 7.0 6.0 
Drugstores 27.6 32.1 27.1 U.S 15.9 5.3 S.6 6.8 S.6 
Variety stores 27.1 29.3 25.0 12.2 n.1 6.6 6.' 8.3 7.7 
Cigar stores 27.0 32 .• 31.4 15.1 18.2 7.7 9.3 4.' 3.9 
Filling stations 26.4 32.5 23.8 17.3 1S.3 S.O S.4 4.1 3.' 
Meat markets 24.9 30.8 19.6 15.3 12.4 3.6 3.' 6.0 4.0 
Grocerie9 (without meats) 20.1 24.4 17.4 13.0 10.9 '.8 '.8 4.3 3.1 
Combination (groceries 

andmee.ts) 18.4 21.4 16.1 10.8 10.0 '.3 ,.3 $.J 3.B 
Motor vehicle dealell (new) 16.3 21.40 17.7' 9.3 9." I., 1.7 5.8 6.4 
Generalatores (with lcod) 15.9 19.9 13.6 10.5 9.1 1.6 I.S 3.8 3.0 

a. Census of Business: 1935. RMIJiI Diltributitm. Val. v. pp. 14,22; Ihlall O,emtln, &'''"'' 
pp. 8, 16. CeDSUS of American Business: 1933, ReHil Dillribvliml, Val. I. P. ... 5. Census of 
Di!ltdbutiGD far 1929, Val. I. pp. 47. 51. 

b. Includes compenaatiGD imputed to proprieton u well as espeu5e5 reported U payro1la. 
Co Includes used-car dealen. 
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TABLE N 

SALES AND ExPENSB RATIOS OF VARIOUS TYPES OF RETAIL OPERATION, 
1935, 1933, AND 1929-

Net Sales Operating 
as Per Cent of Expenses as Per 

Total Net Sales Cent of Net Salesb 

Type of Operation i9!' 19H 1929 '19!' 19H 1929" 

United S ..... Tntai---<ill typeS 100.0 100.0 100.0 2M !2.2 24.8 

lad.peadents n.1 71.! 77,5 28.4 !!.9 2'.6 
Single-store 6'.2 64.1 28.7 26.4 
TW0-5tOre '.! 6.1 2'.6 2'.' 
1'hree-store 2.3 2.6 2'.9 26.3 
Local-branch systems D.3 0.1 32.4 28.2 
Retaile.tS<Ououy buyers !.6 14.4 
RetaiJ.n-wholesal"" 1.0 17.' 

Chains 22.8 2M 20.0 2'.0 27.2 23.! 
Sectiooal and national 19.! 12.5 24.0 22.6 
Loca1 !.I 6.7 29.6 2!.' 
Manufacturer<Ot1trolled 0.4 0.8 !9.' n.6 

All other typeS 4.1 M 2.5 26.2 !1.9 2'.8 
Mail.order houses 1.3 1.0 1.1 2M 28.1 2!.4 
State liquor storeS OS S.! 
Utility .. pented stores 0.4 D.! D.3 !U 40.0 29.1 
Direct .. Ilins (house-to.house) 0.4 0.4 0.2 4'.7 44.4 46.0 
Leased depanments, chain D.! 0.3 H.2 !9.9 
Commissaries and company Stores O.! 0.4 0.2 14.9 U., 11.7 
Leased depa.rtments. independent 0.1 0.1 !1.4 !2S 
Other typeS 0.8 1.2e 0.3 2).2 !O')c 15.7 

•• Census of Business: 19". R61t1i/ Distrib.';on, Vol. IV. p. U; Vol. V, p. 14; 
Census of American Business: 1933. Relllil Disl,ib.,ion, Vol. I, p. a-12; Census of 
Distribution f-or 1929, Vol. I. p. 68. 

b. Operating expenses include imputed compensatio,n of proprietors and firm 
members computed on basis of average annual earnings per full-time employee for 
all types of operation. Data are available for both 1929 and 1933 by which it is 
possible to compute the Kroprie[ors' compensation for the individual types of or;:; 

~~nd!: S=~~:3~er~ .!:t!.ot =01. ~~3~;~ ab::ro:~ ~:er!; 
~lnclw:fes f?~nd~p:!::~in~~de!~:t~x.:=- depamnentl, chain" 

w%~te~Bi:,:!ssd::::l~ r:.:: =: !!~'~vailable for comparison with 1935 . 
figures. 
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TABLE 0 

OPERATING ExPBNSES AND AVBRAGB ANNUAL SALES PBIl STOIlB IN UTlES OF VARIOUS SizES, 1929" 

Operating Expenses as Per Cent of Net Sales 

Exclusive of Pro- loc1usive of imputed 
prietors' Compensation Proprietors' Compensation Average Annual Sales Per Store 

Cities with Population of: • Cities with Population of: • 
. 

Cities with Population of: 
More 10,000 Less More 10,000 Less More 10,000 Less 
than to than than to than than to than 

Kind of Business 30,000 30,000 10,000 30,000 30,000 10,000 30,000 30,000 10,000 

'" co All Group. 24.7 20.3 14.5 27.7 23.7 20.2 $41,707 '35,266 '21,345 co 

==:'d:o=~&l:=up 36.7 31.5 26.8 41.2 34.0 37.2 22,994 14,463 7,559 
31.9 28.3 21.4 33.9 31.4 27.1 69,228 41,937 21,413 

Jewelry stores 3Q.3 28.7 21.7 34.9 37.2 36.7 40,967 20,576 9,136 
Apparel group 29.0 23.7 17.8 31.6 27.6 25.0 46,465 29,458 17,281 
General merchandise group 27.9 23.3 18.4 28.4 24.0 20.9 218,808 94,567 36,839 
Lumber and building group 26.8 24.5 18.5 29.0 27.1 21.6 64,306 52,844 38,633 

~~:eesltOres 25.0 23.0 18.5 28.3 26.8 24.7 34,689 34,990 20,776 
23.1 22.7 17.5 28.5 25.7 24.0 28,807 45,198 23,633 

Automotive group 21.5 18.1 15.3 23.6 20.6 17.5 60,522 52,050 22,828 
Poodgroup 15.9 13.9 12.0 21.0 18.4 18.6 24,886 25,921 17,672 
GenetalltoJ'el 11.8 11.3 8.9 15.9 15.1 13.8 21,046 28,775 24,710 

•. Derived from Census of Distribution for 1929. Vol. I, pp. 969. 972, 975. 



TABLE P 
AVERAGE WBEKLY WAGBS OF FULL-TIMB EMPLOYBBS IN CHAIN STORBS AND ALL TYFBS OF STORES' 

(Based on Census Sample for Week of October 26, 19~5) 

Total Full-time Employees Selling Employees 

, AU Type Storeab Chain Stores 
, 

All Type S,oresb Chain Store. 

Number .Averag~ Number Averag~ 'Number Average' 'Number AV~~ 
of Em- Weekly of Em- Weekly of Em- Weekly ofEm- W y 

Kind of Business ploy ... Wage ployees Wage ployees Wage ploy ... Wage 

United StateS Total 2,641,041 $19.56 B7,563 $23.80 1,230,132 $19.65 84,983 $23.65 

Accessories, tire, battery 37,213 23.61 1,443 27.88 16.010 25.11 965 25.88 
Cigar stores 10.691 19.20 632 25.04 7.787 19.96 497 23.00 
Department stores 270.284 21.24 3.201 23.59 123.218 18.39 . 1.858 21.63 
Drug! with fountain} 77.612 18.43 11.496 21.03 48.974 19.36 7.085 2M8 
Drug withoutfountain} 21.836 21.27 499 24.66 15.H9 21.57 256 22.95 

'" 
Pilling stations 142.920 17.37 11.044 35.52 116.267 17.34 9.074 35.21 

co Food stores 451.345 19.66 40.345 25.09 324.014 20.26 34.972 24.58 

'" Candy and confectionery 22.974 14.08 1.302 19.26 11.845 14.50 702 16.90 
Combination Stofes 206.996 18.92 28.711 25.88 163.341 19.54 26.804 25.76 
Dairy p,oduClll and milk 55.358 28.05 2.805 29.48 28.634 31.17 858 22.13 
Grocery (without mears) 88.397 18.05 5.540 21.03 69.788 18.70 5."9 20.68 
Meat markets 32.627 21.89 930 26.60 22.604 23.04 619 26.63 

