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Distribution-Market Analysis and Sales Planning 
A Critique Prepared by 

ROBERT F. ELDER,* RApporteur 

The market-place is probably the most democratic in· 
stitution on earth. With only a few exceptions, the· 
humblest individual as well as the mightiest can exercise 
his free choice to buy or not to buy, to buy this or that 
commodity, to buy from one seller or another. The higher 
the standard of living, the wider is the realm of un
trammeled choice. Yet a high standard of living requires 
the added productivity that comes from mass production, 
and mass production requires standardization of products. 

Mr. P. T. Cherington's pap~r brings out the all-impor
tant point that mass production and distribution depend 
on individual consumption. Fortunately for our standard 
of living, individual· wants tend to form certain general 
patterns, so that the bulk of consumer demand can be 
satisfied within a range of choices which pe~ts a con
siderable degree of standardization of production and dis
tribution. The in1luence of mass advertising has been a 
potent factor in bringing this about. 

The interests of intelligent management and the general 
welfare coincide. There is demonstrably more profit in 
the long run in giving people what they want. There is 
waste and dissipati~n of resources in trying to force on 
people things they do not want. In: theory this is to
day universally accepted. However, does management 
today by its actions recognize this as a practical concept? 
Does it thoroughly and scientifically assay the factors 
affecting consumer demand? Does it plan its operations 
to mesh without friction with consumer demand? How 
many business organizations can answer this question in 
the affirmative? 

There is no excuse for failure to make an earnest effort 
to keep sensitive to the details ~f consumer demand. H 
products are not kept in tune with· the changing tastes of 
consumers, neither quality manufacture nor strong ad
vertising and sales efforts will permit maintenance of 
adequate profits. ~ sales methods and advertising 
themes attempt to run counter to people's buying habits 
or thought patterns, operating efficiency will not stem the 
inroads of more alert competitors. It is safe to say that 
far too little concrete action results from such work of this 
sort as is done. 

Mr. Cherington brings out four major steps in research 
work: (1) the formulation of the problem; (2) the execu
tion of the field work; (3) the interpretation of the results; 
(4) the translation of the results into operating practices. 
The second and third are dependent on the professional 
competence of the man handling the research work; the 
first and last require close and sympathetic cooperation 

• Manager, Advertising Research, Lever Brothers Company, 
Cambridge, Mass., U. S. A, 

between the research man and the executives charged with 
the responsibility for operating decisions. In the attain
ment of this coOperation lies a major challenge to manage
ment today. 

The paper by MesSrs. N. Baliol-Scott and R.Robson pro
vides a study in the practical operation of a marketing re
search problem.· Rather than attempt to increase sales 
by a general increase in promotional expenditures, guessing 
at the channels through which the added funds could best 
be poured, there was a realization that a dollar spent in 
one way will yield greater returns than the same dollar 
spent in another direction, and a determination to get the 
maximum yield from the amount spent. Management 
has followed this basic concept in other fields for a long 
time. Has it not been much slower!aad less energetic, 
as a rule, in applying it in the field of sales and advertising? 

In gathering the data, problems of classification and 
sampling were immediately encountered. They arise in 
every properly conducted study of the market. The basic 
principles involved are old. Management has long made 
use of them in testing raw materiahi, and somewhat more 
·recently in inspection of finished products and in cost 
analysis. Proper handling of these problems is w~t per
mits us to approach certainty in our results. Theil' .neg
lect or mishandling is the most frequent cause of ~able 
results. There is little excuse for inadequate handling of 
this part of the general problem, since for the most part 
it is reducible to a tangible mathematical basis. 

la 

The analytical phase of the project disclosed opportun
ities in various directions. The final step (in too many 
cases not carried through) was to determine how best to 
capitalize these opportunities. · Here the procedure of 
testing, or controlled experiment, came into play. This 
is another principle widely used in science, which manage
ment long ago began to use in manufacturing, ~d .has 
only recently adopted (and as. a rul~ to !' ve~ limited 
extent and often in unsystematic fashion) m solvmg sales 
and advertising problems. Its applications a~ very wid.e, 
and expansion of its use bids fair to accomplish much m 
elimination of the waste in distribution of which manage
ment today stands indicted. 

One of the principles which Mr. Baliol-Scott's paper 
brings out is the advisability of a selective approach ~ 
the marketing problem.· Mr. W. Alderson de':elops this 

Point at greater length in his paper. He ates three 
• 1 • " d m" theories of the marketing process, mvo vmg a ran o 

market, a "mass" market and a "selective" market. He 
develops the thought that the selective aspect is of para
mount importance. As a matter of fact, every manufac-



turer or distributor who has carefully analyzed his market 
will probably agree that he depends on all three of these 
types of markets for his customers. It is true that the 
soundest foundation for a business is to have a nucleus of 
"selective" customers, who have a definite reasoned pref
erence for a specific brand, even to the extent of paying a 
differential in price to get it. In many cases, however, 
this group of customers is not large enough to support 
mass production on the ·most economical basis. The 
manufacturer of goods in great quantity usually finds it 
expedient to depend for a certain, often substantial, part 
of his volume on people who have no distinct and perma
nent preference between brands, but who can by sales and 
advertising pressure or by direct or indirect price con
cessions be induced to become temporary users of his 
brand. The degree to which a manufacturer or distribu
tor finds it expedient to rely on each of the three types of 
markets mentioned by Mr. Alderson depends on a number 
of factors, such as the nature and price range of his prod
uct, the number of competitors in the industry, the degree 
of similarity between competitive products, and many 
others. · 

With this one qualification of what is possibly an over
simplification of the problem, it is possible to accept Mr. 
Alderson's general thesis. Certainly it is sound to con
centrate marketing efforts on those segments of the market 
which yield the maximum return for a given investment. 
Certainly it is desirable to spend sales and advertising 
funds through those channels which lead to the maximum 
return per dollar. We must not, however, let blind pur
suit of the idea of selectivity lead us to superficial thinking. 
Sound selectivity does not always mean concentration on 
the big customer· or the wealthy customer. The problem 
of selective selling is not to be solved on the basis of any 
formula; rather each enterprise must work out its own 
solution based 'on the circumstances under which it must 
operate. 

Mr. Alderson touches on the question of selection of 
advertising media. This is one of the most vital problems 
of the manufacturer of branded merchandise, and it is the 
area in which there is probably the least scientific knowl
edge. As he points out, we now know a great deal about 
circulation of the various media available. How much do 
we know about the degree of attention which advertise
ments in various media get? How much do we know 
about the relative selling effectiveness of different adver
tising appeals or of different media? When it comes to 
the problem of balancing an advertising appropriation to 
get the maximum results from each dollar, we are de
cidedly outside the bounds of what present-day marketing 
research can answer on the basis of scientifically demon
strable fact. In this area lies one of the greatest chal
lenges to research. 

Both advertising and sales effort are partly wasted un
less they are balanced in accordance with the potentialities 
of various segments of the market. Basic to any plan is 
a sound knowledge of these potentialities. Dr. L. D. H. 
Weld's paper discusses the general problem of their de
termination. He points out clearly the lack of soundness 
in the arbitrary or empirical setting up of estimates of 
potential markets. Such methods are the antithesis of 
the Scientific Spirit. The correlation method which he 
describes has been used in a number of cases with marked 
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success. It is not a method to be carelessly handled, as 
is true of most of the more advanced methods in marketing 
research. This point is raised because constructive use of 
the statistical approach is often hampered by the too
common faith of business men in the mechanical use of a 
magic formula. Statistics are useful only to those who 
season them with the spice of reason. 

It would not be fitting to leave the discussion of Dr. 
Weld's paper without comment on the very sound and use
ful "Regional Trade Barometers" which he has developed 
after a great deal of effort. These charts are extremely 
useful in adjusting the distribution of promotional effort 
to meet regional shifts in purchasing power. 

Sales planning involves not only the elimination of 
waste due to improper apportionment of effort, but also 
the provision insofar as possible against loss of efficiency 
due to seasonal and cyclical fluctuations, which prevent 
the utilization of full capacity for short or long periods. 
The problem of seasonal fluctuations is discussed in two 
papers. Dr. A. Schar traces the effects of seasonality in 
the operations of a retail establishment and shows how 
various measures succeeded to a greater or lesser extent 
in reducing these :fluctuations. Here, as in the problem 
cited by Mr. Baliol-Scott, is an opportunity for thorough 
analysis followed by a series of controlled experiments to 
determine the most effective means of compensating for 
the inevitable :fluctuations in the nature and extent of 
consumer demand. 

Dr. J. G. Stridiron's paper discusses the impact of 
seasonality on operating costs from the standpoint of the 
manufacturer and introduces a number of examples of 
means of compensating for seasonal fluctuations in such a 
way as to avoid impairment of profits. In addition to the 
means he mentions much has been done by the use of 
seasonal price concessions. We have the case of a maker 
of boxes, a considerable part of whose business was the 
production of Christmas boxes imprinted with jewelers' 
names. These could not be produced to stock, yet eco
nomical manufacture could not be attained if all orders 
were deferred until the normal buying season. The grant
ing of a substantial discount on orders placed early in the 
year, with delivery and billing at the normal date, was 
quite successful in stabilizing operations. With con
sumer goods, "free deals," such as 1 free with 10, are often 
used to induce advance stocking by distributors so that 
factory operations may be conducted more normally, and 
consequently at lower cost. Another interesting stabiliz
ing device is the use of seasonal advertising appeals, 
whereby consumers may sometimes be induced to become 
year-round users of a commodity ordinarily used mainly 
at certain seasons. 

Detailed discussion of the subject of sales planning 
could profitably be continued over many days. With 
limited time available, we must perforce keep to the broad 
fundamentals. Mr. L. B. Whit, in his paper, outlines 
four fundamental principles of sales planning which sum
marize our discussion in excellent fashion. To para
phrase them briefly, the first essential is a broad and com
prehensive picture of the entire market, on the basis of 
which the most promising general strategy can be de
veloped. Having mapped out certain broad avenues of 



approach, the next step is a detailed evaluation of indi
vidual sectors of the market, determining what customers 
are most worth while, and in what order they should 
logically be tackled. Here the principle of selectivity 
comes into play. The next point is the development of 
the most efficient selling methods, so as to avoid waste of 
salesmen's time and expense. Finally, there is the proc
ess of adjusting the entire sales program to bear on the 
customer's own interests and point of view. 

The papers p~esented at this session have touched upon 
various fundamental concepts essential to scientific sales 
planning. To check its own efliclency, Management 
must ask these questions: 

1. Information. Have we full and detailed information 
about market potentials, about customers, their actions 
and their ideas, about the various means of reaching them? 
If so, is this information always up-to-date? 

2. Selectivity. Are we cultivating sectors of our mar
kets in proportion to their potential yields? 

3. Balance. Are we keeping our marketing activities 
I 

in balance so that in actual practice, as well as in our plans, 
one type reinforces another? 

4. Timing. Are we so planning and exeCuting the tim
ing of our various promotional activities that the maxi
mum cumulative effect is secured? 

It is no simple task to formulate an effective sales plan, 
and it is still more difficult to carry such a plan through 
with maximum effectiveness. . 

One.of the most promising activities in stimulating ac
curate thinking about markets and sound sales planning 
is the work of the International Chamber of Commerce 
which is outlined in the final paper of this session. The· 
improvement of the distribution system is of paramount · 
importance to the internal ~nomy of every nation, and 
in the long run, to the general welfare of all the peoples of 
the world. We all have much to learn from each other. 
Occasional meetings like this one, plus the continuous ex-

. change of information through mechanisms like those set 
up by the International Chamber, contribute greatly to 
the efforts of management on an international basis to 
improve the standard of living of the human race. 

lc 



Consumer Wants an4 Product Acceptance 
PAUL T. CHERINGTON* 

SUMMARY 
Mass production and mass distribution are dependent on individual demand, and this 

is an intangible which does not conform to standard specifications. And yet, there are 
patterns of uniformity to be deciphered in demand which may be of utmost importance 
in adequately planning production or distribution of goods. 

Illustrations of this interdependence between production, distribution, and consump
tion make the point that, at times, it is essential to restore .the sensitive contact between 
production and consumption which may have been lost in the building up of mass· 
operations. · · 

Some main features of the more' modem type of teChnique used in studying consumer 
wants and product acceptance are outlined. · . · . . 

THERE is one important contrast between the man
agement problems involved in mass production and. 
mass distribution on one hand, and mass consumJ>':' 

tion on the other. Most of the elements of the former are 
tangible and conform to standards; but consumption is 
performed by individuals and shows individual variations. 
Only in a thoroughly regimented society could all individ
uals be counted on to conform to standard specifications. 
Hence, mass production and mass distribution depend on 
individual consumption almost as much as individual pro
duction and distribution do. 

And yet, in consumer demand there often is a general 
pattern to be deciphered, and it is in the job of doing this 
that mass production is most often wrecked. The mass 
producer probably has · met defeat, more often than 
through all other causes put together, throughbis failure 
to keep sensitive to changes in the ideas of his individual 
customers-a task which is performed almost automati-. 
cally by the small producer. 

This job of preserving reliable contact between pro
ducers and consumers formerly was well enough done by 
what was called "aggressive" selling. The producer, in 
effect, made up the minds of his individual customers for 
them. But in this country in recent years three things 
have happened which have made a new technique neces
sary. In the first place, the consumer has got the idea 
that he need not heed the pressure brought on him by the 
interested mass-producer or distributor; in the second 
place, he has become conscious of the power of his own 
refusal to buy; and, in the third place, demand, in many 
lines, has been democratized so that it takes on many of 
the qualities of mass demand. Hence, a new problem in 
management has arisen-the gauging of consumers' wants 
and the attainment of product acceptance. This is a 
field of management so new that it cannot even yet be 
given the handy term of a "movement"; while at the 
same time, it is so old that it would seem co~onplace 
and hardly noteworthy, if it were not so often ignored. 

An international conference may be an appropriate 
place in which to ask the question: "What is the purpose 
of business?" 

Elaborate mechanisms have been set up for getting 
goods from place to place, for grading them, storing them, 

• President, Market Research Corporation, New York City, 
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and for grouping them into larger groups or dividing thent 
into smaller units. Money is advanced, values are in
sured, corporations are created, risks are shifted, shops are 
built, and organizations are set up and manned and oper
ated. And all for what? . 

Fundamentally, all business exists for one purpose-to 
facilitate human living. And in most of the more ad
vanced parts of the world this is accomplished by permit
ting this sort of undertaking to yield a profit to him who 
attempts it.. For filling consumers' wants, consumers per• 
mit profits.· This, I realize, .is not the J:~~t~tomary way of 
stating the case. As a matter of fact; it is a relatively new 
conception of the purposes of business and it has not yet 
come into general acceptance. But at least it is realistic 
and free from limiting bias, · , . 

I venture the assertion that the social aspects of busi
ness, considered in the light of human living conditions, 
need a careful restatement by some competent and alert 
social philosopher; Somebody ought to do thoroughly 
and impartially for modem society and modem business 
what Karl Marx did inadequately and with disturbing 
prejudice and bias, but with vigor,. for the society and 
business he knew ~ hundred years ago. . · . . . 

To keep sensitive to changing id~, shifts ln demand, 
modifications of taste, new concepts about products is 
not merely "' desirable feature of the modem business. .It 
is essentially the most important task which business now 
has. The new conditions of society impose on business 
the necessity for' developing an effective technique for. 
keeping itself more intelligently responsive to consumption 
and its variations. If this can be done, it will be more 
effective than the interposition of governmental activity 

· ever could be. 
Our contention is that no form of planned economy can 

be successful in making life more agreeable if it does not 
keep production sensitive to changes in demand, and that 
this sensitiveness can be preserved better by swift individ
ual action than by a slow and ponderous means such' as 
superimposed bureaucratized planning. · 

This means that an essential feature of a properly oper
ated business supplying human wants is the deliberate and 
painstaking cultivation of a technique for keeping sensitive 
to the public will. 

When human attitudes toward things become recog
nized at anything like their real importance, then business 
concerns are forced to learn that the most importan~ single 



factor in human affairs today is sensitiveness to changes 
in the popular will. In other words, it is not merely a 
fine trick to be able to anticipate public taste; the develop- · 
ment of ability to do this is the only way to stay in busi
ness. And, in a sense, this is true of all producers and 
distributors. Raw materials, machinery, capital goods 
and consumer goods-all, in the long run, have their 
saleability dependent on their conformity to public will. 

The engineer, whose main dealings are with materials, 
forces, and laws, has been a little slow to realize that in 
this field of consumer demand there is also a really press
ing problem for management in which he ought to have a 
part. To make clear the close relationship between the 
concrete tasks of the engineer and the more intangible 
job of keeping sensitive to consumer demand, it may serve 
to cite one or two illustrative cases. 

Case 1. A refiner of petroleum motor products had 
perfected his sources of supply, his transportation and 
pipe-line systems, his refining processes, and his sales and 
distributing machinery. And then one day he was con
fronted with the question whether this business of putting 
motor oil into cans was a fad or an expression of a change in 
public demand. It was too important and too expensive 
a matter to guess at, and his own sales organization was in 
complete disagreement about it. SOme of the wisest heads 
said the demand for canned oil was only local and sporadic 
and not likely to spread. And besides, to can the oil 
meant radical changes in diStribution and expensive can
ning equipment. Better, they argued, to stick to the oil 
business carried on as it was in the habit of being carried 
on. Others, quite as able but more radical, said that 
canning the oil protected the consumer, preserved the 
product from contamination and waste, and-more than 
anything else-made of it a modem product, put up in a 
modem way, and as the final individual user of it wanted 
it. Which side was right? 

It became apparent that no answer could be got from 
inside the walls, so it was decided to go to the one place 
where real knowledge existed on how the final user felt 
about it; namely, the final user himself. The answer was 
clear. By the use of a carefully worked out statistical 
sampling technique and the employment of skill in pre
paring and asking questions and tabulating results, it 
was established that in certain portions of the market 
one side of the dispute was correct-canned oil had not 
any call-, while in other portions the demand was real. 
Moreover, it became clear that the trend was definitely 
toward canned oil. The results were borne out by sub
sequent developments as definitely as if the survey had 
involved the gift of prophecy, or as if the aggregations of 
individual demand were possessed of measurable physical 
properties. 

Case 2. As another instance of this interrelation be
tween demand and supply problems, a maker of toilet 
paper was confronted by Japanese competition at low 
prices. At the same time, he had costly inventory and 
stock problems, due to many types of paper and packag
ing; and to crown all his troubles, he began to get from 
his salesmen and others a' demand for tinted papers to 
match bathroom colors. His organization was divided. 
Some favored going into tinted papers to keep up with 
public demand, as they interpreted it; others hesitated 
to add a "style problem" to those with which they were 
already beset. 
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Here again was a case for real facts to be dug out of the 
one place where they existed. A careful sampling of con
sumers and an approach to them based on sound principles 
brought out the facts that .the devotees of color in this 
product were few, that there was a real demand for high 
quality at a low price, and that the ordinary perforated 
roll was not only an acceptable pack, but was the one most 
likely to be generally agreeable if only one were to be 
available. The result was a complete change in produc
tion and selling policies which restored profit to the busi
ness, gave the public a better product for less money, 
and made the gruelling problems of competition relatively 
simple. 

Cases of this kind could be multiplied almost indefi
nitely; but these two may serve to bring out some of the 
essential features of this phase of management. It is 
not only desirable that the engineer should know that such 
problems are being worked out, supplementing his work 
in the field of "tangibles," but he ought to be more familiar 
with some of the principles which underly its successful 
conduct and employment. For this reason, there may be 
value in trying to point out some of these briefly. 

There are four steps in this work of getting at consumer 
wants and incorporating the knowledge acquired into 
operating plans, which experience has indicated as being 
of a critical character. 

The first critical step is the formulation of the problnra. 
One firm, for example, carefully worked out a question
naire and specifications for a survey and submitted them 
to market research firms for competitive bidding. It 
was stipulated that the specified questions were to be 
asked of 4,000 business concerns. One of the bidding 
market surveyors pointed out to the sponsor of the survey 
the fact that there were not 4,000 business people in the 
cities specified for coverage who could give an intelligent 
answer to his questions. In fact, he expressed grave 
doubts whether there were even as many as 400. The 
result of this recognition of a fact was that the real an
swer to the problem in hand was developed by inter
viewing less than 300 people. Similarly, all other phases 
of the formulation of the problem call for the application 
in an unfamiliar field of principles which the engineer has 
come to have as his subconscious reactions with respect 
to materials. 

The second step in getting at consumer reactions is the 
execution of the field work of a consumer survey. This is 
the most dramatic part of the work and often is thought of 
as only a matter of accumulating responses. By simply 
asking questions of a large number of people, or merely 
counting of heads, impressive figures may be built up; 
but the real truth seldom can be deduced from a mere 
accumulation of responses. It is necessary to make sure 
that they are individually truthful and significant, and 
that they are statistically "representative." 

This matter of getting out of people what they think 
about specific subjects or things is a complex and diverse 
one, but the key is relatively simple. Fundamentally, 
it is interest-the interest of the respondent. This seems 
axiomatic, but in a surprising number of cases it is lost 
sight of, both in the work of collecting the information 
and in the use of it after it is collected. 

In the collection of the information "in the field" the 
rigid adherence to this idea that the respondent's answers 
must be got at through his interest marks the difference 



between getting a significant picture of the most powerful 
influence in business-the people's will-or getting merely 
a count of heads. This reflection of .the consumer's own 
interest is the foundation on which all successful market 
survey work is based. If it is followed rigidly in all stages 
of the work, there will be in the answers something more 
than a vote; and the number of answers given for the pur
pose of getting rid of the questioner, or for ''kidding" 
him, or for making a favorable impression on him, will be 
reduced to a minimum. The ways of arousing this in
terest are numerous, and they can hardly be formulated . 
into a rigid pattern. The essential thing is to find or 
train enumerators who can arouse in a maximum number 
of respondents an appropriate type of interest. 

Less spectacular than the actual interviewing, but in 
many ways more important, is a phase of this "execution" 
step which may be called "direction." This is the part of 
the work which made it possible to get an accurate forecast 
of the Presidential election of 1936 with a sampling of 
5,000, while .another survey covering several million 
respondents was wide of the mark. 

Statistical practice, whether developed in pure mathe
matics, or in biology, or in other sciences, can be drawn 
on in such matters as defining the market, drawing the 
sample for testing, tabulating or cross-tabulating the 
returns, or correlating one factor with another. In lhe 
same way, as has been pointed out, psychology contributes 
to the question-asking technique. Geography, geology, 
chemistry, physics, and a curious array of sciences and 
arts may all be made use . of before. the picture of the 
people's views or wants is complete and solid. . 

In the third critical stage-interprelatitm-there is .a 
wide range of possibility either for error or for constructive 

_ suggestion. This is the phase of the work in which there 
is closest analogy to creative skills. Just as two artists 
with the same equipment will get widely contrasting re
sults, so two interpreters of a completed survey will come 
out with wholly different conclusions. And one of them, 
at least, will be wrong. 

And fourth, there comes the most important step of all, 
and the one in which failure most often occurs-the step 

of kanslaling the findings into operating practices. In 
fact, it is one of the most difficult phases of this sort of 
work to "follow through" and keep the report out of the 
:files-at least till it has done its main job. A properly 
conceived market survey is made, not for the purpose of 
satisfying personal vanity, ·nor for the development of 
scientific data, but for the purpose of making sales con
tacts more efiective. In most instances this is done most 
satisfactorily by adjusting sales operations to meet the5e 
discovered interests. And; hence, the statements of 
these interests are useful and safe only if they are real. 

After all the pertinent facts about consumer wants and 
product acceptance have been turned up and the tables 
have been prepared and a logical report written, the at
tempt to get at consumer reactions still-may be a waste of 
money, no matter what its intrinsic merits, unless it can 
be translated into some practical form of sales action. 
With real facts in hand as to the trade and the consumers, 
the clarification of the internal problems becomes reason
ably simple. But no market survey is really complete 
until this actually has been done. · Usually there will 
prove to be an important group of problems, largely hu
man, ·concerned with getting- something really accom
plished about what has been found; and if these are not 
worked out, the whole efiect is largely wasted.' . ~ 

If demand has been democratized, what can be a more 
promising economic system than one based oD: a. recogni-

. tion of this central fact iii the social' order?·· In such a 
system there would be intelligently ad}u~ted production 
and distribution based on kriowledge of current facts about 
that democratized demand. · · ' · 

This idea of democratized demand conveys something 
of the significance of the burden that modem :Concepts of 
·consumer wants impose on the ·producer and distributOr 
of consumer goods. Demand changes much more swiftly 
. than production can be adjusted to it., . Goods made to 
satisfy a demand whjch has .died while production· was 
going on are not only depreciated, they are. worthless. 
Not even the raw materials can be salvaged, and, of course, 
the labor and other costs are entirely lost. 
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Customer Research For Department Stores 
N. BAUOL SCOTI* and R.. ROBSON t 

S"L~L-\RY 

:Market Research as a basis for increasing sales, presents a different problem for the 
Department Store than for the manufacturer of a single line of products. For the 
Department Store the steps involved are: 

1. Statistical description of the ex:i.sting market 
2. Determination of the potential market 
3. Development of the potential market by: 

a. Increasing sales to existing customers 
b. Obtaining new customers 

4. Organising the recording of customers' purchases as required by Xo. 3 above. 
1. The Statistical Description of the :Market includes: 

a. The type of customer and her habits in general, e.g., where she lives, what her 
income ~ what part of her income she spends at the Store and eL;;ewhere. 

b. Buying habits of the customer, e.g., how often and how regularly she buys, does 
she come into the Store or does she purchase by post or telephone, etc. 

c. The merchandise requirements of the customer, ie., what goods does she actually 
buy. 

Answers to all the above questions have been obtained without direct contact with 
the customer at all by the application to existing Store records of the branch of statistics 
called "Sampling." 

2. The comparison between the existing market and general statistics shows what the 
Potentiall\Iarket may be. 

3. From the analysis of the existing market certain methods of publicity suggest 
themselves; "Controlled Experiments" made in such a way as to yield a definite measure 
of the value of the methods extending them to the whole potential market. 

4. Once the publicity and advertising methods have been determined it becomes an 
Office Management job to arrange for the proper customer records and the most econom
ical methods of compiling them. 

The chief contribution of this paper from the point of view of method is the application 
of "Sampling" and "Controlled Experiment" techniques to increase Department Store 
sales. 

The Problem 

marketing problem of a Department Store is 
erent from that of most other retailers and of all 

manufacturers, in that the Department Store is 
endeavouring to sell, not a given article to as many people 
as possible, but to a given group of consumers almost all 
the merchandise and also part of the services they re
quire. 

The potential market of the Department Store is detel'
mined, not by its customers' ability to buy one product, 
but ultimately, for each variety of merchandise, by the 
family budget of the consu.rner. This im·olves consider
ations of customers' income and its apportionment in the 
family budget. The promotion of an oc:xasional customer 
to a regula.r customer is even more important foe a Depart
ment Store, than for the promoter of a single product, 
because of the possibilities of sales of other merch.a.ndi.se. 
To enable the Department Store to sell scientifically, 
ie., through knowledge and not through guess, it would be 
n«essary to discover a much wider l'llilge of data about the 
consumer than has usually been attempted in the past. 
This paper describes briefly an attempt to secure and uti
lise some of this information. The Store in question sd!s 
a complete ran.,oe of exceptionally high grade me.rchandi.se 
to the upper income classes over a nation-wide area. A 
very higb proportion of the business consists of "Charge 
Account" and .. Send" transactions. 

The distributor of a specific article may be content to 
know how many people can afford to buy his product and, 
at the most, whether customers' expenditure can be de
flected from one item to another, say from cigarettes to 
candy, or from electric washers to ref:rigezators. The 
problem is not made more difficult whether repeat sales 
are expected or not. The Department Store however is 
endeavouring to provide most of the material require
ments and some of the services demanded by its cus
tomers. It therefore has to study much more closelv 
the effect of the sales of one type of merchandise on that~£ 
competing, associated, or quite different merch.andise.. 

• Fellow of the Institute ol Industrial Administra.tiaa. London. 
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The Objective 
The objective of the study was to determine ultimately 

how best to increase the sales of a Department Store. 
The intermediate steps which it was necessuy to take 



before the final objective could be realised are grouped as · sample is to be subjected. It appeared that in this case 
follows: 1,000 accounts would provide an adequate sample· how 

1. Describe the existing market statistically. could it be made a fair one? The Ledger Cards we~ kept 
2. Determine the potential market. alphabetically in trays of about 1,200 customers each. 
3. Determine the best methods of developing the Each tray divided into about 60 alphabetical sqb-divisions 

potential market by: of about 20 customers each, but these 20 were arranged 
a. Increasing sales to existi.Dg customers not alphabetically, but the oldest customers in front and 
b. Obtaining new customers the newest behind. 

4. Organise ~e recording of customers' purchases to If the accounts of the 1,200 customers in one tray had 
provide, in the most economical way, the in- been tak~n as a sample, this would have given all cus
formation as required by the results of 3 above. tomers whose names occurred in that part of the alphabet. 

'- The distribu.tion of names is far from random in England; 
had we for mstance chosen the 'IDa vies" tray, the geo
graphical sample would have been much too heavily 
weighted with customers from Wales. Again if the first 
10 accounts in each tray had been selected so as to cover a 
higher proportion of the alphabet, the sample would have 

SELECTING METHODS OF WORK 

Two main methods of collecting facts were available: 
the questionnaire method and house-to-house enquiry, 
i.e., direct contact with customer, or the analysis of the 
internal records of the business, which were in fact the 
resultant of the customer's habits. 

It was found that detailed records existed in the Ac- . 
counting and Despatch Departments of all purchases of 
over 100,000 customers per year. It was therefore de
cided to determine the existing market through the analy
sis of these figures rather than from any external field 
study. The problem immediately arose how to handle 
such a vast amount of material; this was further compli
cated by the fact that the uselessness of average figures 
had already been proved. The average customer might 
spend a certain amount a year divided up in a certain pro
portion between different merchandise groups, but this 
was a purely statistical person, and there was strong rea
son to suppose that there were few of these statistically 
average customers. In fact for every general figure the 
variations from the mean were so considerable that no 

_plan of action could be based on the average customer. 
It therefore appeared necessary to group customers ac
cording to their different behaviours, and this implied a . 
detailed study of all the material. 