Fuel and ice dealers 46.009 23.71 3.644 3'-'4 7.174 22.28 720 38.64 
Furniture 59.437 25.61 3.149 26.76 21.665 25.65 875 30.24 
Household appliance and radio 36.474 23.78 3.251 29.03 22.384 23.32 2.175 27.90 
Jewelry stores 18.935 28.76 632 30.06 8.934 26.92 188 32.58 
Lumber and building materials 59.050 25.14 2.881 28.79 11.138 24.96 1.111 29.38 
Men's stores 40.537 26.84 815 32.27 24.385 24.67 448 32.10 
Millinery • 11.426 18.11 748 18.51 9.333 17.41 647 16.02 
Motor-vehlde dealers (new) 226.895 24.90 . 2.844 28.93 64.570 25.86 776 31.19 
Resrawants and cafeterias 369.639 13.06 16.789 15.16 29.760 15.07 1.670 14.72 
Shoe 29.969 24.15 3.496 26.79 23.782 23.01 2.813 24.27 
Variety 57.761 B.53 20.783 18.98 42.103 12.16 13.998 12.98 
Women's specialty '13.638 20.49 1.038 24.73 46.655 17.82 678 20.19 

~ I ~~.~~.o!.B~iness: ,,~93,,'! RdlliJ DiJlriblllion, Vol. V, pp. b. Including employees of chains. 



TABLE Q 
SrocK-TuRN CoMPARED WITH EXPENSE RAnos FOR CHAINs AND ALL 

OTHER TYPES OF STORES FOR VARIOUS KINDs OF BUSINESS, 1935 

Stock-Turn: 
Stocks Total Sales Total 

on Hand Divided by Expenses 
Total at End Stocks at as Pcr Cent 

Kind of Business Sal ... ofY .... EndofY..., of Net Sal .. b 

(1 .. Milli."/) 
U.S. Total '33,161 '4,298 7.7 27.5 

Chains 8,461 860 9.8 25.0 
AlI"thet5 24,700 3,438 7.2 28.3 

Groceries (without meats) 2,203 192 11.5 20.0 
Chains 300 19 15.8 15.6 
All othets 1,903 173 11.0 22.8 

Combination stores 
Ch~i" and meats) 4,150 258 16.1 18.4 

2,184 113 19.4 17.5 
All othets 1,966 145 13.5 19.0 

Department stores 3,311 495 6.7 29.2 
Chains 1,216 197 6.2 24.7 
All others 2,095 298 7.0 30.9 

Variety stores 781 106 7.4 27.2 
Chains 701 90 7.8 27.2 
AlIothm SO 16 4.9 26.5 

'Women's ready-to-wear 795 108 7.4 31.1 
Chains 210 19 11.0 28.8 
AllothetS 585 89 6.6 31.8 

Shoe stores 511 128 4.0 30.8 
Cliains 283 51 5.5 29.6 
.All others 228 77 3.0 32.0 

Drugs (with fountain) 950 194 4.9 27.6 
Chains 257 30 8.6 26.1 
AlIothm 693 164 4.2 28.1 

Pilling scations 1,968 74 26.8 26.4 
Chains 433 15 28.7 29.9 
All others 1,535 59 26.3 25.4 

a. Census of Business: 193', R.,ail Distrib.ttotl, Vol. I. p. 2-28; R"IIi/ Chilitis, 
pp.33-37. 

b. Prom Table 17. 
Note: "All other" stores are composed l&1gely of independents. 
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TABLE R 

NET SALES AND OPERATING ExPBNSES OF VAlUOUS TYPES OF INTBR-
MEDIARY EsTABLISHMENTS, 1935, 1933, AND 1929" 

Net Sales 
Operating Expenses as 
Per Cent of Net Sales 

Type of Establishment 193' 1933 1929b ' '193' 1933 1929b' 

(In Millions) 
United StateS Total $44,667 '32,1'1 '68,9'0 9.' lU 8.9 

Wholesal ... proper 17,662 12,997 29,288 12.6 1'.0 11.7 
Wholesale metehants 14,372 11,303 2',371 13.2 1'.8 
Importers 1,068 776 1,809 9.2 10.' 

f:dus= distributors 
)71 ))8 1,'08 9.1 6.1 
44' 16.4 

Drd~.,),~sor 366 6.6 
Converters 284 8.8 
Wagon disttibutors 213 14.6 
Iletailer<ooperative 

warehouses 1)3 5.9 
Voluntary·group 

wholesalers 101 8.9 
Casb .... d-arry wbolesaietS 74 4.1 
Mail-order wholesalers 14 21.4 

Manufactutets' sales 
branch .. 11,066 7,557 16,336 10,1 12.5 9.8 

With stocks 7,446 5,145 11.8 14.9 
Without stOcks 3,620 2,413 6.6 7.4 

Agents and brokers 8,908 6,502 14,257 2.9 3.2 3.2 
Brokers 2,890 2,088 4,038 .. 1.3 1.7 
CommissioD. merchants 2,662 2,225 4,695 2.5 3.2 
Sel~agents 1,440 988 2,623 4.4 4.2 
Man aaurers' agents 769 574 1,775 5.7 6.8 
Other agents, including 

export and import 1,147 627 1,126 3.7 3.4 

Bulk-tank stations 
(petroleum) 2,704 1,889 2,390 14.5 19.7 11.3 

Assemblers and country 
buren 2,463 1,774 4,749 6.7 9.8 4.5 

Cooperative marketing 
associations 956 686 1,458 6.3 9.6 

Assemblers of fltlD products 646 719 2,304 5.1 10.8 
Elevators 600 338 987 5.0 7.5 
Packers and shippers 231 1.8 

ii.is Cream. Stations 30 31 3.3 

Chain store warehouses 1,864 1,432 1,930 4.1 4.5 4.3 

a. Census of Business: 1935, Whol'Jal, Dislriblllion, Vol. I, p. 56; R,'ttil Chains, 
p. 13; Census of American Business: 1933, Whol,slIl, Distriblltion, Vol. I. p. &-1. 

b. These are revised figW'es for 1929. The data previously issued included a. num-
ber of concerns dealing inC, and peuoleum and its products that were ecron&-
owly reported and dassifi in the Wholesale Census. 

NOle: Blank spaces denote dlat data were not available for comparison with 1935 
figutes. 
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TABLE S 

OPERATING ExPBNSBS OF WHOLBSALB MERCHANTS AND DISTRIBUTORS 
IN VARIOUS KINDs OF BUSINESS, 1935" 

operating Ezpenses as Per Cent of Net Sales 

AdJDinis.. Oem· Ware- De-
I Nomherof 

ERabIiah-
KiDdof BusinllS! T .... SeDlng trative paacy ....... livery Other .... .. Net Sales 

Total-24 kiadJ 
(I"T.iQlJ.fllIldt) 

of husinesa 12.1 3.6 3..1 1.4 I..! 1.2 1..1 I,Zoo $4,564,916 

Automotive equipment 25.2 8.4 7.8 3.0 
Books. periodicals. 

2..1 I..! ... 514 122,407 

.""""pen 21.6 7..1 7.1 1.7 1.8 2.7 1.0 68 20,586 
Auto lira and tubes 21.1 7.0 6.1 2.8 I..! 1.9 2.0 76 18,969 
Furniture 20.7 6.5 6.5 2.8 1.0 1.2 1.8 62 18,391 
BuiJders' BUppUes 19.4 4.0 5.6 1.8 2.7 2.4 1.0 06 26,461 
Industrial equipment 

and supplies 18.7 6..1 5.6 2.1 1.0 1.1 1.7 102 54,122 
Plumbing and beatiog 

equipment 18.7 4.6 6.0 2.4 2.0 1.2 2.5 .06 64.218 
EJectrical household 

appliances 18.6 '.4 4.6 1.3 
Ironand_ 

.• .8 1.6 2$0 187,545 

(except structural) 18.S 4.5 6.4 2.' 2.3 1.8 1.2 105 40,911 -..... 17.7 5.8 5.6 2.1 2.1 .8 1.' 326 251,316 

1"'''''' 11.2 6.3 6.2 1.8 .4 .4 2.1 65 21,578 
D&Uy produ,," 15.2 3.2 2.7 2.4 1.6 3.8 1.5 309 186,053 
DIY-goods 14.7 5.4 3.0 I •• 1.2 .6 2.0 146 135,312 
Electrical merdumdise 

(except appliances) 14.6 4.0 4.7 1.6 1.7 .7 1.0 421 187,773 
Petroleum and products 14.2 4.2 4.1 1.7 1.1 1.1 I.' 07 54,3$0 
Clothing and furnishings 13.9 5.4 4.7 1.4 .5 .7 1.2 108 34.108 
Shoes and footwear 13.9 5.8 4.1 1.0 .8 .8 1.4 146 87,010 
Drugs 13.6 3.4 4.7 1.0 2.0 .7 1.8 1.4 238.006 
Leather and 

leather goods 12.3 3.7 4.1 1 •• .• .0 1.1 127 44,122 
Meat and products 11 . .1 2.' 2.8 1 .• 1.4 1..1 1.0 643 278.714 
Fruits and vegetables 

2.' 1.1 523.217 (I ..... ) 11.0 _ 2.2 2.6 1.4 1.4 1.379 
Gmceri .. 9.3 2.5 2.4 1.0 1.3 1.1 1.0 1.857 1,260,371 
Automobiles ... 3.5 2.3 1.5 .• .2 .0 16' 206,966 
Tobacco aDd products 

(ezcept leaf) 5.2 I .• 1.5 .5 .5 .5 .6 740 490,244 

•. CenSII5 of BusiDS: 1935. lV.loIctale DillrihtitM., Val. VI. Table 5. Thee are c:ombilled 
figures fOl' wholesale merchants aDd industrial distributon having -.la of more than $100,000. 
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TABLE T 

OPERATING EXPENSES OF WHOLESALB MERCHANTS AND DISTRIBUTORS 
FOR SBVEN SBLBcrBD KiNDs OF BUSINESS BY SIzB-GROUPS, 1935' 

(In p., em' of N., Sill .. ) 

Kind of Business 

Eloc- Groceries 
Size of Business Hard- Fumi- uical and Dry- Ooth-
(A .. ..J N., S.Jes) Drugs W8le hUe Goods Foods Goods ing 

Under $10,000 29.7 27_' 26.0 25.3 195 18.4 17.7 
$10,000 to '49,999 25.7 22.8 24.0 24.0 16.9 16.7 15.8 
'50,000 to '99,999 22.9 24.1 21.4 22.5 14.4 16.1 15_0 
$100,000 to $199,999 21.5 21.2 19.7 19.3 12.6 15.2 13.9 
$200,000 to $299,999 19.4 .19_7 18.1 17.9 10.6 14.8 1~.4 
$300,000 to $499,999 17.9 18.6 16.4 16.4 9.5 13.7 12.9 
$500,000 to $999,999 
$1,000,000 to 

15.8 17.7 14.6 16.8 9.7 12.5 13_8 

$1,999,999 13.0 17.1 14.1 16.8 9.9 12.1 12.9 
$2,000,000 and over 13.2 17.5 14.9 15.9 11.1 12.7 12.2 

•. Census of Business: 19?1', WholelaJ~ Dis'f'i/ndion, Vol. VI, p. :J2. 
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TABLE U 

DISTRIBUTION CosTS OP 312 MANUPACTt.IRBRS, 1931" 

(In P., Cent of N.t S.d.!) 

AcIver- TraDSpor- Credl. Adminis-
Direct rising tation and uatioa. 
Selling andPro- andW ..... Finan- and 

Total CoSts motion housing dal Other 

Consumer productS 
Drugsandmilecartides 38.8 11.3 18.4 '.7 2.6 2.8 
Paino and VlL1'nishes 38.6 17.1 7.5 5.5 4.1 4.4 
Fumitw'e ".1 14.8 6.1 5.1 4.0 3.l 
Heating equipment 32.9 15.8 7.9 3.l 1.8 4.3 
Office equipment and 

Co~~:'and 32.2 21.3 3.2 3.0 2.4 2.3 

bottled beverases 31.6 11.5 6.7 6.8 3.3 3.3 

j=~a~~i!:.re 31.0 10.9 6.0 7.8 1.0 5.3 
28.7 11.5 6.3 0.8 5.6 4.5 

Grocery products 27.1 11.1 6.2 6.0 2.3 1.5 
Household appliancos 26.5 12.8 6.8 1.4 1.7 3.8 
Automotive 24.7 12.9 4.0 2.9 2.9 2.0 
Clothing 22.6 11.2 3.7 1.1 3.7 2.9 
Home furnishings ;1,1.7 12.4 2.9 2.0 3.0 1.4 
Shoes 21.2 8.7 3.7 2.2 4.2 2.4 
HardW8le 18.9 9.1 2.2 1.9 3.2 2.5 
Agricultural supplies 18.4 8.2 1.6 4.8 2.6 1.2 
Tobacco products 18.' 3.2 8.2 1.1 3.8 2.0 
liponing good. 18.2 8.4 3.6 1.9 3.6 0.7 
Radio equipmeo.t 16.5 5.4 5.3 1.4 2.6 1.8 

Indusuial products 
Machinery and mob 25.8 14.6 4.4 1.8 2.3 2.7 
Buil~ materials 23.7 11.8 3.0 2.4 4.7 1.8 
Stone, 'y, and glass 21.7 10.0 3.1 2.7 3.1 2.8 
Paper products 20.4 9.4 2.5 3.6 2.0 2.9 
Chemicals and allied 

productS 19.9 10.6 1.2 4.0 2.9 1.2 
Elearical equipmen. 19.7 12.0 3.0 1.9 1.7 1.1 
Iron and sreel 19.0 9.0 2.0 1.9 2.8 3.3 
Nonferrous metals 18.5 10.2 1.1 2.4 2.2 2.6 
Transpomtion equip-

men. ".5 8.8 1.7 2.1 1.9 1.0 
Textiles 9.2 5.1 1.3 0.7 1.5 0.6 

a. A" AruJysis of Ih, DiSlrib.';oll COlts of 312 M""IIjt«,,,,ns, Association of 
National Advertisers and the National Association of Cost AccoUDtants, New York. 
19", pp. 64, 106. 
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INDEX 

ADMINIS'IllATIVII BXPBNSB, s~e Manufac
turers' distribution; various lines of 
trade 

Advertising, 20, 286, 287, 288, 303 If., 
376; COsts, 225 fI.; se. lliso Depart .. 
ment stores; Manufacturers' distribu
tion; Price spreads 

Agents and brokers, 106, 174, 197, 391; 
.Ie. l1li10 Intermediary ttade 

Agricultural Adjwtlnen, Administtation, 
276, 313; Consumers' Counsd Divi
sion of, 313 

Agricultural supplies, intennediary ttade 
in, 108, 384; manufactUters' distribu
tion of, 201, 394; retail uade in, n, 
80, 383 

Agriculture and agricultural products, 
62, 371; gainful wotken in, 10, 377; 
intermediary trade in, 103, 108, 176, 
384; ". lIl.so Food products, UDproc ... 
essed; Retail uade 

American Association of Purchasing 
Agents, cited, 119 

American Can Co., 267 
A",~icttll Co/tim" l1li4 umber Co" n til. 