It was decided to apply the most up-to-date sampling 
methods, and for this purpOse a statistician was engaged 
with a special knowledge of sampling. . 

contained all the old accounts and none of the newer ones. 
The second error was. avoided by taking a ledger sub
division including therefore all old and new accounts as a 
unit and the first error by taking a predetermined propor- · 
tion of these subdivisions . throughout ow: accounts. 
Each part of the alphabet had then an equal chance of 
being included in the sample. 

Once the sample was selected the analysis was made on 
punched cards and provided part. of the information for 
the statistical description of the existing market. ·· 

Statistical Des~rfption of Ex~sting ~arket 
The statisti~l description· of. the market was first of 

all defined to include the following: · · 
a. The types of customers and their habits in general. 
b. The buying habits of customers, i.e., how and when 

they buy. 
c. The merchandise requirements of customers, i.e., 

.what they actually buy. . . . . . . 
The question of why customers buy was not considered, 

as this involved profound psychological studies right be
yond the scope of the present inquiry; the l>ractical utility 
to which the investigations must lead was always kept well 
in the foreground. The following were some of the points 
on which definite and measurable information was ob-
tained: ' 

It was early realised that certain information, notably 
the determination of customers' income and the calcula
tion of the potential new customers, could best be obtained 
through a detailed survey of a small geographical area, 
and therefore the picture of the existing market was gradu-
ally filled in through two concurrent lines of investigation: A. GENERAL HABITS 

The first, the general habits of customers, taken from a 1. The geographical extent of the market, e.g.·, what per• 
sample of aU customers' accounts, deliveries, etc., and the centage of customers and trade ·came from Town, Subur-L 
second, the particular habits of all customers in a specially ban, and Country districts? . . · . 
selected area. It did not matter that the area selected 2. The trading groups of cuslomers: what proportion of 
was not in every way representative of the hunc4'eds of customers-spent over £20, over £50, over £100 a year at 
other similar sized areas comprising the Store's complete the Store? This showed where the business mainly came 
market, because the habits of the various income classes from; was it from a relatively small number of people who 
of customers {which was one object of the selected area spent a great deal at the Store, or from a large number of 
investigation) were not likely to vary appreciably from people each spending a little? General habits 1 and. 2 
district to district. · indicated what was the backbone of the business, both m 

An indication of the sampling problems appears from the number of customers and in trade, and therefore in what 
analysis of Ledger Accounts. In the first place a suffi- directions further detailed study would be most profit
cient number of accounts had to be selected so that when able. 
they were classified into various groups there should be 3. The susceptibility of customers lo competition: what.· 
enough in each group to ensure a fairly high precision. _ percentage of income customers spent at the Store and ho.w 
It is important to realise that an adequate sample is not a far this accounted for all of their expenditure on certain 
certain percentage of the total, but consists in the size of items, and how far they must be buying elsewhere when 
the sample itself, in view of the. analysis to which the they might quite well buy at the Store (this was deter· 
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For unknown customers certain general indications are 
available from the income class habits. For instance the 

· highest income class showed a strong preference over 
other income classes for the "Service" departments and 
therefore in developing the new market among this' class 
of customer an approach from the service rather than the 
merchandise angle was clearly indicated. 

CONTROLLED EXPEJUMENTS 

Having in this way determined from the statistical 
analyses the possible methods of developing the potential 
market, the next step was to test out the best methods of 
making this approach and it was decided to carry out a 
series of "Controlled Experiments." The method was 
to take a certain group of persons with the same charac
teristics, to divide them into two halves, to experiment 
with certain publicity on one half and then measure the 
results by following closely the trade of each section, using 
one half of the group as a control over the other. These 
"Controlled Experiments" required as much careful 
thought in the planning, preparation, and execution as 
had been required in the statistical work in determining 
what was a sufficient and unbiased sample. The experi-

•ments were designed so as to provide a test of the signifi
cance of the observed differences between customers who 
had been treated in different ways. Evidently purely 
random differences could be expected so that at the same 
time as a control was provided, it was also necessary to 
provide a basis for estimating these random variations in 
order to see whether the difference between the treatment 
and the control was significant. The experiment was 
always carried out on a small scale, for it was clearly un
wise to operate on a large scale until the facts had been 
discovered which would prove what would be the result 
of a certain line of procedure. 

In the main the "Controlled Experiment" technique 
was found to be applicable to three different types of 
problem: 

a. To settle questions which apparently could not be 
solved by internal analysis, e.g., to what extent 
does food purchasing increase non-food pur
chasing? 

b.· To determine the results to be obtained from cer
tain sales promotional approaches which sug
gested themselves from the statistical analysis, 
e.g., what would be the result of selling to sub
standard customers in each income class the 
goods or services especially favoured by that 
class? 

c. To determine the optimum method for a certain 
sales promotional approach, e.g., newspaper 
versus direct mail advertising. 

A particular example of the controlled experiment tech
nique is the following: It was required to measure the 
result of sending catalogues to persons who were not cus
tomers. Certain streets were selected each representing 
a different income class of inhabitant. All known cus
tomers were struck out, and of the remainder half the 

inhabitants in each selected street were circularised and 
half were not circularised. Subsequent purchases of 
both these halves were then recorded and analysed, and 
the extra sales recorded by those who had been cir
cularised over those who had not been circularised weie 
taken as the measure of the return to be expected from 
this type of direct mail approach to potential customers 
By this method the concurrent effect of other facto~ 
such as general store advertising had been removed. 

Compilation of Sales Records 

While the present studies which form the basis of this 
report are not yet complete and therefore the final stage 
of developing the most economical method of recording 
sales has not been determined, some indication of this 
final stage is necessary so as to show the scope of the prob
lem and the dev~lopments which will follow the solution. 
Once all the necessary "Controlled Experiments" have 
been completed it can be determined what forms of 
publicity are to be used and hence what records of cus
tomers' purchases are required to provide the neces
sary information for the Advertising Department. In 
so far as advertising is to be general, e.g., newspaper, no 
records of individual customer's purchases are required; 

· the problems involved in direct mail advertising are much 
more difficult. In the main they can be reduced to this: 
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To what extent does increasing directness lead to better 
returns? A letter selling, for instance, u 8 guinea light · 
overcoat to men could be sent: · 

a. To all men customers of the Store 
b. As a. but whose known habits indicate that they 

would buy a coat at that price 
c. As b. but who are known not to have bought an 

overcoat at the Store for two years 
d. As c. but who have not bought a light overcoat 

for two years. r \ 

The returns on the same letter obviously would be least 
for a. and greatest for d. as the selectivity becomes 
greater. However the increased refurns from d. have to 
be balanced against the difficulty and cost of obtaining the 
information. The balance point will be decided for 
different types of merchandise in :the course of the "Con·· 

·trolled Experiments," and it will be known to what ex.:. 
tent a selective record of merchandise sold to each cus
tomer will have to be kept, and whether by merchandise 
groups, or by department, or even by type of merchandise 
bought. With this information settled, the' Office Man
ager can determine the best and ~ost economical methods 
of recording and selecting the required information, Le., 
whether this should be done centrally or departmentally, 
on addressing stencils, or on a visible card index, or on 
punched cards. Up to the present, records of customers' 
purchases for publicity purposes have been empirical and 
sometimes provide information which cannot be used, 
and at other times fail to provide the exact information 
required for a particular direct mail campaign. 



The Merits of Selective Selling 
WROE AlDERSON* 

SL~Y 

The term selective selling denotes an approach to marketing which reflects a special 
viewpoint concerning the nature of the marketing process. The theory of the selective 
market differs from other views in emphasizing the gradations in the several marketing 
factors which call for selective adaptation between segments of supply and segments of 
demand. It takes accmmt of selective factors in products which determine the nature 
of the demand for each product; the selective factors in demand which determine the 
responsiveness to products and sales appeal in general; and the selective factors in alterna
tive selling methods which predetermine their suitability for various sales tasks.. 

Among leading views of the nature of the marketing p~ the selective 'iew is the 
only one which offers substantial justification for aggres.siYe sales promo~ including 
advertis.ing. Under this view the selling function is fully justified both from the stand
point of individual management and of the total economic welfare. In so far as manage
ment can improve the profit showing of an enterprise by analysis and planning, its 
opporttmity lies chiefly in the application of the principles of selective selling. 

A knowledoae of the natural market for a product, of the degree of responsiveness of 
that market to various factors of sales appeal such as price and advertising, and the rela
tive effectiveness of alternative sales methods and tools as applied to the task at hand are 
essentials for any sound marketing program. By taking account of such facts, the gh-en 
enterprise concentrates its efforts against that part of the potential volume which it can 
handle profitably, leaving to others that part of the business for which they may be 
better equipped. This reasoning applies to the extent of a sales territory, the range of 
products handled, and the type of customers served. 

The total economic welfare is promoted by selective selling because it tends to keep each 
enterprise at work on the tasks to which it is best adapted. It reveals the inner consist
ency between the ideals of orderly marketing and the maintenance of competition in the 
type of markets in which business is actually conducted today. · 

n body of principles known as selective selling 
based upon one of the three fundamental ways 

looking at a market. These three viewpoints 
merit the designation of theories of marketing. They 
may be distinguished by the nature of the market as .. 
their proponents see it. The three types of markets con
templated by the three versions of marketing theory 
are: 

The Random Mar:ket 
The Mass Market 
The Selective Market 

other or that buyeJS will show any preference for partic
ular suppliers. 

Each seller who sells at the market price will automatic
caDy secure his share of the market but without establish
ing permanent connections with any segment of the 
ma.det. He may sell to one group of customers one day, 
and to another group another day on a purdy random 
basis. Troly, the selection of customers might well be 
left to chance if there were indeed no rational basis for 
choice. 

In such a theory of marketing there is little justiiication 
either socially or from the standpoint of man.agement for 
any expenditure of money oc effort in sales promotion. 
From the management standpoint such expenditures are 
unnecessary since the finn merely needs to meet the going 
price to get its share of the bnsiDf'SS From the stand
point of the total economic welfare, sales promotion repre
sents an additional and tmnecrssary cost 1rb.ich merely 
places a burden on the free exchange of goods which wonld 
otherwise take place. 

This is a brief outline of the theoretical basis on which 
some economists question the economic function and value 
of advertising or any form of sales promotion. 

mE mEOltY OP mE 11..-\SS liLUtXET 

The market as seen by economic theory in its simplest 
and most abstract form may be described as the random 
market. Under this view, price is the principal consider
ation controlling the movement of goods. The theory 
assumes a great number of sellers making the same iden
tical product and a great number of buyeiS manifesting 
an identical type of demand for this product. Price 
reduction will stimulate an increased demand and price 
increases will restrict demand. Whatever the price 
:level there is no theoretical reason to assume that a seller 
will prefer one set of prospective customeis against an-

The concept of the mass market is in many respects 
• Dmsioo of Coumw::tcial :R.c:sarcla. Curtis Pnblishinc Campaoy. similar to the concept of the random market which bas 

Philaddpbia, Pa.., U. S. A. just been discussed The proponents of the mass 
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market minimize any elements of selectivity as concerns 
either buyers or sellers which might occasion one segment 
of supply to be paired off regularly against a given seg-
ment of demand. , · 

The theory of the ma.Ss market yields little social just
ification for aggressive sales effort. The claim that it 
aggregates sales volume to the point which makes possible 
mass production will not stand up if all competitors fol
low the same plan and thus mutually nullify the drive for 
greater volume. The mass market group, however, does 
seek to justify sales promotion from the standpoint of. 
management. They contend that it is possible for a firm 
to establish a consumer preference for its particular prod
ucts by carrying on a continuous and general sales pressure 
against the market. The objective which they picture 
is to overwhelm competition by the sheer volume of 
advertising and other types of sales promotion directed 
against all classes of people who could conceivably pur
chase the product. 

Some of the proponents of the mass market idea are 
continually repeating the statement Markets are People. 
Judging by the marketing programs which they advocate, 
they appear to interpret this statement to mean that one 
person or family is just as good a market as another, at 
least for the great majority of products, regardless of such 
selective factors as differences in income. 

THE THEORY OJ!' THE SELECTIVE l!.ARKET 

The theory of the selective market is diret:tly opposed 
to the principal contentions of those who are proponents 
of either the random market or the mass market. It 
starts from the assumption that there are significant fac.:. 
tors of selectivity on both the supply side and the demand 
side. That is to say, there are selective factors among 
products which render them suitable for particular classes 
of people and there are selective factors among consumers 
that make them better prospects for commodities in gen-
eral. · 

Thus, there is a natural and regular pairing of a par
ticular segment of supply against a co~esponding segment 
of demand. The process of facilitating the most suitable 
pairings of products and people is what is known as selec
tive selling. The principle of selectivity is as fundamental 
to marketing theory as the principle of price equilibrium is 
to economic theory. This principle is the very foundation 
of the faith of the marketing specialist that he can con
tribute to orderly marketing by careful analysis of the 
marketing process. 

The principles of selective selling cover the proper 
choice of selling methods, of distribution channels and of 
advertising media for the purpose of bringing the right 
product into the hands of the right consumer at the low
est possible cost. Through the application of these prin
ciples the theory of the selective market offe:rs ample 
justification for the function of advertising and sales 
promotion from th!il standpoint both of management and 
of the total economic welfare. 

The Selectivity of Products 

Products in their very nature have characteristics that 
select out part of the broader potential market as their 
regular customers. Among the principal selective fac
tors in products are price, quality, and special product 

features. The element of selectivity residing in the re
tail price for a product is perhaps the one which is most 
generally recognized and admitted. 

The question concerning selectivity is seldom raised 
with regard to a high-priced automobile ·or expensive 
jewelry and clothing. The restriction of the market for 
such products chiefly to persons of some means is readily 
granted. It is generally overlooked, however, that a 
difference of a few cents in price may become a very potent 
sefective factor in the case of packaged drugs and grocery 
products. This principle was well illustrated by a recent 
study made by The Curtis Publishing Company which 
revealed a :fixed'lllarket pattern for such products, varying 
greatly between items in the same class even when the 
price differential was as little as two cents per package. 

· Either high or low quality in a product operates as a 
selective factor. The quality of the product may be so 
high that only buyers at the upper end of the scale have 
sufficient experience and discrimination to appreciate it 
and to be willing to pay the differential in price which 
high quality may carry with it. A product of inferior 
quality will similarly select out a market toward the lower 
end of the scale where the buyers are less conscious of its 
defects and less able to pay for superior products of es-
tablished merit.· · ' 

Finally, a product may have special utility features 
which make it particularly acceptable to consumers with 
one set of requirements but quite unacceptable to others 
demanding the same general class of product but differing 
considerably in its detailed specifications.· ·Thus, ease of 
handling might offer a special appeal in selling an auto
mobile to women while other classes -of buyers might be 
more interested in reserve power or ·other mechanical , 
features. . · · · . · . 

The Curtis study referred to above indicates that it 
might be possible to d,escribe in advance the pattern of the 
market open to a new product on the basis of its selective 
factors of price, quality, and special features. 
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Selectivity of the Market 

Various sections of the market are as clearly differen
tiated and distinguished as are competing products. 
The selectivity of the market means that one section of the 
market may offer a more favorable opportunity for prod
ucts in general. The principal selective factors in the 
market are income level, present ownership of durable 
goods, and special consuming requirements. · A vast 
body of evidence has been gathered to show the selective 
-influence of income level. The most recent contributions 
are the reports of the Consumer Purchase Survey which 
has been carried on under the auspices of the Federal 
government. These studies show that there is a distinc
tive consumption pattern characteristic of families at 
each income level. It is apparent that income level is by 
far the most important factor in determining consumption 
pattern. Tabulations which have been made on the 
basis of other factors such as occupation show that such 
factors ·have a relatively unimportant effect upon the 
pattern of expenditures. The study confirms previous 
:findings that magazine reading habits offer one of the best 
indexes to the selective levels of income and discrimina-
tion which deterinine expenditure patterns. . 