v. U. S., 264 
American Indusuial Bankers Associa

tion, 236 
American Investlnea, Company of illi

nois, 234 
American Management Association, 235, 

328, 329, 330; Matkering Conference, 
328, 330 

~~~can Marketing Association, 4, 293, 

American N ..... paper Publisbers .Ass0-
ciation., 376 

American Standards Association, 313 
American Stores Co., 97 
Anti-trust laws, 249 If., 259 If. 
A"IZ.«hillll COMS, I"t" " til. v. U. S., 

Apparel, , .. Clothing, etc. 
A,.,.ow Han & H,g,man EI,el,i" C". v. 

108, 172, 187, 384. 392; manufaaur
en' distribution of, 201, 206, 394; re
tail trade in, 75, 80, 130, 143, 147, 
149, 382, 386, 388, 389 Axi.::.u, [Aebtziabsl, ,.. Consumers' 

BECItMAN, THEODORE N .• cited, 101, 
208 

Beeo, Riebard 0., jr., cited, 31, 379 
Beneficial Industrial Loan Corporation, 

234 
Better Bwiness Bureau, 291 
Beverages (alcoholic), intermediary 

trade in, 103, 108, 384; retail uade 
in, 80; s~~ tUSO State liquor stores 
B~ e~on.alcoholic), 206; '"~ Ills. 

Biddle Purchasing Co., 269 
Bloomfield, Danid, ci,ed, 309 
Boer, A. E., cited, 321 
Books, periodicals, newspapers, etC •• 

114; intermediary trade in. 187, 392; 
manufacturers" disuibution of, 204; 
retail trade in, 14,; s~~ mso Industrial 
goods, etC. 

Borah .. Van Nuys Act. 24'. 2'1. 2'2 
Boston Conference on Distribution. "-

163, 204, 294 
Brands, 301 fE. 
Brill Co., Inc., H. C., 269 
Broken, se~ Agents. etc. 
Brookings Institution, cited. 214, 329 
Budget and expenditure studies. recom-

mendations of Committee on, 354 
Building and loan, share loans, see Con-

sumers' credit . 
Building materials, s .. Lumber, etc. 
BuIk·wiI: stations, 106, 174, 197, 391; 

se~ MSO Intermediary uade 

::r::~ ~rf:!'~~~ 3ft, fl. 
Bllllniei Co, v. Petln41 TraM Com",is

sio". 259 
Buying dubs, s •• Consumer cooperatives P'4rrtU T,u, Commis.sio", 259 

Assemblers and country buyers. 106. 174, 
197, 391; I" 11110 Intermediary trade CAUFOIlNlA "PAIR. TRADs" LAW, 272, 

Associated Business Papers, Inc., :n6 273 
Associated Merchandisins Corporation. California Pharmaceutical .Association. 

cited, 163 . 275 
Association of National Advertisers, Inc., Candy, confectionery, etc., 39 f. i manu-

200, 205, 306, 372, 374, 394 facrurers' distribution of, 201, 206, 
Automobiles and automotive equipment, 394 i retail uade in, 145, 382, 389 

'2 fl., 14'; intennediary uade in, 103, Capper-Kelly bilb, 273 
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INDEX 

Captive marketS, 112 f. 

ea;;i~~~~Jso fu~~:!li:;. !~~ 174, 
Caskets and coffins, transportation 

charges for, 212 
Cates, Dudley, cited, 235 
C~mml MangfMlllfns Pfo/~&lifl~ Asso

cialion v. U. S., 264 
Census: of American Business; of Busi

ness j of Disuibution j of Manufac
tures j of Population; PtlSsifll 

Cereal products, 32 II. 
Chains, cooperative and voluntary, 8S fl., 

106, 174, 181 f., 391; S6~ IIIso Food, 
etc.; Intermediary trade; Retailer
cooperatives; Retail trade 

Chains, corporate, 81 if., 154 If.; costs. 
13~, 138 i., 147, 1~~, 387, 390; 

~~~1"f.~;1f.: 3Wi ;:~, ';~; 
warehouses. 103, 106, 174, 178 f .• 
194, 197, 384, 391; se~ also Food, 
etC.; Intermediary trade; Retail trade 

Chemicals, paints and allied products, 
114; inrermediary aade in, 103. 108, 
384 i manufaamers' distribution of, 
109, 201, 204, 206, 38~, 394; U6 also 
Industrial goods, etC.; Retail trade 

Chesapeake and Ohio Railroad, 221, 222 
a.ester, C. M., cited; 29~ 
China and household utensils, 212 
Cigarettes, I~. Cigars, etc. 
Cigars, cigarettes and tobacco, .,If., 

195 i advertising, 227 f.; intermediary 
aade in, 103, 108. 172, 187. 384, 
392; manufaamen' distribution of, 
201, 394; retail trade in, 80, 130. 147. 
149, 383, 386, ~89 

ClaytOn Act, 24~, 2~O, 2~1, 2~2, 2~~, 
2~9, 261, 267, 268 

Clerical occupations. gainful workers in, 
10, 377 

Clothing, apparel and furnishings, 40 if.; 
intermediary trade io, 103. 176, 187. 
191, ~84, 392, 39~; manufacturers' 
distribution of, 201, 206, 394; retail 
trade in, 75, 143. 382. 388. Coats and 
suits, 206. Dresses, 43 If., 206. Fam
ily clothing, rerail trade in. 80, 145, 

~:l., ~~. il':;ie~~~or'b'f~~n~: 
derwear, 206. Men's and boys', inter
mediary trade in, 80; retail uade in, 
HO, 139, 14~. 147, 149, ~82, ~86, 
389. Women's ready-to-wear and spe
cialty, retail trade in, 80, 1 ~O. 1 ~9, 
14~, 147. 149, lS~, ~82, ~86, 589, 
390. S~6 IIIst) Shoes. etc. 

Coal, 16~ Fuel ProdUCCl. etc'. 
Coats and suits, 1'6 Coming, etc'. 

Coke, Jet Fuel products. etc. 
Combination stores. le~ Food. etc. 
Commercial bribery, 289 II. 
Commercial Investment Trust Company, 

23~ 

Commissaries and company stores, I~S, 
147, 387; 146 also Retail trade 

Commission merchants, 106, 174, 197. 
391; le~ also Intermediary uade 

Committee on Distribution. conclwions 
and recommendations of. ~33 If. 

Committee on Elimination of Waste in 
Industry,4 

Competition in distribution, 297 If., 338 
ff., 362 If.; .see also Distribution 

Conclusions and recommendations of the 
Committee on Distribution. 333 If. 

Consumer cooperatives, 88 If., 383 
Consumer cooperatives and group buying 

agencies, recommendations of Commit
tee on, 352 f. 

Consumer Credit Institute of America, 
Inc., 236 

Consumer information, 309 If.; recom
mendations of Committee on, 349 f. 

Consumer knowledge. recommendations 
of Committee on, 349 If. 

Consum~ problems, development of 
courses in, recommendations of Com
mittee on, 3'4 

Consumer products, 201, 206, 394 
Consumer-Retailer Relations Council. 

~14 
Consumers, 62, 306 If., 338 If.; I" tdso 

Competition in disuibution 
Consumers' credit, amounts, tateS and 

costS of, 25~ II.; Alcias, 2~6, 241; 
building and loan association share 
loans, 236; commercial banks, 236. 
238 f.; ercdi. unions, 2~6, 241; ef
fects on disuibution, 242 If. i indus
trial banks, 2~6, 239; insta1men~ 236, 
237, 376; life insurance policy loans. 
236; pawnshops, etc., 236, 240 i.; 
personal finance companies. 236. 240; 
remedial loan associations, 236; .re
tail open account, 236, 2H f.; savings 
bank., 236 

Consumer's dollar, III Price spreads 
C01llllflltfs' GIliJ~, cited, 36, 39, 313, 

3'0 
Consumers Research, InC'., 314 
Consumers Union of U. S., loc .• 31. 
Converse, Paul D., ciled, 34, 248 
Converters, 106, 174, 391; 1'6.uO in-

termediary ttade 
Cooperative Distributors, Inc .• 314 
Cooperative marketing associations, 106, 

174, 391; 16' ttho lotermediary uade 



INDEX 397 
Cooperative-retailers, s~. OWns, coop. 

erative and voluntary 
Cooperatives, consumer. so Consumer 

cooperatives 
Copeland Bill, 287 
Corl>a1ey, Gordon c., cited, 86, 88 
Cosmetics, see Drugs, etc. 
Costs of disuibution, see Price spreads 
Conon doth, so Tenile products 
Council of Stale Governments, 280, 281, 

282 
Counay general stores, 145, 383; In 

IIllo Remit uade 
Cream stations. 106, 174, 391; Ie. IIIso 

Intermediary trade 
Credit, 229 fl.; see al~o Consumers' 

credit; Distribution; Intermediary 
trade 

Credit unions, so Consumers' aedit 

DAIRY PRODUCTS, intermediary trade in, 
187, 392; retail trade in, 382, 389; 
see IIlso Milk 

Dennison Manufacturins Co., 317, 318, 
320 

Deparanent stores, 80, 160, 382, 389; 
American vs. foreign. 162 1£.; costs, 
130, 139, 147, 149, 153, 155, 1591f, 
386, 3090: profits, 160; see also Chains, 
corporate; Retsil trade 

Dipman, Carl W., cited, 99 
Disaiminarory laws. recommendations 

of Committee on, 363 f. 
Distribution, channels of, see Plow of 

soods; government regulation of, 245 
If., 2551f., 264 If. ; nature and prob
lems of, 3-22, 69 If., 2461f., 3181f, 
325 If., 340 f .. 342 If. 

Distribution COSt accounting, recommen.
dations of Committee on, 355 f. 

Distribution costs, 7. 116 ff.. 1231f'., 
210 If., 292 1£., 3331f.~ and consumer. 
3061f. Faaors in, aedi~ 229ft.; du
plication of sales effortS, 297 f.; in
efficiency, 314 If. ; unethical practices, 
282 fE.; unfair competitive melhods, 
283; variety, 307 f. S,. also Inter
mediary uade; ManufacturerS' distri
bution; Primary producers', etc.; Re
tail trade 

Disttibution COSts, studies of methods 
and results, recommendations of C0m
mittee on, 358 If. 

Disuibution profits, 120 If., 3331f. 
Dr. Milos M.dic,,} C •. v. I.h. D. P.,i 

6 SOlIS Co., 272 
Dresses, so Clothing, etc. 
Drinking places, 80; I .. 41s. Retail trade 
Drop shippers or desk jobbers, 106, 174, 

:!91; sn tdSG Intermediary uade 

Drug productS, manufacturers' discounts, 
195 

Drugs, sundries. cosmetics, etc.. adver
tising, 228 f.; iotermediary trade in, 
103, 108, 172, 177, 184f .• 187, 191, 
384, 392, 393: manufaaurers' disui
bution of, 201, 206, 394; medicinal 
products, 49, 50, 51, 206; ",tail uade 
io, 75, 80, no, 139, 143, 145, 147, 
149, 155, 383, 386, 388, 389, 390 

Drug Trade Credit Exchan&e of Chicago, 
cited, 275 

Dry-soods, iotennediary trade io, 103, 
108, 172, 176, 187, 191, 384, 392, 
393; retail trade io, 145 

Dun ... Brads~ inc., 121, 122, 144, 
145, 156, 161, 165, 168, 169, 180, 
188, 190, 192, 193, 196, 197, 198 

D.,,' s Rni~UI, 274 

EAsTMAN, JOSBPH B., cited, 213 
EJilot'i,J R~s~ttTch Reports, cited, 281 
Efficiency io produrtion, 123 If. 
Elder, Robert P., cited, 320 
Electrical equipment, machinery, sup

plies. appliances, etc., intermediary 
trade in, 103. 108, 177, 187, 191, 384, 
392, 393; manufacturers' distribution 
of, 201. 206, :J94; refrigerarors. 51 £.; 
retail trade in, 14:;; s,e iIlso Radi~ 
etc. 

Electric railway freight, Stttt Transporta .. 
tion 

Electric tailways, uafiic of, 213 
Elevators (grain, etC.), 106, 174, 391; 

Stt. 11110 Intermediary trade 
Engle, Nathanael H, cited, 101, 204 
Erie Barge Canal, 221, 222 
Erie Railroad, 221 
Exponers, 106, 174, 197. 391: see also 

Intermediary trade 
Exports. 62 . 
Enractive industries, products of, 62 

FAIRCHILD'S FINANClAL MANuAL, 121, 
122 

Fair uade laws, 245 
Farm Credit Administration, 236 
Farmers, price .received by~ 26, 379; sn 

11110 Food products, unprocessed; 
Price spreads 

Fanners' distribution, 208 f. 
Farm and farmea' supplies, s~. Agricul-

tural supplies 
PFoolr:~' se, Agriculrure, ere.; 

Farrell, A. C., cited, 318 
Pederal Cootdinator of Transportation, 

213 If. 
Federal Reserve Bank of New York, 379 



INDBX 

Pederal Trade Commission, ptlSsim 
P6d"~ T,.J. CommissiDn 

v. Cllrlis PMblishin6 Co., 28' 
v. G,alZ, ,'111., 259, 284 
v. R. P. K.pp.l ond B.o. lnr., 2S4 
v. Kl~s,,", 28' 
v. RJliodam Co., 2S4 

Federal Trade Commission. A.ct. 24" 
249, 2'0, 2", 2'9, 261, 26S, 271, 
2S4,287 

Federal Wholesale Druggists Associ .. 
tion, 2n 

Feldman. George J. 2S~ 
Filene. Edward A .• cired. 124 
Pilling Stations, s" Gasoline .6.J.I.ins sta.

tions, etC. 
Fishing and trapping. ~72 
PloW', manufacturers' distribution of, 

206 
Flow of goods. 'S If.; chan, 'll If. 

371 fl., inside back covet 
Flynn, John T. cired. 290 
Food and Drug Act, 2S7 
Food and Drug Administration, 2S7 
Food, Drugs and Cosmetics Act, ~12 
Food, grocery productS, meats, ere., COJDo 

bination stores (groceries and meaa) I 
SO. 130. 139. 14'. 147, 149. ISS. ~S2. 
3,86" 3,89. :t90: intermediuy trade in, 

. 10~. lOS. 172. 176, Isolf. 187. 191. 

~:~o~9~f. ~f~J. ~:;~;~:o'4.di~: 
~8'. ~94; mai1 trade in, n. SO. 
ll' If .• 130. 139. 14~. 14', 147, 149. 
lB. ISS. 1S6 If .• ISO f .• ~S2. ~S6. 
!SS. !S9. !90; , .. oJ,o Food products 

Food products, 114; processed, 26. 29 If .• 
379; uoprocessed. 2' If .• !O, 212. 379. 
380; s,. IIIso Food, ere. j Industrial 
goods. etc.; Price spreads 

FOM Motor Company. 11! 
Forest products, s., Lumber. etc. 
Forestry and fishing, !72. !77 
PD~/.nl, cited. 224 
Foster. I.e Baron R .• cired. 2!6 
Fourteenth Amendment, 278 
Francis. Clarence. cited, 293. !O, 
Frankfurter, Felix, 282 
Praud and misrepresentation, recommen· 

dations of Committee on elimination 
of. !'O f. 

Frederick. J. George, cired. 29' 

P~~:~~p~::' sS;~:m productS, 

Pu:faa~:cts1:~ ~~8,111~2~~~e~~ 
392; manufacturers' distribution of, 
109. 201. 204. 206, 38'. !94; mai1 
trade in, 80, 145, 3,83. 389; s •• tlho 
Gasoline, etC.; Industrial goods, etc. 

Furniture and house furnishings, 212; 
intermediary trade in, 103, 108, 172, 
IS7. 191. !S4. !92. !93; manufacrur
en' disttibution of, 201, 206, 394; re
tail trade in. n. 80. 130. 139. 14!. 
14'. 147. 149. !8!. !S6. !SS. !89; 
s" tUsO Household appliances 

GABLER. WBIlNBB. K .• cited, IS4 
Gas (narura1). disuibutiOD of. !76 
Gasoline .6.lling stations and garages, 56, 

SO. 130. n9. 14'. 147, 149. IS'. 382. 
3S3. !86, !S9. !90 

Gasoline and petroleum products. '4 If.; 
S4' tUsO BUlk·tank stations; Gasoline 
filling stations. etC. 

Geoeral Foods Corporation, 29~. !O, 
General merchandise and general stores. 

intermediary uade in, !S4; retail trade 
in, 7'. no. 14!. !S2. !S6. !SS 

G,org. V." CIII1IP ""il SO"S Co. v. 
AmmclIII C." Co., ., ttl., 267 

Goode. Keoneth, 29' 
Goods produced and distributed, per 

capita volume. 14, :J79; workers and 

Go'::',&'!.tiT\';. l~cnrubbu Co .• H. 267 
Government regulation of disttibution, 

.rtfl. Distribution 
G<eat Adantie and Pacifie Tea Co. 97 
Gr"" Atlantic #nil Pt«i~ T.II Co., II 61. 

v. G,osj.tIIJ, " Ill., 278 
Greer. Howard, cited, ! 1 
Grether. B. T .• cited, 274 
Groceries and meats, s" Pood. etc. 
Guffey Coal Act, 276 

HALL. F. K •• cited, ~24 
Hall. John, cited, !19 
Hardware, intermediary aade in, IO:J. 

lOS. 177. 187. 191. ~S4. !92. !9!; 
manufacture1's' distribution of, 201. 
206, !94; mai1 uade in, 80. no. 143. 
14'. 147. 149. lB. 16' If .• !S2. !S6, 
:J88; S6t!l tIlso Lumber, etc. 