Ownership of durable goods operates as a selective 



factor in a number of ways in determining the purchase of 
other goods. Ownership of an automobile, for example, 
calls for the purchase of gas, oil and tires. Home owner
ship leads to the purchase of paint, air conditioning equip
ment, oil burners and other types of appliances and 
furnishings which would not usually be purchased by fam
ilies living in rented quarters. 

The purchase of a new item of the durable type may be 
determined by the question of whether it fits in with prod
ucts that are already owned. Thus, the owner of an efec
tric washing machine might be more inclined to buy an 
electric ironer than one who did not own the washing 
machine. A woman's coat or a pair of shoes tends to be 
selected with reference to how well it fits in with the rest 
of her wardrobe. Purchase of a given type of article for 
one child in the family may determine the purchase of a 
similar item for another child. Draperies, rugs, and ar
ticles of furniture are purchased to harmonize with each 
other whether the items are purchased all at once or one 
at a time. 

Ownership of a durable item is also a selective factor 
in that it divides prospective customers into replacement 
prospects and new prospects. The market possibilities 
and appropriate sales methods may be of quite a different 
order for these two classes in selling some typeS of prod
ucts. 

The special consuming requirements of the user are a 
seleetive factor parallel to the special utility features of the 
products discussed above. Individual requirements will 
vary according to size, color preferences and style con
sciousness in clothing, with size of family and the charac
ter of living quarters in the case of furniture and house
hold -appliances. Even the purchasers of a packaged 
product like toothpaste divide up into those who have 
special interest in such varied problems as film on the 
teeth, acid mouth, etc., just as producers divide up ac
cording to ways in which they stress these special needs 
in their product formulas and their promotion. 

The Function of Selective Selling 

It has been said that the function of selective selling 
is to bring together that segment of supply and that seg
ment of demand which are best adapted to each other. 
It takes full acount of such elements as quality which 
predetermine the market for a product and such elements 
as income levels which predetermine the acceptance of 
consumers for products in general. It offers a full jus
tification for the function of advertising and selling as the 
means of bringing about the most satisfactory working 
adjustment between supply and demand. 

Seen from the viewpoint of supply, selective selling is a 
means of bringing about the most suitable utilization of 
productive resources by finding for each plant the job 
which it is best equipped to do and enabling management 
to plan its operations efficiently in doing that particular 
job. 

Seen from the standpoint of demand, selective selling 
helps the consumer to achieve the greatest degree of 
satisfaction by finding the right product at the right price. 
As the marketing process is now organized the consumer's 
opportunity for efficient buying lies chiefly in the choice 
of the products which are offered to him. Under the 
policy of selective selling, advertising and sales promotion 
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perform the function of putting before the consumer the 
varying claims of all the products which are likely to merit 
his attention. Thus, buying choices can be made with a 
minimum of effort and a maximum of satisfaction in the 
goods purchased. Selective selling naturally apportions 
sales effort to the range of choice which each group of 
customers has an opportuity to exercise. The range of 
choice is much narrower, for example, in some of the low 
income groups reported upon in the Consumer Purchase 
Survey, where one hundred and one per cent expended 
must be spent for the two items of food and housing than 
in the case of higher income groups where these two clas
ses of expenditure absorb only one-fifth of the total an
nual income. 

From the standpoint of management, selective selling 
is fully justified on the basis of profit results. Since 
selective selling means the adaptation of supply and de
mand to each other, those who perform this adaptation 
effectively are entitled to the profits of adaptation. The 
term "profits of adaptation" includes but is broader than 
the profits of efficiency. It implies picking out the right 
job for the firm to do and picking the right people for it 
to serve in addition to performing those tasks efficiently 
once they are settled upon. 

The Selection of Selling Methods 

Selective selling undertakes to find the most effective 
and most economical means of bringing the right product 
and the right customer together. While the sales func
tion must be performed, it can be performed in a variety 
of ways. 

There are many tools of selling which are being used in 
varying degrees by different kinds of industries and busi
ness enterprises. National advertising is one of the few 
inventions in the selling field which is similar in its con
sequences to such inventions as the steam engine and elec
tric motor in the production field. It is a device for large 
scale selling wherein many industries have found a means 
of performing the sales job which is more effective and 
more economical than by relying solely on the handicraft 
stage of selling represented by personal salesmanship. 

There are a number of instruments of selling and most 
firms use two or more of these sales tools in varying pro
portions. Among these are personal salesmen calling 
regularly on customers of the firm, missionary salesmen 
calling on the customer's customers and turning over 
orders to him, demonstrators seeking to arouse interest 
on the part of consumers and the trade, display material 
and various kinds of point-of-sale devices for assisting in 
the merchandising of the product, and-of particular in
terest -recently-price maintenance contracts or other 
means of insuring satisfactory profits for dealers and dis
tributors and thus enlisting their full cooperation. 

Where two or more of these means of selling are in use, 
one of which is advertising, there are two admonitions 
concerning sales policy which ordinarily will be valid. 

First, perform as much of the sales function as possible 
by means of advertising, since it is the only available sales 
tool which offers large-scale economies in selling similar 
to the economies of mass production. 

Secondly, coordinate all other forms of selling effort 
with advertising and with each other to achieve the maxi
mum effectiveness for the total sales expenditure. 



The Selection of Distribution Channels 

The selection of retailers and wholesalers for handling a 
product is a major aspect of the problem of selective 
selling. Suitability of dealers and distributors may be 
judged by the kinds of goods they are now carrying, their 
geographic location, the volume of business they now do 
and the volume of purchases which can be anticipated 
from them in the future, their credit standing, their re
quirements for special services which may increase the. 
cost of selling to them, and the elements of sales power· 
which may make them particularly valuable for the manu
facturer in developing the market for his products. 

Many studies of this aspect of selective selling have 
been made by a number of public and private agencies. 
Among these are the distn'bution cost Studies conducted 
by the United States Department of Commerce on such 
varied lines as drugs, groceries, paints, hardware, dry 
goods, electrical goods, confectionery, etc. An increasing 
number of private enterprises are carrying on similar 
analyses, in some instances to facilitate compliance with 
such new laws as the Robinson-Patman Act, but in others, 
out of the more fundamental desire for a reasoned basis 
for sales policy. The purpose of such studies is to locate 
the point of diminishing or disappearing returns in sales 
promotion. It shows the wholesaler the profitable point 
at which to stop in extending his sales territory, there
tailer where to stop in increasing the size and variety of 
his inventory, the manufacturer where to stop in taking 
on new kinds of distributors or new types of advertising 
or promotional expenditures. 

Many other factors such as the size of the order, the 
rate of turnover, the relative ease of selling well-known 

· and unknown products have been investigated in studies 
of this type, and the results have offered growing sub
stantiation for the selective selling viewpoint. 

The Selection of Advertising Media 

One of the more difficult elements in a selective selling 
program is the selection of advertising media, because of 
the problem which sellers face in evaluating the relative 
merits of media. There are a great many aspects of this 
problem, but three of major importance may be singled 
out. These involve the kind of people reached by a 
medium, its advertising effectiveness with the people it 
reaches, and the cost of reaching these people. 

Circulation facts are DOW pretty generally available . 
for most types of media. Even in such a new field as 
radio there has been some recent progress. Possibly the 
most comprehensive and continuous analysis of the char
acter of cirulation is that which has been carried on for 
years by leading magazine publishers. 

The advertising effectiveness of a medium covers a 
number of factors including the degree of faith which 
readers place in its editorial columns, whether or not the 
advertising intrudes upon their attention in such a way 
as to annoy or antagonize them and whether it fits in 
with their established shopping and buying habits. In 
this latter connection the major magazines undoubtedly 
offer an important advantage in giving the reader a chance 
,to "shop" the ads on a comparative basis before shopping 
the stores where this type of merchandise is carried. 
Thus, when the new models of automobiles are brought 

out each year, the prospective purchaser may find most 
of the makes pictured and described within one or a few 
issues of The Saturday Evening Post. . 

The cost of reaching prospects can be rather definitely 
calculated in the case of magazines on the basis of page 
rates and circulation figures plus a knowledge of the char
acter of the circulation on which to base an estimate of 
the percentage of readers who are likely to be prospects 
for the particular product. . 

Trends Meeting Selective Selling 

There are basic changes going on in the nature of mar
kets which affect seleCtive selling and its merits as a basic 
program for a typical producer and seller. The most 
basic of these trends is one which has moved at an ac
celerating pace ever since the Industrial Revolution. It 
is the trend away from a raw material economy toward one 
based on finished and fabricated products. At the time 
when Adam Smith was setting down his analysis of the 
market mechanism, raw materials were the chief items 
bought and sold, and the concept of the random market 
had much more validity than it has today. 1 

In a constantly increasing degree, mOdem markets are 
dominated by highly fabricated goods designed to offer the 
consumer some specific type of satisfaction. These 
types of goods need to be explained and demonstrated to 
the consumer and kept· constantly before the attention 
of the buying public if each product iS io find the place 
it deserves in the market 1\Dd if ali products together are 
to stimulate consumers to strive toward a constantly im-
proving standard of living~ . 

Evidences have been accumulating that as our economic 
life becomes more complex it also becomes more unstable. 
The instability of purchasing power which has marked the 
histocy of the past ten years indicates that more than 
ever the seller should consider the merits of tying his 
product and his brand name to those elements of the 
population enjoying' the greatest economic security and 
stability of income. 

The organized consumer movement has been inaking 
very important strides in recent years. To the extent 
that sellers are obliged to sell against the criticism and 
objection of such organized groups, sound selective meth
ods are becoming more and more imperative. Increased 
critical awareness on the part of the consumer may oblige 
advertisers to tell more comprehensive and fundamental 
stories about their products and to seek media wherein 
the newer type of message might be heeded and under
stood. 

In the same way, organized pressure of retailers and 
wholesalers, particularly in lines like drugs and groceries, 
is placing restrictions upon the adve!'lising and pro
motional methods open to the advertiser. In the long 
run he is likely to be obliged to secure an increased ad
vertising effectiveness with the same or a somewhat smal
ler advertising budget because of the guarantees against 
operating losses on his products which he is being called 
upon to give to the wholesaler and the retailer. Appar
ently the only answer to this problem will lie in a much 
greater selectiveness in the choice of sales methods and 
advertising media. 

Thus, all the elements of the questions of selective 
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selling are being affected by change. New product pos
sibilities, new attitudes in the minds of people, new con
ditions in the distribution channels through which people 
and products are brought together move in upon us 
swiftly. Increasing complexity of marketing conditions 
and the increasing rate of change render the selective 
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principle more difficult of application, but at the same 
time render it more imperative. Selective selling offers 
the only sure guide to the marketing executive for making 
the day to day adjustments to changing needs. Rational 
selection is the principle of order underlying all prospects 
for change in a progressive direction. 



Scientific Determination of Regional Sales Potentials 
L D. H. WELD* 

SUMMARY 

The two principal objects of measuring sales potentials are as follows: First to 
determine where sales are strong or weak in comparison with total sales possibilities, ~nd 
second, to furnish a basis for the establishment of sales quotas. · Collateral objectives are 
to permit the proper allocation of sales and advertising effort in each section of the countrv 
and to aid in the laying out of sales districts ·and salesmen's territories. • 

It is obvious that sales potentials should be measured with as high a degree of accuracy 
as possible to accomplish these purposes. Experience with many companies convinces 
the writer that very few companies use really scientific methods; Many of the methods · 
in use are based on guess-work and are decidedly crude. · · 

A scientific approach to this problem is found by !LPPlying the statistical method 
known as "correlation." By means of this method, various factors are found which 
correlate with the sales of the product being studied. These are combined.by multiple 
correlation, and experience over the past eight year~ has proved that this method yields 
sufficiently accurate results for all practical purposes. . . _ 

The results can not be applied with mathematical exactness because there are such 
things as competition and current changes in business conditions which must be taken 
into account. So far as business conditions are concerned, the regional trade barometers, 
developed by the writer and published in Dun's Revi~w, are helpful. 

EVERY distributor of goods attempts to appraise 
either consciously or unconsciously the possible sale 
of his products in different parts of his market. 

The distributor may be an exporter, in which case he is . 
concerned with the possible consumption of his goods in 
different countries; or he may be concerned principally 

_with distribution within his own country, in which case he 
is interested in the sales potentials of different sections or 
sales territories within his country; or he may be a dis
tributor of commodities within a large city, in which case 

· he divides the city into small districts and tries to evaluate 
the potential market in each. · · 

As for the international distributor, the writer is not 
aware of any scientific methods that have been developed 
in measuring the potential market in different countries, 
although this can and has been done to a certain extent 
by gathering figures on population, national income, 
income per capita, and other measures of consumer buying 
power, such as automobile registrations, number of radio 
sets, etc. The market for industrial goods can be meas-, 
ured by the volume of output in various industries where 
such statistics are available. Necessarily, import duties, 
import quotas, competition of other countries, freight 
rates, etc. have to be taken into consideration. -

The most important application of scientifically deter
mining sales potentials is within a single country, where a 
manufacturer wants to develop each part of his market as 
intensively as sales opportunities permit. To accomplish 
this rationally, it is necessary for him to measure sales 
potentials in different sections of his country as accurately 
as possible. The two principal objects of measuring 
sales potentials may be stated as follows: First, to 
determine where his sales are strong or weak in comparison 
with total sales possibilities, and second, to furnish a 

• Director of Research, McCann, Erickson, Inc., New York City, 
U. S. A.; Member of Committee on Distribution, Seventh Inter
national Management Congress. 

basis for the establishment of sales q~otas. Collateral 
advantages of measuring sales poten~ are that they' 
enable him to allocate the proper amount of sales and 
advertising effort in each section of the country, and 
that they help him in laying out sales districts and 
salesmen's territories. · ' i -

·A good illustration of the practical value of sales poten
tials was furnished recently by a company that distributes 
goods in all parts of the United States. It seems that the 
district manager on the Pacific Coast was particularly 
successful in building up a large volume of sales. . 1he 
executives in the East were so impressed thil.t they brought 
the district manager to the home office to become general 
sales' manager. Shortly afterwards, tlie writer had 
occasion to make a scientific study of the pote~tial market 
for the 'products sold by this company~ and it was found 
that the sales possibilities were , much higher on the 
Pacific Coast than in other sections. It was also found 
'that the district manager's accomplishmen~ on the Coast 
were no better than those of certain other district managers 
in other parts of the country, when accomplishment was 
measured against sales possibilities. This particular man 
did not tum out to be a success as national sales manager 
and was relieved of his position within a year.·. · · 

In spite of the importance of measuring sales 'potentials· 
with a fair degree of accuracy, it is really surprising how 
few business houses have developed sound and scientific 
methods for this purpose. A few months ago the adver
tising magazine, Printers' Ink, made a little study of the 
methods used by various companies in measuring terri
torial sales potentials. , Only 35 "leading national adver
tisers" were covered in this study, but there were 13 who 
were measuring their potentials and quotas either wholly . 
or largely on past sales. The weakness of this methcx;l 
will be pointed out below. Many of the others used 
some single index of general buying power, and only a 
few had made any effort to discover and to combine 
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factors which really measure the markets for their par
ticular products. 

several that have been in use, such as magazine circulation, 
income tax returns, total retail sales, and various special 
indexes that have been made up by individual companies. 
The trouble with this method is that it fails to recognize 
that in the case of most commodities there are special 
factors, such as climate, percentage of foreign-hom, and 
many others, that affect the sale of a particular product. 
For example, buying power alone does not measure the 
market in the United States for snow shoes or for woolen 

Although this was a very small sample, the writer 
believes that the answers are fairly typical of business 
houses in general. In these days when there is so much 
emphasis on distribution and when so many companies 
are striving to improve their selling methods, it is a sur
prising fact that so many of them cling to crude methods 
of measuring sales possibilities in different parts of the 
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country. The commonest methods in use, all of which underwear. Climate is an all-important factor in these 
have their shortcomings, are as follows: cases. 