H",dWtlrl R,hlil", U3, 165 
Harvard Bureau nf Business Research, 

121. 124. 132. IS!. 1'9. 160. 161. 
162. 16!. ISO. ISS. 306, 30S 

Hats, s .. Qotbing, etc. 
Hay. grain. and feed. SO 
Heating, St!It!I Plumbing, etC. 
Heitkamp. Frederick B .• cited, !29. !!O 
H",,., v. A. B. Die. Co., 259 
Hirsch, Julius. cited, 74. 12'. 16! 
HoisingtOn, P. R., jr., cited, 2:J:J 
Holeproof Hosiery Co .• 30S 
Holthausen, Duncan, cited., 274, 275 
Home furnishings. SH Furniture, etc. 
Hooiery. , .. Qothing, etc. 
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Household appliances, manufacturers' 

distribution of, 201, 394; retail uade 
in, 80, 147, 149, 383. 389; S66 ,uso 
Furniture, etc.; Radios. etc. 

Household FiDance Corpo[8tion, 233 f. 
House-to-house sellin& 13~, 147, 387. 

166 .lso Recall trade 
Hudson's Bay Company, 81 
Hughes, C. E., cited, 319 

ILLINOIS FAD!. TRADB LA .. , 272 
ImporterS. 106, 174, 197, 391; S66 MSO 

Intermediary uade 
Imports, 62, 371, 372 
Increments of value, 62, 65 fl. 
Independeot middlemen, 345 f.; s,. MSO 

Intermediary trade; Wholesale mer
chants 

Independent retailers, 78 fl., 135, 145, 
147, 387; leased departments, 135. 
387; local·branch systems, 13', 387; 
singlMlOre~ B~, 387; duft..store, 
1 :U, 387; two-store, 13', 387; S66 .us. Retail trade 

~~:~~ t:u~b:~~S~~~~, c;;t! 
J6 • .lso Intermediary trade 

Indusaial goods, equipment and sup
plies, 110 if.; intermediary trade in. 
187. 392; manufacturers' disuibution 

Ind~~~' ~Ic:~~atote and scope of, 
111,1l4 

Inland waterways, 166 Transportation 
Inland WaterWays Corporation, 220 
Instalment aed.it, S66 Consumers' credit 
Institutional buyers, total purchases of, 

62 
Intetmediary trade, 62, 100 If., 118, 

1731f. 374f.; costs, 171-198, 391; 
credit operations as expense factor, 
196 fl.; S66 .Iso Agents and broken; 
.Assemblers, etC.; Bulk-tank Stations; 
Cash-and<arry wholesalers; Chains, 
cooperative and voluntary; Chains, 
-corporate; Commission merchants; 
Conveners ~ Cooperative marketing as.. 
sodations; Cream stations; Drop ship
pen, etc.; Elevators; Exporters; im
porters i Industrial disuibutors j Mail
order wholesalers j Manufacturers' 
agents i Manufacturers' sales branches; 
Packers, etc.; Retailer-cooperative 
warehouses; Selling agents; Wagon 
distributors j Wholesale merchants; 
Wholesalers; and various lines of 
uade 

Interstate Commerce Commission. 212, 
214, 215. 217. 219. 220. 225, 371. 
372, ~n 

Intel'State tracie. laws restricting, 254 E •• 
279 If. 

Iton and steel productS, 114; intermedi
ary trade in, 187, 392; manufaawers' 
disuibution of, 109, 201, 204, 206, 
385, 394; St!6 .Iso Indusaial goods, 
etc, 

JBLL·O CoMPANY, 30' 
Jewelry, silveJ'WUe, optical goods, etC., 

intermediary trade in, 108, 172, 187. 
384, 392; manufacturers' disuibuaon 
of, 201, 206. 394; retail uade in, 80, 
130, 139, 143, 14', 147, 149, 383, 
386, 388, ~89 

iCBDZIElISl<l, S. L., cited, 319 
Kelly Bill, 273 
Knitted. underwear, see Ooming, etc. 
Kroger Grocery aod Baking Co., 97 
Krus, J. H., 283 
KlIlISma v. M.ct Pllelor all Co., 273 
KUZIlets, Simon, cited, 212 

LAsBLING, 312 E.; recommendations of 
Committee OD, 351 

Labor Relatiooa Act, 276 
Leather products, 114; intermediary 

uade in, 187, 392; manufacturers' dis.
tribution of, 109, 204, 308'; s.- -uo 
Industrial goods, etC. 

Leigh, W. W., cited, '4 
Lichtenberg, Bernard, cited, 227 
Life insurance policy loans, S66 Consum

en' Credit 
Lilly .,. Company, Eli, drugstore survey, 

144, 14' 
Litchfield, P. W. cited, H 
Loose-Wiles Biscuit Co., 227 
"Loss-lead .. " laws, 276f. 
Louisville Board of Trade, 323 
Louisville Grocery Survey, 317, 323, 324 
I,umber, forest productS, building ma~ 

rials, etc., 114; intermediary trade in, 
103, 108, 187, 384, 392; manufaccur
us' distribution of, 109, 201. 204, 
206, 38', 394; retail aade in, n, 80, 
143, 382, 388, 389; sa .us. Indus
uial goods, etc. 

Lynd, Robert S., cited, 308 
Lyon. Leverett 5., cited, 308 

McFALL, R. J., cited, 215 
McGarry, E. D., cited, ~21 
Machinery, machine tools and equip

ment, 114; intermediary uade in, 103, 
108, 384; manufacturers' distribution 
of, 109, 201, 204, 206, 38', 394i S66 

M~:;/n:.usio~~pr';:;"e:· Corporlllio1l, 
273 
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Macy Ik Co., R. H., 275, 328 
Mai1~ordec houses, 135, 147, 387; s" 

Illso Retail trade 
Mail~order wholesalers, 106, 174, 391; 

.U~ also Intermediary trade 
Manufactured products. passim 
Manufacturers' agents. 106, 174, 391; 

J6e also Intermediary trade 
Manufacturers' discoUDts, 195 
Manufacturers' distribution, 104 E., 109, 

372 E., 374 l .. 385; COSts, 118, 198-
207, 394; see also Indwtrial goods, 
etc.; Intermediary trade i Manufac.
turers' sales branches 

Manufacturers' sales branches, 106, 174, 
194, 391; see ttlSD Intermediary trade 

Manufacturing and mechanical indus
tries, gainful workers in, la, 377 

Maple Plooring MtmujacllI'''s Assoei. 
lion, el aI. v. U. S., 264 

Matf:' see Price spreads 

~~~\~~ l.:i~t;a~* 
Maynard, H. H., cited, 208 
Mears, see Food products, processed 
Media Records, inc., 227 

~=.~/e!.~':J!:J[CT~~~~i= 
. sion, 267 
Metals and mineral products, 114; inter

mediary trade in, 103. 108, 384; 
manufacturers' distribution of, 109, 
201, 204, 385, 394; s .. IIIso ind ... 
trial goods, tIC.; Iron and steel, etc. 

Merz Bill, 273 
Middlemen, s_e Intermediary trade 
Miles decision, 272 
Milk, 34 If., 381 
Millard, J. W., cited, 319 
Miller, NelsoD, cited, 274 
Miller.Tydings Act, 245, 253, 256, 272, 

274 
Mineral extraCtion, gainful workers in. 

377 
Mines and quarries, :!71 
Minimum wage laws, 276 
Monopolistic practices. laws agaiost, rec

ommendations of Committee on, :!64 
If. 

Monuments and tombstones, transporta
tion charges for, 212 

Morris Plan Industrial Bank, 2'9 
M.oJion PieJIW_ Plllenls Co. v. Uniwrsill 

Film Co., 259 
Motor Carriers' Act, 225 
Motor uucking. s __ Traruporration 
Motor vehicles, se_ Automobiles, etc. 
Moulton, Harold G., cited, 214, 217, 

220, 221, 22', 224 

NA110NAL ADvER.11SJNG RECORDS, 376 
National Association of Cost AccoWlt

ants, 200, 374, 394 
National Association of R.emedial Loan 

Associations, 236 
National Association of Retail Druggists, 

2", 275 
National Bureau of Economic Research, 

172, 212, 244 
National City Bank of N. Y., 123, 235 
National Conference on Interstate Trade 

Barriers, 282 
National Independent Pharmacists, Inc., 

274 
National Industrial Recovety Act, 245, 

250, 291 
National Recovery A.dminisuation, 250. 

253, 264, 265. 273; Consumers' Ad
visory Board of, 3U, 350; Division of 
Review, 283 

National Retail Dry Goods Association, 
Controllers' Congress of the. 161 

National Retail Hardwue Association, 
153, 165 

National Rivers and Harbors Congress, 
213 

National Shoe Retailers' .Association. 
168,169 

National Transportation Commi~. 217 
Naumann, P. ]" cited, 318 
Nebbia decision, 255 
New York Barge Canal system, 221 
New York State Pbarma.ceutical Asso-

ciation, 274 
Norfolk and Western Railway, 221, 222 
No,.them SetlWiJies v. U. S., 258 
Noyes, Charles E .• cired, 280, 282 
NU8<Dr. Rolf, cited, 244 
Nysuom, Paul H., cited, 321, 322 

OfFICE AND STORE BQUIPMBNT AND 

t~ti:~l, ~~~: ;;:-ufaaurers' clisrri-
Ohio State University Bureau of Busi

ness Research, 124, 180, 190, 309 
Oil and gas wells, 372 
Old De.,.born Diswibllti", Co. v. S41f1-

vam Distill61'S Crnporlllion, 273 
Oli"n B,.Olhus, I"e., el Ill. v. P,J"iII 

rrttJe Commissio", 269 
Optical goods, ", Jewelry, etC. 

PACICBRS AND SHIPPERS, 106, 174, '91; 
see tdso Intermediary trade 

Packing and loadins costs, 29, 30, '2, 
380 

Paints, s,. Chemicals. etC. 
Palmer, James L, cited, 300 
Paper and allied prodUCIS, 114; inter. 

:::.i~ r;ul~~l°:I, ~~t: 
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201, 204, 207, 58', 594; so. 0/;0 In
dustrial goods, etc. 

Parcel post, set! Transponation 
Parker, Florence E., cited, 90, 383 
Patent medicines, set! Drugs, etc.; Price 

spreads 
Pawnshops, ,reI Consumers' credit 
Pel., V. H., cited. 9' 
Pennsylvania Railroad, 214 
Pep Boys, The v. Pyroi/ S4/'1 Co" In,., 

275 
Personal finance companies, se, Consum

ers' aed.it 
Peuoleum., s" Fuel products, etc. 
Peuoleum associations, SII' Consumer c0-

operatives 
Phelps, Oyde William, cited, 252 
Phillips, Charles P., cited, 85, 84 
Pipe line tranSportation, se, Transpona~ 

tion 

PI:~~.an:t=~~ ~lem:t :;8~ 
172, 187. 384, 392; manufacnuers' 
distribution of, 201, 394; retail trade 
in, 582 

~~k~~:~~~:~' 2~6~.productS 
Price-filing, 265 f. 
Price~6xing. 261 If. 
Price maintenance. 271 If. 
Price spreads, 2~S7; automobile tires, 

'2 If.; candy, 59 f.; canned fruits and 
vegetables, 54; cereal products, 52 If.; 
cigarettes, 47 if.; consumer's dollar. 
30, 380; elecuic refrigerators, :n f.; 
food produCts, processed, 291f.; food 
prodUCts, unprocessed, 2, If., 579, 
380; gasoline, 54ft'.; hats, 41 ff,j 
mea .. , 51 f.; medicioals, 49 If. ; milk, 
34 H.; rubber footwear, 46; rye whis~ 
key, 49: shoes, 45 f.; women's dresses, 
45 If. 

Pricing policies, 527 If., 5n f. 
Primary and intermediary buyers, total 

purchases of, 62 
Primary and intermediate disuibution, 

COSts of, 171 If. 
Primary producers' distribution costs, 

207 If. 
Primary productS, sales of, 61 
Production, employment uends in, 8 fE.; 

gainful workers in, 10, ~77; increased 
efficiency in, 5 If. 

Production and disuibution, changing 
roles of, 15 If .. 556 If. 

Profits in distribution. 120 fr.; conclu
sions of Committee 00. ~~5; In 
.Jso Depamnent stores i Intermediary 
uade; Retail trade 

Progr,uill, G~o,,~_ Th" 99. 1S7. IS8 

Provident Loan Society of N. Y., 241 
Pure Milk Association, 581 

RAmos AND BQUlPMENT, 212 i interme
diary trade in. 172; manufacrurers' 
disuibution of. 201, 394; retail ttade 
in, 80, 147, 149, ~8~; S" allO Elec
trical equipment, etc.; Household ap
pliances, etc. 

Rail freight, s" Transportation 
Railroads, burden of fixed. charges of, 

219 f.; circuitous car routing. 216 f.; 
cosdy practices in, 214 «.; cross.haul
ing, 21S E.; empty car movement, 
217 f.; traffic of, 215; unprofitable fa
cilities of, 218 f. 

Railway Express, I" Transportation 
Recommendations of Committee on Dis-

tribution, 549 If. 
Reid, James B., 285 
Reilly, Philip J., cited, 165 
Remedial loan associations, see Consum

ers' credit ' 
Rents in operating expense of various 

lines of retail trade, 150, 586 
Re~~; lrice maintenance, 271ft.; laws, 

Research in consumption and disuibu
tion. recommendations of Committee 
on establishment of institute for, ~56 E. 

Research and educational programs be-

~e::lsDolb::!s,o~==d:ti~n'! 
of Committee on, 362 

Restaurants, cafeterias, etc.~ 80, 130, 1~9, 
145, 147, 149, 585, 586, 588, 589 

Retail business, I" Rerail uade 
Retail disuibution, lee Retail trade 
Retailer cooperatives, lee Chains, coop~ 

erative and voluntary; Intermediary 
trade 

Retailer-cooperative warehouses, 106, 
174, 391; s~. tdro Intermediary tiade 

Retailer mortality, 1~' Retail «ade 
Retailers-country buyers, 1~5. ~87; see 

tUJO Retail trade 
Retailers-wholesalers, 135, ~87; s., ,,]so 

Retail «ade 
Retailing, s" Retail «ade 

~:ll ~r.6~:' r~,SPlli~ 320 fl., 
5451f., 562, 574, 581, 582 f., 588; 
COSts, 118, 127-170, 586, 587, 588; 
outlets, 299; returned goods, 308 E.; 
wage costs and employee earnings. 
130, 146 if., 386; S66 also Chains, co
operative and voluntary; Chains, cor· 
parate; Commissaries ~ Department 
Stores i House-to-house selling; inde
pendent retailers; Mail-order howes; 
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Retailers-counuy buyers; Retail .... 