Past sales A few companies have realized this difficulty and have 
A single index of general buying power tried to select factors which would measure the market 
Combination of factors, obtained by guess-work, for their particular commodities. But they have guessed 

which are supposed to measure the market for the at these factors rather than determining them scientific
particular product studied. ally. They guess, for example, that number of automobile 

As for using past sales (the commonest method in use), registrations, percentage of people living in cities under 
it is obvious that these indicate only what sales have 100,000 population, and number of income tax returns, 
been and not what they ought to be. It is very common ought to furnish a good measure of their market. They 
for a company to be strong in certain sections of the proceed to figure the per cent of United States total in 
country and to be weak in others. Comparison with past each territory for each of these factors and then average 
sales does not bring this out. There must be some these percentages. Sometimes they arbitrarily assign 
yardstick of sales possibilities with which to compare past weights to the different factors.· 
sales in order to find out whether sales are really strong The trouble with this method is that by guessing at the 
or weak. factors they are likely to include some which really do not 

As for a single index of general buying power, there are measure the market for their products. By arbitrarily 
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assigning weights they are giving some factors too much 
importance, and others too little. By averaging percent
ages they are giving too much importance to the mere · 
fact of population, which is present in all factors. This 
difficulty can be overcome by using a technique wherein 
per capita figures are employed. 

In order to overcome these difficulties, the writer devel
oped many years ago the correlation method for the 
measurement of- sales potentials. The object was to 
take the guess-work out of the selection of factors and 
out of the weights to be given to the various factors 
in combining them. The word "correlation" simply 
refers to the degree of correspondence between two sets 
of data. As a statistical device the correlation method 

so as to get rid of the population factor. Various indi
vidual factors are then tried out against this basic series. 
This is a matter of exploration. When three or four fac .. 
tors have been discovered, which show a close enough. 
correlation with the basic series, these are. then combined. · 
by multiple correlation so as to give a measure of the. 
potential market in different sections of the country. . 

A specific example will make clear the operation of this 
method. Certain manufacturers of office equipment 
wanted an index by counties for the United States, SO, 

·that they could determine potentials and quotas for their 
own individual sales districts. In the first place,. we 
obtained from five representative companies their sales 
broken doWI;l into 30 . n;1ajor districts into which the 
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furnishes a formula that measures the degree of corre
spondence between "two variables and also furnishes a 
method for combining factors so that each automatically 
is given its proper weight in the final result. This method 
which was developed by statisticians many years ago, 
is treated in all standard books on statistics, and has 
been used successfully in studying economic, educational, 
biological, and other data. 

The procedure consists first of setting up a basic series 
by geographical areas made up of total industry sales 
(if they are available), or the past sales of the individual 
company being studied. If such a company has national 
distribution and has been in business for some years, 
these sales furnish a sufficiently accurate basis for selection 
of factors. All data are reduced to a per capita basis, 

17 

United States was divided. These were set up on a per 
capita basis, and then tests were made of various factors 
that we thought would most nearly correlate with this 
basic sales series. We tried out 10 or 12 different factors. 
Four were retained and the others were discarded. Chart 
1 shows one of these factors,-postal receipts compared 
with combined sales of the five large companies. ·It will 
be seen that there is a high degree of correlation between 
the two curves. The other three factors that were selected 
were bank deposits, business telephones, and value added 
by manufacture (from the Census of Manufactures). 
Each of these factors showed a high degree of correlation 
with the basic series. 

These four factors were then combined by the multiple 
correlation process and chart 2 shows the results. It will 



be seen that the c:ombination of these four factors so 
closely parallels sales that it could be used iii estimating 
what the total sales ought to be in any district in the 
United States. The equation developed in this process 
was then applied to county figures and the final job was 
turned over to the office equipment manufacturers in the 
form of a percentage of United States total for each of the 
3,000 counties in the country, worked out to four decimal 
places. Many of the best-known manufacturers of type
writers, adding machines, and other office equipment 
have been using these figures as a basis for their quotas 
for several years. 

There has been a different combination of factors 
found and used in connection with every commodity that 
the writer has studied. For example, for a certain toilet 
article, it was found that per capita buying power and 
factors measuring the dryness of climate gave an accurate 
picture of the potential market. In the case of a kitchen 
product, buying power, hardness of water, percentage 
of owned homes, and temperature, were combined.to give 
a geographical market picture, which has been used with 
great success as a basis for sales quotas by the company 
for whom this work was done. 

It must be eXplained that no method of measuring sales 
potentials, such as that described above, can be applied 
to a specific situation with mathematical accuracy. The 
method herein described merely furnishes a basic measure 
of sales potentials. It is necessary to use data that are 
at least one or two years old in setting up such a basic 
yardstick. In actually setting up quotas by districts, it 
is necessary to take other things into consideration, such as 
changes in business conditions, competition, and the 
amount of advertising and sales effort that is to be put 
into each section. There are also such things as floods, 
droughts, strikes, etc. that may affect sales in a given 
section over a considerable period. 

As for the effect of changes in business conditions, they 
vary substantially in one part of the country as compared 
with another. This has been especially true since the low 
point of the depression in 1933, and during the "recession" 
of 1937-38. 

There has never been an adequate measurement of 
these changes in different parts of the country until the 
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writer developed the system of regional trade barometers 
which are published from month to month by Dun and 
Bradstreet in Dun's Review. The country has been 
divided into 29 separate regions, in each of which economic 
conditions are fairly homogeneous. The monthly index 
for each region is made up of bank debits, department 
store sales, new car sales, and life insurance sales. A 
siiiillar index is constructed for the United States as a 
whole. Each series is corrected for seasonal variation 
and for number of working days in the month. 

These regional indexes are shown in Dun's Review in 
the form of 29 separate charts in each of which local 
business conditions are compared with business conditions 
in the United States as a whole. These regional barom
eters are not measures of industrial production, but 
measure the flow of trade into consumptive channels and 
hence furnish a good index of the changes in consumer 
buying power in each part of the country. 

Any single company by matching its own sales districts 
against the regional barometers described above, can 
determine how its sales have been progressing as compared 
with business conditions in each part of the country. 
Such a company may, for example, find that in the 
Chica~o district its sales have decreased 10 per cent, while 
business conditions in that district have improved by 10 
per cent. Something is wrong. Investigation can usually 
develop the reasons. A basis is furnished for determining 
new sales and advertising policies and for revising sales 
quotas. 

As for taking account of competition, this generally 
has to be done more or less arbitrarily, although it is 
sometimes possible to determine a statistical measurement 
of the degree of competition in each part of the country 
and to include it in the basic formula as determined by 
multiple correlation. 

Although it is not possible to obtain mathematical 
accuracy by the method described in this paper, the 
writer submits that this approach to the problem elim
inates guess work to a very large extent and furnishes 
results that have a high enough degree of accuracy for all 
practical purposes. Experience with many companies 
bears out this claim. 



Die Saisonschwankunge~ des Giiterbedarfes im 
Dienste der wissenschaftlichen Betriebsfiihru~g 

Dr. Oec. Publ. ARNOLD SCHAR* 

SUMMARY 

More useful solutions of social and economic problems have resulted with' a change that 
has taken place in our thinking with regard to the individual factors which, in combina
tion, go to make up such a problem. Formerly, the factors were regarded and treated 
as though they were in a state of equilibrium. We now regard the factors as variables
constantly in motion. Scientific Management has applied this principle in its analysis 
of the business cycle. 

When one is looking at a business cycle as a whole, the so-called seasonal fluctuations 
must be eliminated if the true course of the trend line is not to be obscuied. . On the 
other hand, it is precisely those fluctuations in the ~onthly figures of sales and produc-• 
tion that have particular value for Management. These seasonal fluctuations de
termine in large measure what deviations shall be made from the normal course of 
procedure. · . · 

If the head of an enterprise is efficient, he will try to limlt the effects of these seasonal 
fluctuations, or so shape the conduct of the enterprise as to permit it to derive the greatest 
amount of benefit and least amount of harm. To be in a position to do this, it is neces
sary to observe and interpret these seasonal fluctuations. 
· In the first diagram· are shown, for a distributive business, fluctuations in articles of 

daily use and those of a seasonal character. This diagram represents the expepence 
of the most important consumer cooperative society in Switzerland-The Co-operative 
of Basle. Another graph compares seasonal fluctuations in the different branches of 
the Co-operative department-store. The seasonal fluctuations .are represented for one 
year with, and for another year without, special occasions. By "special occasions'~ we 
mean unusual values, special discounts, or added measure, given, for example, during 
a clearance sale. 

Through the example cited, one sees that· special sales were regularly organiied, and 
that they were successful in increasing the volume of business during the dull season, 
especially during the month of January. Likewise, one can s~ that throughout the 
year fuller use was made of equipment and man-power. · 

Die Wirtschaft als Bewegungsbild 

VIELE Fortschritte auf dem Gebiete der Wissen
schaft stehen mit der Anderung in der Methode der 
Betrachtung in Verbindung. Einst ging man vom 

Gleichgewichtszustand, vom Feststehenden, aus. Jetzt 
steht die Bewegung im Mittelpunkt. Naturwissenschaft 
und Technik konnen in dieser Hinsicht von gewaltigen 
Erfolgen berichten. Von dieser Entwicklung wurde auch 
die Wirtschaftswissenschaft befruchtet. Sie war lange 
Zeit fast ausschliesslich die Lehre vom Gleichgewicht in 
der Wirtschaft. Man spricht von der statischen Betrach
tungsweise. Wir wissen heute, dass viele Fehlschliisse 
hierauf beruhen, denn die Wirtschaft ist nicht im Gleich
gewicht, sondem in st.indiger Bewegung. Das Bewe
gungsbild ergibt sich aus dem Wachstum der Bevolkerung, 
dem Fortschritt der Technik, den Wandlungen der Mode, 
der Eroberung und dem Verlust auswartiger Miirkte. 
Ein wirtschaftlicher Vorgang lost den andem ab. Der 
Verbrauch, die Umsatze, die Preise andem sich von Monat 
zu Monat, von Woche zu Woche und sogar t.iglich und 

• Chef de service de propagande de Ia Socii~ ginErale de Con
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stiindlich. Die Produktion und der Beschiiftigungsgrad. 
veriindem sich in kurzen Zeitraumen. 

1m Ablauf aller . wirtschaftlichen Ereignisse werden 
Bewegungen von einer gewissen Regelmiissigkeit fest
gestellt. Die Konlunkturforschung hat den Begriff des 
Wrrtschaftszyklus mit der Periode von Aufschwung, Krise, · 
Abstieg und Depression geb~det. Man spricht von 
kurzen und Iangen Wellen. Die "Saisonschwankungen," 
niimlich die Veranderungen im Verlaufe eines Jahres, 
werden als storend empfunden. Die bekannteste und 
wohl regelmiissigste Saisonschwankung ist die in den 
letzten Jahren bei allen Volkem verhangnisvolle Kurve 
der Arbeitslosigkeit, niimlich die Zunahme der Stellen~ 
suchenden im Herbst, die. im Januar den Hohepunkt 
erreicht, um dann gegen den Sommer zunehln:end abzu
fallen. Solche Saisonschwankungen werden bei der Kon
junkturbeobachtung nach den verschiedenen Berech
nungsmethoden ausgeschaltet. Gerade das, was hier als 
liistig betrachtet und ausgeschaltet wurde, erweist sic:h als 
wichtiges Untersuchungsobjekt der wissenschaftlichen 
BetriebsfUhrung. Es ist dies ahnlich wie auf manchen 
Gebieten der Technik, wo bei neuen Arbeitsprozessen 
Nebenprodukte zuerst als wertlos weggeworfen wurden, 
die sich spiiter-wie beispielsweise die Thomasscblacke 
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bei der Eisenverhiittung-als besonders wertvoll erweisen. 
Fiir die wissenschaftliche Betriebsfiihrung bildet die Er
fassung und Auswertung der Saisonschwankungen ein 
wertvolles Arbeitsgebiet,l Wrr zeigen dies am Beispiel 
der saison.miissigen Absatzschwankungen eines grosseren 
Verteilungsbetriebes. 

Die Saisonschwankungen in einem Verteil
ungsbetrieb (Konsumgenossenschaft) 

Es ist der Giiterbedarf, der durch Witterungsverhalt
nisse, Lebensgewohnheiten und gesellschaftliche Forder
ungen Jahresschwankungen besonderer Art unterworfen 
ist. Vor allem sind es die klimatischen Verhaltnisse, die 
den Ablauf in einen deutlich erkennbaren Rhythmus 
ordnen. 

A. VERGLEICH TAGUCHER BEDARF8- UND 

BEKLEIDUNGSARTIKEL 

Unsere.erste Graphik vergleicht die Absatzschwankun
gen tiiglicher Bedarfsartikel mit Bekleidungs- imd Haus-
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G:RAPHIX 1 

ratsartikeln. (Graphik 1.) Die Voraussetzung eines 
Vergleiches der heiden Kurven ist erfiillt, da in heiden 
Betrieben die gleichen Bevolkerungskreise ihren Bedarf 
decken.2 Die Umsatzschwankungen fiir beide Giiterkate-

I Der Verfasser dieses Beitrages hat die Frage einliisslich behan
delt: "Saisonschwankungen des Konsumgiiterbedarfes in einem 
genossenschaftlichen Betrieb," Schweiz. Konsumverein, 1933, Nr. 
36 und 37. Siehe auch die umfassende Publikation des deutschen 
Institutes fiir Konjunkturforschung, ''Die Umsatzschwankungen als 
Mittel der Betriebspolitik," Griinbaum, 1928, sowie die Mitteilungen 
der Forschungsstelle fiir Handel Nr. 4, 1931, Professor Julius Hirsch. 

I Die Ursprungswerte jedes Monats (Bareinnahmen) werden 
zuerst auf Tagesdurchschnitte umgerechnet, da die Anzahl der 
Verkaufstage in den einzelnen Monaten verschieden sind. Zur 
Berechnung der Saisonindizes, wie sie in den Graphiken dargestellt 
werden, gibt es verschiedene Methoden. Die einfachste ist die des 
Monatsdurchschnittsverfahrens, mit der wir uns hier begniigen. 
Sie besteht darin, die Ursprungswerte der verschiedenen Jahre 
monatsweise zu ermitteln. Die 12 Mittelwerte sind die Saisonzah
len. Die Saisonindexziffem ergeben sich aus den Saisonzahlen, 
indem diese auf den Jahresdurchschnitt als 100 bezogen werden. 
Bei der Bildung eines Indexes auf Grund der Angaben mehrerer 
Jahre werden am besten vereinzelte Extremwerte ausgeschaltet. 
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gorien zeigen einen gleich gerichteten Verlauf. Die Tief
punkte liegen im Januar und im Juli/ August, die Spitzen 
in den Monaten April/Mai und im Dezember. Die 
heiden Kurven unterscheiden sich aber betrachtlich durch 
den Umfang ihrer Ausschliige. Wahrend bei den tiiglichen 
Bedarfsartikeln Schwankungen von 12% his 15% um den 
Durchschnitt zu verzeichnen sind, machen sie auf Bek
leidungsartikel 45% his 65% aus. 