wholesalers.; Stare liquor Stores j Util~ 
ityaOperated stores ; Variety stores 

Returned goods, soo Retail trade 
Reyburn, Samuel W., cited, 29' 
Robinson-Patman Act, 24', 251, 2S2, 

2", 267, 268, 270 
Rochd~e principles, s~. Consumer coop

eratIVes 
Rubber products 114; manufacturers' 

disuibution o?, 109, 204, 38'; s .. .rs. Industrial productS, etC. 
Russell Sage Foundotioa. 244 

SAP""'AY STORl!S, INc., 97 
Sales, passim; se6 also Intermediary 

trade; Manufacturers' distribution; Re
tail uade Sa=t bank loans, u, Consumers' 

Schechtet decision, 250 
Schmalz, Carl N., cited. 124, 1'3, 1'9, 

160, 163, 180, 308 
Scriven, L. Edward, cited. 29' 
Sears, Roebuck and Co., H, 267 
S.",I, Roeblltll and Co. v. Pedntll T,IlIl. 

Commissiofl, 284 
Securities Exchange Act, 286 
Securities and Exchange Commission. 48, 

120, 3'8 
. Selling agents, 174, 197, 391; se< Ills. 

Intermediary trade 
5el'Vice occupations, gainIul workers in, 

10, 377 
Services, COst of, 18~ E., 299 If. 
Sheffield Farms Company, 37 
Sherman Act, 24', 249, 2" If. 
Shoes and footwear, intermediary trade 

in, 187, ~92; manufacturerS' distribu~ 
tion of, 201, 206, 394; retail trade in, 
80, 130, 139, 14', 147, 149, 1", 
168 If., 382, 386, 389, 390; se< Ills. 
Price spreads 

Silverware, I" Jewelry, ere. 
Size of account, s •• Intermediary uade 
Size of city, s •• Retail trade 
Size of establishment, s" Intermediary 

trade; Retail trade 
Size of store, .s,. Retail trade 
Slichrer, Sumner H., cited, 301, :510, 311 

~:u' ~::: ~j' ;.,,<!\i'\:,'untll, bigh 
COSts of, 318 If. 

Sp.t1IIIor Li/. l"sll'''''~' Ye. Booi, 236 
Spier.:l, May, Stem & Co., 320 

s~; T; ~:S~I~Op~~~p~ vegetables, 
Sporting goods, ere., intermediary ttade 

in, 172, 384; manufacturers' distribu
tion of, 201, 394 

SItltUlMJ PtUh;on Co. v. Magrtlll,.Hrnu-
Ion Co., 259 

Sra;I;ard Oil Company of New Jersey, 

S'dntiMd Oil C •• v. U. S., 2'8 
Star1c, Lloyd C., cited, 281 
51tt1, Bo",J qf T IIJt CommilSionlfs qf 

Inaitmtt, " aI. v. ladson, 278 
Sra:et~f~ stores, US, 387; I •• tUro 

Statistics on distribution, recommenda-
tions of Committee aD, 3S7 f. 

Steam. railways, I •• Railroads 
Stevens Bill, 273 
Stock Yards Act, 286 
Stone, clay and /daM product!J 114; 

manufacturers' distribution or, 109. 
201, 204, 385, 394; so< "'s. Industrial 
goods, etc. 

Storage and warehousing, 22' 
Sligar I"SlilIl18, I11t., ., til. v. U. S., 264 
Super-marketS, 9' If.; s" lIIso Food, eIC.; 

Retail uade 
Surf""", Prank M., cited, 317 
Swift & C •• v. P,d .. ", T,.uk C.", .. is

sion, 259 

TAX2S, S.IJ Cha.im. corporate; Distribu-
tion, governmenr regulation of 

Taylor, Frederick W., 4 
Teele, Stanley F., cited. 162 
Temporary National Economic Commit

tee, 2S7, 366 
Terminal purchases, 62, 64 f. 
Testing and appraising consumer goods, 

recommendations of Committee 00, 
3'2 

Teortile prodUCtll, 114; manufacturers' 
distribution of, 109. 201, 204, 207. 
38', 394; ". Industrial goods, etc. 

Thd<h .. M ... uf«'twing C •. v. Pod.,,,, 
T, •• Comm;ss;o_, 259 

Thomas, John F., cited. " 
Thompson, Sanford Bo, cited. 295 
Tobacco. 1.6 Cigars, etc, 
Tobin, Bernard P., cited. 31 
Tlade, gainful workers in, 10, 377; s" 

tlbo Intermediary trade; Manufactur
ers' distribution: Retail uade 

Trade Puake Conference Rule, 26' 
Traffic, 1" Ttan5porution 
Training courses for distributors. rec0m

mendations of Committee on, 561 
Transportation, 62. 118. 211 fE., 375; 

Great Lakes, 213; inland waterWays, 
213, 220ff.; morol uudcs, 2U, 222&.; 
pipe lines, 213; 1'6 .Js() Manufactur
ers' distribution; Price spreads; llail
roads 
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Tnmsponation and communication, gain
ful wolken in, 10, 377 

T~rwion equipment. 114; manu
foctu=s' clistributioo of, 109, 201, 
204, 38S, 394; s .. tds. Indusuial 
goods, etC. 

Turnover, IS4, 193 fI. 
T ..... ti .... Century Fund. cited, 47, 123 
T ..... lJ·Fim Amendment, 2SS, 281 

UNPAD. PRACTICBS, 288 f.; I ..... 245 
United Shoe Machinery Corporation, 4S 
U.iIH Sho. ltf4&bian, Corporlllio., ., 

.d. v. U. S., 2S9 
United S..... Busuu of Agriculrwa1 

Economia, 223, 311, 3S4, 371, 379 
United StaSes BUI1:&u of !he. Census, ,.ss;' 
United S ..... B...."u of Fisheries, 372 
United S ..... B ...... u of Fon:ign and D0-

mestic Commerce. p.ssn. 
United S..... B ...... u of Home Ec0-

nomies, 313 
United StateS Bureau of Intemal Ilne

nue, 120, 121, 123, 3S8 
United S~ Bureau of I.abot Statisrics. 

90, 91, 93, 94, 3S4, 383 
United S..... Bureau of Mines, 371, 

372, 376 
United StaSes Bureau of Railway Ec0-

nomics, 220, 222 
United StaSes BUI1:&U of Standards, 301, 

3S2 
United StaSes CIwnber of Conunette. 4, 

17. 221; Domestic Disaibution I)e.. 
panment of the, 320 

United S ..... Deparunoor of Agricultwe, 
3S0, 362, 371, 374; Jtradin.o: syst<m, 
~u E.; SN Jso United stateS Bureau 
of Agriculrwa1 Ecooomics 

United StaSes Deparunent of Col!llllette, 
/aUs;",; sa MSD Unile'd States Bureau 
of Foreign and Domestic Commerce 

United StateS Deparunent of Justice, 
263,36S 

United StaSes Deparunent of LIhor, 313; 
Staodarcls 5«tion of, 313, 314, 3S0; 
IN .Iso United. States Bureau of La. 
bor Statistia 

United Sta ... Fo .... Service, 2U, 372 
United StateS Trasury Deparunent, 37S 
U.i,M St4llS 

v. If.".m~ .. u.s". Oil Co., ., .1., 
264 

U.i,tNl S_ (, .. ,.) 
v. A",mt .. TolMao C~., 258 
'9' .. B. C. K"igh" 258 
v. J.lnlUliou HlITftsm Co., d .1" 

261,262 
v. TrnlO1l PollMiu Co" .t •. , 262 
v. U.ikll SIuu M.lfChi"n'1 Co., 261 
v. UrIi,.J SWu St •• l Corlorlllio., ., 

.d., 260, 261, 26S 
V. WirlSlofll, 259 

Utilities, mnsrruction ond traDSpO_ 
tiOll, rotaI purchases of, 62 

UtililJ-operated stOte5, 13S, 387; s .. 
tds. Reaill trade 

V ALEN'TINE, BT AL. V. G1'UI AJJ.1i~ 
.au/ P«i(ic T .. C •• , ., .d., 278 

Van Camp and Soos Co., 267 
Variety stOleS, 80, 130, 139. 145, 147, 

149, ISS, 382,386, 389, 390; s .. tds. 
Retail trade 

Vegonbles, see Food productS, lID
prooessecl 

Volstad, Anclrnr Joseph, 291 
Voluntaries, se. Chains, cooperative and 

w»luntuy 

WAGES AND WAGB COSTS. see InterrJleo. 
diary trade; Manufaawas' distribu
tion; lletait uade; and various lines 
of trode Wr In~.dl:-':'o:.; 174, 391; s .. 

WaJlcer, Q. Forrest, cited, 328 
W .... freight, su Transportation 
WaUl!&. Frederick V. cited, 31, 379 
Weidler, W, c., cited, 208 
Weld, L D. H. cited, 226 
Western Electric: Company, 319, 320 
Wheeler·Rayburn Bill, 286 
While, Wilford L. cited, 230 
Wbi .... 1I, George E. cited, 294 
Wholesale margins, see Price spreads 
Wholesale meKhanlS, 106, 108; costs, 

174, 187, 191, 194, 391, 392, 393; 
credit --. 197; se • ... Intor
media<y trade 

Wholesalers, 106, 174, 197, 391; ... 
tJSD Intermediary uade 

Wholesale uade, see Intermediary trade 
Wolff, Reinhold, cited, 274, 27S 
Workers, gainful, 10, 377, 379; esti-

maled allocation of to production, dis-
tribwinn and service, 378 