In der Bekleidungsbranche und besonders bei Mode
und Putzartikeln sind daher auch die Bedarfs- und 
Beschiiftigungsschwankungen gross. Der "toten" Saison 
im Januar und im Sommer steht der machtige Andrang im 
Friihjahr und im Herbst gegeniiber. Es sind dies die 
ausgesprochenen Saisongeschiifte. Die Schwankungen 
des Verbrauches bei tiiglichen Bedarfsartikeln sind um 
vieles kleiner als bei Bekleidungsartikeln. Daraus er
geben sich andere Moglichkeiten fiir die Betriebsfiihrung. 
Die heiden Kurven zeigen einen recht charakteristischen 
Verlauf. Die Betriebsleitung vermag durch regelmiissige 
Beobachtung dieser Za.hlen, wobei die Berechnung eines 
Indexes ein wertvolles technisches Hilfsmittel bildet, 
Abweichungen vom normalen oder geplanten Verkauf 
festzustellen. 

In unserem Beispiel a us der Bekleidungsbranche handelt 
es sich um ein neues Kaufhaus der grossten Schweizer 
Konsumgenossenschaft. Man wollte nach moglichst fort
schrittlichen, fiir den betreffenden Ort neuen Gesichts
punkten den Betrieb leiten. Dazu rechnete man auch 
die Gewahrung gleich giinstiger Verkaufsbedingungen 
wahrend des ganzen Jahres. Sogenannte Sonderverans
taltungen, wir Ausverkaufe, erhohte Rabatte und Riick
vergiitungen oder Vergiinstigungen anderer Art, wurden 
zuerst bewusst abgelehnt. 

Eine fortschrittliche Geschiiftsleitung musste vor allem 
am Tiefpunkt, wie er nach unserer Graphik besonders im 
Januar nach der Spitze im Dezember erreicht wird, 
Anstoss nehmen. Dies war die Veranlassung zur Ein
fiihrung besonderer Verkaufsveranstaltungen mit zeitlich 
beschrankten besonderen Vergiinstigungen, deren Form 
in diesem Zusammenhang nicht wesentlich ist . 

B. DIE SAISONSCHWANICUNGEN IN DEN RAYONS 

EINES KAUFHAUSES 

Unsere zweite Graphik vergleicht die Saisonschwank
ungen der einzelnen Abteilungen von zwei Jahren, wo
bei in einem Jahr Sonderveranstaltungen durchgefiihrt 
wurden. Die Zeitspanne der Sonderveranstaltungen ist 
durch Schraffur markiert. (Graphik 2.) Die \Sonder
veranstaltungen haben den Verlauf der Schwankungen 
bedeutend verandert. Dies gelangt besonders deutlich in 
den Monaten Januar und Februar zum Ausdruck. Ohne 
Sonderveranstaltung wird im Januar regelmassig ein Tief
punkt erreicht. Die Sonderveranstaltung im November 
bringt ebenfalls eine deutliche Verschiebung. Manche 
Weihnachtseinkaufe scheinen im voraus erfolgt zu sein. 

Auf H iite und M iitzen wirkt sich die Sonderveranstaltung 
im Januar weniger aus als bei den iibrigen Artikeln. Ein 
steiler Anstieg beginnt mit September, was mit dem 
Herbstbedarf zusammenhangt. Die normalerweise fest
stellbare Septemberspitze wird durch die Sonderverans
taltung auf den November verschoben. 

Schulu und Schirme erreichen ihren Hohepunkt regel
massig im Dezember. Durch die Sonderveranstaltung 



,erfolgt der Anstieg jedoch schon im November. Der 
Anstieg im September ist eine regelmlissige Erscheinung 
und ist ebenfalls mit der Eindeckung des Herbstbedarfes 
erklarlich. 

In M anufaklurwaren (besonders Stoffe, sowie Bett- und 
Tischwasche) entsteht im Januar und Februar eine ausser
gewohnlich hohe Spitze. Die Dezemberspitze wird auf 
den November verschoben. Es ist zu beachten, dass die 
Kurve der Manufakturwaren von den Bekleidungsartikeln 
bedeutend abweicht. FUr die Anschaffung von Braut
wli.sche und Neueinrichtungen hatte die Sonderveranstalt
ung eine besondere Anziehungskraft. 

Damenkleiderslojfe erreichen ihre Spitze normalerweise 
in den Friihjahrsmonaten April und Mai. Nach dem 
Rtickgang im Sommer wird eine weitere Spitze schon im 
Oktober und nicht etwa im Dezember erreicht. In den 
Monaten Oktober und November weiden am meisten 
Damenkleider hergestellt; fUr Weihnachtskaufe spielt der 
Artikel eine kleine Rolle. Der Tiefpunkt im Januar wird 
auch bier durch die Sonderveranstaltung ausgeglichen und 
ins Gegenteil verwandelt. Die Spitze des Oktobers wird 
auf den November verschoben. 

Bei Herren- utul Damenarlikeln handelt es sich vor allem 
um Bonneteriewaren. Die heiden Kurven nehmen einen 
ii.hnlichen Verlauf. In der machtigen Dezemberspitze, 
die mehr als eine Verdreifachung des Umsatzes bringt,, 
gelangt die Bedeutung der Artikel fUr Geschenkzwecke 
zum Ausdruck. Durch die Sonderveranstaltung im 
Januar wird der Umsatzsturz aufgehalten. Die Sonder
veranstaltung im November vermag die Dezemberspitze 
etwas zu kUrzen, die jedoch immer noch deutlich zum 
Ausdruck gelangt. Bei diesen Artikeln bringen die Son-

- derveranstaltungen mehr eine Verschiebung als eine ab
solute Umsatzzunahme. 

Herren- utul Damenkonfektion nehmen einen ii.hnlichen 
Verlauf. Der Hohepunkt j.n den Friihjahrsmonaten liegt 
im April und Mai, im Herbst vorwiegend im Oktober. 
Der Dezember weist hingegen einen Rtickgang auf, worin 
auch wieder zum Ausdruck gelangt, dass dieser Artikel 
fUr Geschenkzwecke keine Rolle spielt. Auch bier ver
mag die Sonderveranstaltung im Januar den Tiefpunkt zu 
beseitigen. Die Spitze wird bei Damenkonfektion, wie 
bei Damenkleiderstoffen, normalerweise schon im Oktober 
erreicht. Die Sonderveranstaltung brachte fUr den No
vember eine weitere Zunahme. Bei diesen Artikeln 
wirken sich die Sonderveranstaltungen besonders deut
lich aus. 

Das allgemeine Bild geht dahin, da.Ss durch die Sonder
veranstaltungen vorerst die Schwankungen verschoben 
werden. Das 'l'ief im Januar ist sogar vollstandig besei
tigt. · Das Ergebnis der Sonderveranstaltungen war aber 
doch, was bei dieser Darstellungsart zwar nicht gezeigt 
werden kann, dass sich eine Zunahme des Jahresumsatzes 
ergab. Die Beseitigung des Tiefpunktes im Januar er
folgte somit nicht einfach damit, dass dieser Tiefpunkt 
auf einen anderen Monat verschoben wurde. Die Aus
ntitzung der Verkaufseinrichtungen konnte daher ver
bessert werden. 

Die Auswertung der Saisonschwankungen 

_Die genaue Erfassung der Saisonschwankungen ist fUr 
jede wissenschaftliche BetriebsfUhrung eine wichtige 
Voraussetzung. Aile Umsatzschwankungen sind ein be-

deutender Storungsfaktor, die den geregelten Betrieb
sablauf wesentlich erschweren. Kostenmli.ssig arbeitet 
ein Betrieb bekanntlich dann am gUnstigsten, ·wenn die 
Verkaufseinrichtungen moglichst vollstandig. ausgentitzt 
werden und ein gleichmassiger Beschaftigungsgrad ge
wahrleistet ist. In Verteilungsbetrieben sind meistens 
zwei Drittel aller Kosten fest und von einem grossen oder 
k.leinen Umsatz unabhii.ngig. Der Auftragsbestand lasst 
sich im Y erkauf selbst nicht tiber kUrzere Zeitraume ver
teilen, wie es in der lndustrie irlnerhalb gewisser Grenzen 

- moglich ist. Immer wieder stellt sich daher die Frage, 
wie eine gleichmassige und optimale Ausniitzung der 
Anlagen und der menschlichen Arbeitskraft gewahrleistet 
wird. Je grOsser ein Betrieb wird, umso schwerer fallt. 
ibm im allgemeinen die Anpa.Ssung an die saisonmli.ssigen 
Schwankunge.n. Dies wird geme mit den Worten ausge-

GRAPHIK 2 

drUckt, dass die Fixkosten die "Achillesferse" der Gross
betriebe darstellen. • 

Es ist auch zu beach ten, dass das stossweise Anschwellen 
der Beanspruchung oft zu einer Dimensionierung der An
lagen fUhrt, die fUr die durchschnittliche Beschaftigung 
viel zu gross sind. Manche Fehlinvestition hat sich auch 
bei Kaufhausem daraus ergeben, dass zu rasch eine Anlage 
ausgedehnt wurde und man sich tiber den Charakter der 
einmaligen kurzfristigen Spitzenbelastung nicht k.lar war. 

Eine wichtige Auswertung der Saisonschwankungen 
ergibt sich durch den Vergleich mit den Lagerbestanden, 
wobei sich zeigt, dass sich einzelne Betriebe und Rayo~ 
diesen Schwankungen recht verschieden anpassen. ~1e 
fortlaufende tlberwachung der Lagerbestande hat hier
durch ein wertvolles Hilfsmittel erhalten. Die AnfUhrung 
von Einzelheiten wUrde in diesem Zusammelihang zu weit 
fUhren. 
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Durch Kombination mehrerer Warengruppen mit zeit
Jich verschieden gelagerten Saisonrhythmen kann versucht 
werden, die Saisonausschlage etwas auszugleichen. 1m 
allgemeinen wird versucht dies in den Warenhausbetrieben 
-oft sogar unbewusst-zu erreichen. Es wurden sogar 
Kompensationsabteilungen geschaffen, die dem Gesamt
betrieb eine gleichmassigere Beschaftigung sichem sollen. 
Eine vollstiindige Kompensation wird zwar in keinem 
Betrieb moglich sein. Es kann sich nur um eine gewisse 
Abschwachung der Ausschlage handeln. Unsere Dar
stellung zeigt, wie verhiiltnismassig klein die Kompensa
tion der W ellenlinie der verschiedenen Rayons ausfa.Ilt. 

Die Saisonschwankungen sind auch von sozialpolitischer 
T.ragweite, so bei der Gewa.hrung von Ferein und Urlaub. 
Dann ergibt sich da.raus auch die voriibergehende Arbeits
m()glichkeit fiir Personen, wie Frauen und HaustOchter, 
die nicht regelmissig im Erwerbsleben tatig sein konnen. 

An die Saisonschwankungen konnen auch die Kosten 
des Raumes angepa.sst werden, indem immer der teuerste 
Raum der Saison entsprechend am besten ausgeniitzt 
wird. Es ergibt sich da.raus die zweclrmassige Ausniitzung 
des Einganges, des Lichthofes usw. Die modernen 
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Warenhausbauten beriicksichtigen dies in ihrem Grund-. 
riss und in ihrer Einrichtung. 

Der Nutzeffekt der Publizitat und Propaganda kann 
durch genaue Beobachtung dieser Zusammenhinge ver
bessert werden. Besonders auch bei Grossbetrieben, wo 
es nicht immer Ieicht ist, dass die einzelnen Dienstzweigc 
die notwendige Fiihlung mit dem Verkauf haben, ver
mittelt die genaue Erfassung der Saisonschwankungen den 
notwendigen Einblick in das W esen und in die Entwick
lung des Absatzes. Erfolgschancen konnen besser abge
wogen und beurteilt werden. Anstelle gefiihlsmissiger 
Vermutungen und vager Schitzungen treten Zahlen. 

Wie auf andem Gebieten der Technik und Organisation 
gilt es aber auch bier, die Grenzen zu beachten! Eine 
Beeinftussung der Saisonschwankungen ist im V erteilu.ngs
betrieb durch die Methoden der wissenschaftlichen Be
triebsfiihrung vor allem m()glich, soweit diese die Folge des 
wechselnden Kaufwillens sind. Andere und noch vie1 
weiter reichende Mittel miissen zur Anwendung gelangen, 
wenn es gilt, bei riick.liiufiger Konjunktur gegen die 
schrumpfende Kaufkraft breiter Bevolkerungsschichten 
aufzukommen. 



Some Recent Developments of the Problem of 
Seasonal Variations in Sales and Sales Results 

DR. J. G. STRIDIRON* 

SUMMARY 
Seasonality is connected with the internal structure of a concern; it puts a heavy burden 

on it. Scientific Management is confronted here with interesting_ but rather difficult 
problems. In this paper we give some 'recent developments in the study of these prob
lems. Some examples of the various extra expenses introduced by seasonality are given. 
In order to come to a good insight as to the different natures of the various groups of . 
sales-expenses, we divide them in three categories: 

1) Fixed expenses; 
2) Strictly variable expenses; 
3) Variable expenses that show deviations of the seasonal movements in the turnover: 

a) in amplitude; · · · · · 
b) in pattern. . 

The :fixed expenses are especially troublesome for a concern suffering fx:om seasonality. 
We may meet this difficulty by seasonal compensation, either by finding a compensating 
market (this new market can be either an existing market, or the result of purposeful 
propaganda for a new use of the products sold by the industry under consideration), 
or a compensating commodity (commercial and/or technical compensation). Besides 
the compensating possibilities we can still, as far,as pos.sible, adjust the expenses to the 
seasonality in sales, especially the payroll. . · ) -. 

Two arithmetical examples are given of such an adjustment. The first· shows an 
adjustment by means of varying the number of employees (the staff consisting of a 
constant part and a variable part). In the second case, adjustment is attained by 
varying the working time. We may also vary the salaries accordin~ to personal output 
(e.g., commercial travellers only drawing commissions). . · · 

External and Internal Factors 

W HEN adopting "Market analysis as a basis for 
the organisation of distribution" we have to 
reckon with two sorts of factors, viz., "external" 

and "internal" factors. External factors refer to con
ditions lying outside the special concern or industry under 
consideration; whereas, internal factors relate to the inter
nal structure of the special concern. 

In the first case we have to depend almost exclusively 
on general economic guidance (e.g.; statistical tables); in 
the second case, however, we have, at least to a greater 

· extent, the advantage of having the data readily available. 
At the London Congress 1935 I gave an examplel of the 

first case; at this present Congress I want to give you an 
example of the second case. The limited space, however, 
does not allow treating the subject completely; hence we 
shall have to confine ourselves to principal points that 
give us a good insight in some recent developments in the 
field of these problems. The following points will be · 
treated: 

' 1. The seaSonal burden and the sales results. 
2. Seasonal compensation. 

In order to lay down accurately exactly what is meant 
by "seasonal influence," I shall begin with a definition. 

• Chief of the Division for Commercial Control and Analysis, 
Philips Lampworks, Eindhoven, Holland. 

l Stridiron: The Sale of Products not previously marketed, Int. 
Congress for Sc. Man., London, 1935. 

When a statistical series 'relating to equally long time 
units is analysed, usually 4 categories of fluctuations. are 
distinguished, viz.: secular, cyclical, seasonal and acciden-
tal fluctuations. ' · 

We define as seasonal variations such fluctuations in a 
#ime sef'ies as have a kndency lo reoccur regularly al fixed 
times. We shall confine ourselves to the monthly :fluctua
tions. 

The Seasonal Burden. and the· Sates Results 

· A. As to the way in which the season affects the enter
prise, I refer to the four ways given by Kuznets in his 
book "Seasonal Variation in Industry and Trade." For 
the modem concern, seasonality means a burden, e.g., 
it entails extra expenses incurred when the concern is 
partly or wholly idle ("no-load" expenses). · 

Therefore, scientific management must analyse the 
consequences arising from seasonal variations to get a 
better insight into the phenomenon. This insight may 
guard us against wrong judgment, and may also show us 
the way to lessen the burden of seasonality. 

We shall confine ourselves to the special expenses, in
curred by the sensibility of lhe sales. The fact that an 
important part of selling expense is fixed and does ~ot 
vary is what causes the "seasonal no-load costs" to nse; 
and one should be careful not to undere5timate these 
fixed expenses. We think that this phenomen?n ~as 
as yet not received much attention and, as a contrib.ution 
to the recent deyelopments in the field of these busmess-
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management prnblrms. ..,. want to give you partiadus 
of SIOIDe ftUill: investigations which further analyse the 
sraSJ !!MI srnsil»lity in sales and sales nsults.. 

B. When the inlilCDCe of the season oo. sales upmses 
is further aualysrd. ..,. proard to: 

i. Asttrtain what poops of~ sWift' f:run the 
seasooal nriarinns in the turnoYa' (by which 
is meant those apene;rs tbat., by :oature of 
their special chuactrr, do not follow the sr:a
l!iiODill mcmmmt in the tw:ootft). 

ii. A.scedain how far it pays to by to get seasooal 
ownpensatioo, and how far it is pas;;ible to 
adjust aJICIIISl'S to the seasooality in sales. 

In ordel' to get a dear idea nga.rdi.og the :oature of the 
nrious linds of~..,. diride them in .. c:atrgories: 

1) Fixed apemes. 
2) Strictly nriahle expeoses, 'riz.., those expe"IRS 

that ddinikly follow the seasooaiiDOftDlelll in 
the l:u:moi er. 

c:.une.. 'This method shows us in a simple and dear way 
the difl'erftltt ~ the tamcn"ft' and expense IDO\"e

ments.. 
Comparing the curves of the t:ummu and the total 

sales expense. it immediately strikes the eye that the 
l.a.t:ter' has a lesJs proooonad peak than the tumcn"ft'. 
This is a c:hara.ctcristi of a majority of fi.xrd rxpmses 
(51.8 pel' ant). 

1"lXED EXI'El\"SES 

~ these are to he classified an ~ that c::oa
sist mainly of salaries, wages.lftlt, etc. 

The esprnse of the COIIliDei'Cial inna sa vice is an 
eumple of an esprnse itrm with an ou~m fi.xrd char
acta'. Evidently, we peru:itt in our method of demoo
stnting, the mmse of thesr r:s:prmes c::aa he expressed 
in a stnight JiDe (diaplal). 

As ..,. ha'it aln2dy slated abaft, ..,. peru:in: in the 
espmsrs of the ftW""If1Cial outer senice a b.int seasnnal 
Jluctuation 

TABLE 1 

1 
1 
1 
1 
1 
1 
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3) Expenses that show deriatioos of the seasooal 
movements in the 11:mJicm:r. 'These deriatioo:s 
may be: 

&. In amplitude (greater msmallel' than the ampli
tude of the eo.cmarioos in sales). 

6. In pattern (fOieiUIUiiog 01" aftemmning in 
respect to the high sales season). 

c. A mmhimrioo ol cases c and 6. 

2.5 
9.6 
8.0 
7.5 
5.9 
4.5 
u.s 
16.5 
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As such are to he mentiontd t:rade Rbates, commission 
to agents.; fonn.rdiog r:qJenws. etc.. 
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the curve of publicity expenses shows two characteris- sold, generalized under the heading "service expenses." 
tics: Such expense often arises in the fact, that, when the com

1) a more accentuated seasonality than the curve of 
the turnover; 

2) a forerunning. 

modity is sold, it is warranted during a certain time (cars, 
radios). Consequently these expenses increase some time 
after the beginning of ~e seasonal sales. The duration 
of this interval depends mainly on the nature of the 
commodity sold and also on its quality. In comparison 

In the graph the dotted line represents the ideal case with the turnover curve, the seasonal peak of these ex• 
o! greater amplitude, the other line the case of forerun- penses f~ at a later time than the seasonal sales peak 
nmg. (see chart 1, Replacements). . 

The form of the curve depends on the point of time - In many concerns, however, the service expenses will 
at which the publicity expenses enter the books of the bear a fixed character. The explanation is as follows: 
company. The publicity expenses may enter into the In many instances the expenses will consist of salaries 
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books (a) when the invoices, etc., are received, (b) and wages of a constant part of skilled employees, which 
when the advertising contracts are sigrl.ed. We cannot the management prefers not to discharge in the slack sea
do much about the fact of forerunning and greater am- son. Consequently, the possibility of seasonal compensa
plitude. We can only smooth the publicity expenses in tion will have to be examined, and this will often be done 
our administration in relation to the sales, to get a better by having the service department participate in the final· 
intermediate judgment of the sales l'esults. For the rest, technical inspection of finished products (so called pre
they are not troublesome, as they do not involve "no- sale )!ei'Vice, e.g., testing of products received from the 
load expenses" as the fixed expenses do. factory against the "normal'! after-sale service, viz., the 

Diflef'gence in PaUem (the Charaderistic Fonn of the repairing of the commodities delivered to consum-
SeasonaZ Swing). Above we spoke of a forerunning sea- ers). · 
sonal movement in publicity expenses. The above does, however, not alter the fact that .the 

Afterrunning will generally be shown by expenses refer- purely commercial service expenses {after-sale sem.ce) 
ring to revision and/or adaptation of the products already show a well defined afterrunning seasonal movement. 
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Seasonal Compensation 

As a second contribution to the recent developments of 
the problem of seasonality in business, we shall give you 
some examples of seasonal compensation. 

We may meet the seasonal burden in two different man
ners, viz., by finding a compensating market or a compen
sating commodity (a, i and ii); or, by making the expenses 
more variable. 

NEW MARKET FOR SAME COMllODITY 

a. i. By finding for the same comnuxluy a nerD market 
with another seasonal pattern for this commodity. 

This new market can be either an existing market 
{e.g., the market of radio apparatus in another country 
with a different seasonal pattern), or this new market 
may be the result of purposeful propaganda for a new use 
of the products sold by the industry under consideration. 

As an example, we have the manufacturers of ready
made clothing, who have to create different fashions _for 
spring, summer, etc. 

As a typical example of this case we may also mention 
the outlet which the Swiss hotel-keepers found for their 

which we have borrowed from an American radio peri
odical. Line A gives the retail sales of refrigerators, and 
line B the retail sales of radio apparatus. Both of them 
show intensive seasonal variations, but nevertheless, the 
combination of these two lines gives the line C, which 
shows a far less intensive seasonality. We must add, 
however, that we only have an ideal compensation, when 
it is a complete compensation of the sales floalues; only 
then may we expect the line C. In the wholesale trade 
as in the retail trade we can find many examples of this 
case (e.g., fodder and artificial manure; coal-trader (in 
winter) and dealer in building materials in summer; 
stores selling bicycles, radio apparatus, refrigerators and 
cameras). 

As an example of the second case (technical compensa
tion) we mention a factory making skates towards winter 
season and chisels during the rest of the year, and a fac
tory making dyes, p.nd in the slack time chemicals like 
antifreezing substances. The finding of technical "com
pensating commodities" is very difficult for, of course, we 
pass our aim when we are obliged to invest much new 
capital. It is obvious that commercial and technical 
seasonal compensations may be combined as may be the 
case in the several instances mentioned. 

;SEIISOIUL=::RJJCTUmiii=~~~~~"'IOR~~ST~-TRAFR~~-~ ADJUSTING EXPL~SES -IN~'«lANOII 

22111 Beside the radical solution by means of the above men-22Dr---------------, - 2115 tioned compensating possibilities, we can still adjust 
: expenses-especially the pay-roll-to the season as much 
• as possible. 
115 A. One may reduce the number of employees in the 
: slack time, in which case the total staff may be divided 

+-~~--~-~~~t 1111 practically i.J?.to two groups, viz.: 
115 
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''products" as a result of winter sports. This is of great 
importance, because the :fixed costs of the hotel industry 
are high. In addition, many other industries gain by it 
(e.g., railway companies). In chart 3 we have drawn a 
line B representing the volume of the tourist traffic based 
on the percentage of the available beds occupied at the 
middle of each month (averaged over the period 1930/34) :?
For comparison, we have also drawn a line A representing 
the tourist traffic in England in 1929,1 based on the total 
number of incoming foreigners. We do not see anything 
like a ''winter season" in the English hotel industry, 
whereas the winter season Ganuary and February) in the 
Swiss hotel industry is striking. 

a. ii. Compensaling Com11Wdily. By finding a "com
pensaling comnuxluy'' with a different seasonal pattern, 
we may distinguish two sorts of "compensating commodi
ties." In the first place, commodities compensating the 
seasonal variations in the sales (commercial compensa
tion); and in the second place, commodities compensating 
the seasonal variations in production (technical compensa
tion). An example of the first case is given in chart 2, 

1 Statistisches Jahrbuch der Schweiz, 1935. 
• Ogilvie: The Tourist Movement. London, 1933. 

i. A :fixed group of workers and employees who are 
kept at work during the whole year in order to 
avoid the danger of their becoming dispersed. 

ii. A variable part of workers and employees, who 
are only enrolled towards the high season, re
trained temporarily and discharged after the 
peak months. 

The relative sizes of groups i and ii is a problem for 
calculation. The larger the size of group i, the more 
expense during idleness; greater size of group ii means more 
expense for training and also more shrinkage. Both quan-

. tities may be computed arithmetically taking into account 
the degree of indispensableness. 

The hourly wages of the seasonal workers may have to 
be higher than the hourly wages paid to workers perma
nently employed. We must also reckon with this factor. 

B. The working time may also vary in conformity with 
the quantity of work to be done. 

A combination of these two possibilities will be the most 
profitable. In the following tables we give a simplified 
arithmetical example of these,two possibilities, viz.: 

1. Adjustment by varying the number of employees 
(table 2). 

2. Adjustment by varying the working times {table 
3). 

We wish to emphasize that the examples merely repre
sent logically constructed ideas. 

1. ~e assume that the personnel (column 2) is com-
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posed of a 11fi.xed group," while towards the high season 
an extra number of seasonal workers is enrolled. Farther, 

' we assume that the average working time (column 3) 
remains constant. The proportion of the total work to 
be done (column 1) to the total number of time units 
worked (4) gives an index of output (5). We have chosen 
the units in such a way that the maximum output shoul~ 

output of the employees in the "fixed ~oup," because they 
are losing time by training the others. . , 

Moreover an extra loss is calculated arising from the 
fact that the average wages of a seasonal worker may be 
5 per cent higher than those having a fixed appointment 
(8). 

2. We assume that the personnel remains constant but 

TABLE 2 

Loss as CJ Conse1J1U71ce of SeCJJonal Fluchlalions in .ActioUy,lhe Total Nunjbe'l of Employeu'Consisling of 11 Conslanl Parl".A," IJMIJ Vt~rillble 
' P11rl "B"; Working Time Conslanl ' 

Number of Working 
Total Output per Loss at Special 

Month Output by Employees Time-unita Employee ]?U a Normal ,Total Loss LoUtS% Time Worked TIDle-umt Output (0.9) • (4) (Montbly• 

Total I A I B A I B Av. •100) 
A I B A .I B A I B A I B B 

Total 
1 2 3 4•2X3 5 .. 1+4 6-0.9-5 7•2X6 8 --

May ............. 70 70 .. 100 .. 1.00 100 .. 0.70 .... 0.20 . ... 20 .. 20 ,·, 
June.· ........... 75 75 .. 100 .. 1.00 100 .. 0.75. .... 0.15 . ... 15 .. 15 .. 
July ...... : ...... 80 70• 10 100 30 1.00 100 30 0.70* 0.33 0.20 00.57 20 • ,17 37 1 
August .......... 110 75• 35 100 45 1.00 100 45 0.75* 0.78 0.15 0.12 ,15 5 20 ·, .,, 2 
September ....... 150 100 50 100 55 1.00 100 55 1.00 0.91 -0.10 -0.01 .-10 -:-1 -11 3 
October .......... 155 100 55 100 55 1.00 100 55 1.00 1.00 -0.10 -0.10 ~10 .... 5 -15 3 
November ....... 135 97 38 100 40 1.00 100 40 0.97 0.95 ';"0.07 -0.05 -7 -2 -9 ' 2 
December ........ 110 92 18 100 20 1.00 100 20 0.93 0.90 -0.03 . ... ...,.3 .. -3 1 
January ......... 90 86 4 100 5 1.00 100 5 0.86 0,80 0.04 0.~0 4 1 5 .. 
February ........ 80 80 .. 100 .. 1.00 100 ... 0.80 .... 0.10 . ... 10. ... 10 . . 
March ........... 75 75 .. 100 .. 1.00 100 .. 0.75 .... 0.15 ..... 15 .. 15 .. ,; 

April ............. 70 70 .. 100 .. 1.00 100 .. 0.70. ..... 0.20 .... 20 ..~ 20 .. ------ -- -------- ~ .!i...__ 

' Total .......... 1,200 104 12 

. 116 = 9.7% 

• Employees A are losing time by training employees B. 
f Special loss as a consequence of higher wages ( +5 per cent). 

TABLE 3 

Ltns CJIIJ Consequence of SeCJJontJI Flucluations in .Aclillity, lhe Total Numbe'l of Employeu Being Conslanl, the Working Time Being VIJritJMe 

Number of Working Time Total 
Month Output (Monthly Time-unita / Employees ' Av. •1.00) Worked 

1 2 3 4•2X3 

May ............. 70 130 0.95 123 
June ............. 75 130 0.95· 123 
July ............. 80 130 0.95 123 
August ..... : ..... 110 130 1.00 130 
September ........ 150 130 1.20 156 
October .......... 155 130 1.20 . 156 
November ........ 135 130 1.05 136 
December ..•.•... 110 130 1.00 130 
January .......... 90 130 0.95 123 
Februa~: ........ 80 130 0.95 123 
March ........... 75 130 0.95 123 
April ............. 70 130 0.95 123 

Total .......... 1,200 1.00 
' 

be equal to 1.00. Assuming that the normal output is 
equal to 0.90 we can calculate for each month the loss per 
employee (6) and consequently the total loss on "output 
power" (7), which can be expressed as a percentage of the· 
total output, that is, the work really done. · 

The loss resulting from the training of the seasonal 
workers will find expression in a temporary decrease of the 

• Special Loss Wben Working Over-time Output per Loss lt& above 1.1 ( 49.5 Hours a Employee Normal Output Total Loss Week): Extra Allowance 20% 
~-unit (M) 

I Per Employee Total 

5•1+4. 6-0.9-5 7-2X6 8 

0.57 0.33 43 
0.61 0.29 38 
0.65 0.25 32 .' 

0.85 0.05 6 
0.96 -0.06 -8 0.10 X 0.20 = 0.02 3 

. 
0.99 -0.09 -12 0.10 X 0.20 ... 0.02 3 . 
0.99 -0.09 ;...12 
0.85 0.05 6 
0.73 0.17 22 
0.65 0.25 32 
0.61 0.29 38 
0.57 0.33 43 

228 6 

234 = 19.4% 

that the working time varies in conformity with the quan
tity of work to be done. The working time, however, 
may only be varied between natural limits, determined by 
social and human conventions, e.g., the maximum work
ing time cannot be taken much higher than 55 hours a 
week. Reckoning with an average working tim~ of 45 
hours, the maximum cannot be more than 1.2 ttmes as 
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high as the average. We have to reckon with an extra loss 
as a consequence of an extra allowance on wages when 
working overtime (e.g., 20 per cent for the time worked 
over the normal 49! hours a week). 

We then get table 3. 

CIIART 4 
AQJUS!!£NT Of THE PAYROll TO 'TN£ SEASCJW. FlUCTUATION IN ACTMTY 

The difference between these two is equal to the loss on 
"output-power" (col. 7 (total)). 

Case III represents the most extreme case in which 
neither the number of employees nor the working times 
vary. Line P represents the work to be done and the 
line Q the work that would have been done by 155 em
ployees and a normal output of 0.9 in a normal time unit 
(= 1.00). 
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As may easily be seen from this graph, the extreme loss 
140 of nearly forty per cent in case III is respectively reduced 
120 to ten and twenty per cent in cases I and II. 
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100 Summarizing, we have two effective methods of ad
: justing the pay-roll to/ seasonal variations in activity, 
., viz.; first, by varying the number of employees; secondly, 
20 by varying the working time. As may easily be seen, 
0 we can applicate these means to the following groups of 

(TABLE I) . tTABLEll) 

We shall mention here that it is possible to pay the work
ers constant wages during the whole year based on the 
average time worked. The concern thus gives its em
ployees an advance in the slack time which the employee 
repays in the high season by working longer for the same 
salary. 

As stated above, a combination of these two may be 
made in many variations. 

In chart 4 (case I and II) we compare the work to be 
done (line P = col. 1 (total)) with the work that normally 
would have been done by the existing number of workers 
in the existing working times (line Q = col. 1 + col. 7). 

:fixed expenses, viz., commercial inner service, commercial 
outer service, administration and in some cases to the 
service expenses. There remains still a third way, viz., 
by varying the salaries according to personal output (e.g., 
commercial travellers only drawing commissions). 

I hope I have given you in the above an idea of some of 
the recent developments in the field of problems relating 
to the seasonal variation in sales and sales results. 

When, by constructive measures, we succeed in reducing 
the seasonal burden (either by "compensating com
modities" or by increasing the degree of variability of 
expenses) we put a company into a better earning position 
and thereby increase the efficiency of the organisation of 
distribution. 



Fundamentals of Sound Sales Planning 
LAWRENCE B. WHIT* 

SUMMARY 

In summing up, there have been discussed four main Fundamentals of Sound Sales 
Planning. 

First, there was "Relativities of Possible Markets." Here, the solution of the question 
"Who Could Use This Product" was determined. The answer was based largely on 
thorough, current, competent industry consumer research. 

Second, was "Relation of Prospects Within Given Markets." Here the solution to the 
question "Where Are The Prospects" was indicated. · . · 

Determining the probable potential of the prospect, investigating his ability to pay, 
starting operations close to the source of manufacture to save needless expense, and 
contacting smaller companies :first were discussed. 

Third, was "Advance Search For Obstacles To Salesmen." Determining in advance 
all possible obstacles and giving salesmen ammunition to overcome these obstacles was 
established as a very important fundamenq.l of sound sales planning. 

·Last, was "Developing The Prospect's Point of View." Included here was shoWing why 
from the prospect's own selfish point of view, he should buy the product. · 

. ' I 

BECAUSE of the broad scope of interests represented 
here and the international character· of the audi
ence, this paper on the Fundamentals of Sound Sales 

Planning will be limited strictly to its subject. 
From a selected survey among the leading sales execu

tives of the United States, it bas been found that certain 
~undamentals of sound sales planning sometimes vary from 
industry to industry. In addition, they have been found 
to vary among different companies in the same general 
industry. 

Nevertheless, in the endeavor to deal effectively with 
present-day distribution problems and to promote the 
wider spread of goods to the greater well-being of the 
peoples of the earth, an intense effort is made to present 
in concentrated form the general fundamentals of sound 
sales planning. 

The principles discussed here have been selected 'for 
their broad coverage. Certain variations under particular 
circumstances, as you can readily understand, may not 
come entirely within their scope. Briefly the four main 
Fundamentals of Sound Sales Planning are: 

1. Relativities of Possible Markets. 
2. Relation of Prospects within Given Markets. 
3. Plan for Overcoming Obstacles to Selling in Ad

. vance. 
4. Developing the Prpspect's Point of View. 

I. Relativities of Markets 

Since the subject of this paper deals with sales planning 
rather than with the execution of sales, an effort will be 
made to show through actual cases the course of a new 
product or service. Where products are already in dis
tribution, this procedure can be used as a check-list. To 
simplify discussion, services will be treated as products. 

Given a product, the first question to be answered is, 
"Who Could Use This Product?" 

The first step in finding out who could use this product . 
is to employ competent research. A period of fact finding 

• New York City, U. S. A. 

should be followed by an analysis of the facts found. 
~Then, a program based on this analysis should be tenta
tively drawn. Later, the program should be put into 
operation on a lil]lited scale. · 

The best method of full distribution at lnieimum sales 
eipense must be determined. Whether distributors, 
wholesalers, jobbers, salesmen, brokers, agentS, mail order 
or a combination of these should be used involves a very 
important decision. Local, sectional, or special conditions 
may affect the successful operation of a sound sales plan. 
Therefore, the plan must be flexible providing for adjust
ments suggested by expediency. 

In finding out who could use the product, there are · 
certain general principles many companies have found it 
profitable to follow. In the beginning, the obvious users 
should be listed. Then, i.t is also wise to list all who might 
possibly use the product-even for very different purposes. 
Of course, time itself will bring to light a nUIJlber of uses 
not previously contemplated. 

In giving consideration to the marketability of the prod
ucts the most profitable or most easily obtainable markets 
are not always those that suggest themselves first. Only 
by an impartial listing of possible markets and a careful, 
together with an intelligent checking of the ease of secur
ing each market, can proper basis for relativity be deter
mined. For instance, the manufacturer of an artificial 
sponge found by careful analysis uses not previously con
sidered for natural sponges. This manufacturer is cul
tivating aggressively the newly discovered markets. , 

There is a tendency among many companies to do very 
little research-many times with later financial regret. 
Some sales organizations are often too anxious to leap 
without sufficient study. This procedure is like rushing 
to get on a train, and then, finding out where the train is 
going. 

Much progress bas been made in market research as a 
basis for sound sales planning. Consumer reactions on a 
given subject vary from time to time. Wh~t consum~ 
would do in five years, or even last year, 1s no certam 
criterion of .what they will do today. For example,_ a 
large manufacturer of safety razor blades once had a mo-
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nopoly. Later he was surprised to find that competitors 
had broken that monopoly. He revised his marketing 
policy. On the other hand, the manufacturer of a five 
cent chocolate bar always maintains the same price, but 
changes tne volume according to the price of chocolate. 
Periodic consumer checks are necessary to keep sales 
plans well directed. Too much sales planning ignores up
to-date fact finding and correct analysis of facts. 

When a large cash register company started its original 
campaign, instead of the normal store prospect, research 
showed at that time that saloons were the best prospects. 
Many bartenders were found to be not too honest or not 
too goad at mathematics. Again, a house-to-house baker 
could not be sold transparent wrappers upon the basis of 
eye-appeal until he was asked if he could describe a cake 
verbally and do it justice. In this field it was also found 
that nearly seventy per cent of women shoppers were 
unaware of the exact price they paid for rye and whole 
wheat bread, cake, etc. It is important to stress adequate 
research and planning for without them execution· can 
easily become misdirected and often result in loss. 

With a given amount of selling effort, either in man 
power or terms of sales expense, the greatest sales return 
can be assured where this factor of relativity is studied 
carefully with conclusions based upon careful surveys and 
trials of each market in turn. 

An approach to determining the relativity of markets 
would possibly suggest the listing down of "Just What 
Will My Product Do?" "What advantages does it 
have?" "What industry or types of concerns need a 
product with these advantages?" and a few others that 
may suggest themselves. As an example, the manufac
turers of an anti-freeze solution have now developed a 
market for a rust-preventer in automobile radiators in 
the summer time. This gives them a year-around sales 
possibility which their competitors have either ignored 
or have not known about. 

II. Relation of Prospects within Given Markets 

After carefully and accurately determining the prospec
tive markets for the product, the next logical question to 
be answered is, "Where Are These Prospects?" 

Are they in cities, towns, farms-or in a combination? 
What are the market areas which can be most profitably 
worked? 

The answer to where the best prospects are is one of 
the most critical and income-determining any company 
is called upon to answer. Thorough research, tempered 
with sound judgment, is necessary for this important de
cision. 

A number of companies make the common mistake of 
throwing caution to the wind and make their initial ex
pansion plans on too broad a base. They are overly 
ambitious. They want to "go national" too early in the 
game. They map an advertising campaign and either 
through themselves or through the council of their adver
tising agency, they "splash out" in magazines of national 
circulation. The net result-interest of prospects is 
aroused in places where they cannot possibly contact 
personally and must handle on a makeshift basis. 

Ordinarily the success of the sales program will probably 
be no stronger than its system of distribution. Where 
this system of distribution is not adequate, there are bound 

to be many failures to develop initial interest on the part 
of prospects into actual sales. 

Depending entirely upon the resources and present dis
tribution set-up of· the companies handling the product 
in question, they are certainly working in the right direc
tion where they go after prospects closest to the source of 
manufacture first, and then expand from this initial area 
as their distribution plans permit. 

One company, selling a new product to the meat pack
ing industry, obtained a list of meat packers. Over
coming the tendency to contact at once all the packers, 
it first eliminated those who were too small and those with 
bad credit ratings. Thus, it confined itself to the worth
while prospects and eliminated· useless expense. Calls 
on a few nearby prospects revealed unforeseen weaknesses 
in the salesmen's presentation which were corrected before 
selling was put on a mass basis. 

The following important questions should be answered. 
"Are the prospects in good credit standing?" "Can they 
pay for their goods?" Someone has said that a sale is 
never made until it is paid for. It does not take very 
long for a lot of outstanding "Accounts Receivable" to 
eat up the limited capital of a concern just starting busi
ness. 

Other things being equal, if the salesmen's time can be 
spent on the companies having the largest potential, then 
the returns per dollar of selling· expense per account are 
likely to be larger. 

Take, for instance, the selling of trucks. Transconti
nental haulers, lumber-men, city delivery men, etc., all are 
possible prospects. But all do not have the same poten
tial. Tests must be made to find out which deserve more 
of the salesmen's attention. _ 

With a certain laundry, tests revealed that its best 
prospects came not from people without washing-machines, 
but from people with washing-machines because they 
had more money to spend. Putting into effect on a large 
scale the normal assumption that persons without wash
ing-machines would be better prospects would have re
sulted in much wasted selling expense. 

Again, a manufacturer of electric razors found that the 
greatest market for his product was not with people in 
the higher income brackets, but with truck-drivers and 
people in the lower income brackets. These people had 
tough beards and tender skins. They bought on a fifty 
cents down and fifty cents a week basis. 

In selling houses, the salesman usually will parade the 
prospects through house after house at random hoping he 
will see a house that appeals. -Instead, photographs with 
floor plans could have saved much wasted selling effort. 
Research will often correct misdirected selling effort. 

The liquor industry has another problem. In certain 
states permitting the sale of liquor, there are Liquor Con
trol Monopolies. The Liquor Commission is the only 
customer in these states. Sound sales planning must 
vary according to specific laws in each state. Normally, 
however, outside of these states liquor is sold through 
jobbers and retail outlets. Further, liquor companies are 
not permitted in any state to sample their products to 
the consumer either directly or indirectly. 

Salesmen-in most instances should be assisted by sales 
'promotion. Individual circumstances will determine the 
advisability of such sales promotion matter as direct 
mail, newspaper and periodical space, radio, publicity, 
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car cards, dealer helps, conventions, etc. It is easy to 
spend money in advertising. The real job is to make a 
given advertising dollar do the most work. Again, with 
many companies marketing a new product, there is usually 
not too much money to do the given jobs at hand. Con
sequently, there is a greater burden on doing especially 
well whatever is done. Incidentally, this ties back with 
the earlier reference to localizing initial effort rather than 
spreading it too thinly. 

There must be both a long-range and a short-range view 
in successful sales management.· The competent sales 
manager always builds for the future, and does nothing 
today that will take a toll out of his business tomorrow. 
He never forgets that today's quotas are immediate reali
ties, and that variations of policy must sometimes be 
made for the sake of a current sales position. 

· Sometimes the plan of going after the largesl prosJ)ect, 
from a potential standpoint, does not always hold good. 
Many companies have made their first successes by work
ing with smaller but more progressive prospects. This 
is logical, for many of these smaller companies are on the 
defensive against their larger competitors, and are con
stantly on the search for some "edge" which they can use 
in the battle to compete. Particular new products may 
appeal to them as providing this "edge." 

Again, from a practical standpoint, the getting of de
cisions to adopt certain new products must involve a 
number of executives in the larger companies, whereas in 
the smaller concerns, contacts and decisions can be limited 
to one man. This simplifies the selling job and after a 
smaller company has adopted the item, certain indirect 
pressure usually works on the larger prospects in the field. 

Iii. Advance Search for Obstacles to Salesmen 

' Quite naturally after answering the question "Who Can 
Use This Product?" and "Where Are the Prospects?" 
comes the next question to be answered "How Shall We 
Reach The Prospect?" 

Assuming that either the product or business is new, 
there should be a selling technique. 

Ordinarily the best procedure is to develop a sales tech
nique on a limited basis working experimentally as close 
at hand as possible to save expenses. Solving problems 
and correcting mistakes in the beginning as they occur will 
save much money and time. 

Companies who turn a large force of salesmen loose 
selling a given product without an advance check-up of 
obstacles to be encountered, merely gamble on the ability 
of individual salesmen to work out solutions on the spot' 
when they run up against the obstacle. 

On the other hand, where the obstacles have been an
ticipated and logical ways of overcoming them decided 
upon, then the salesmen go out equipped at least to put up 
a fight when the obstacle pops up on a given call. This 
procedure should not really cramp the initiative of the 
particular salesman who may discover some better method 
of overcoming the obstacle than the company has hereto
fore determined. 

One large candy account has been quite successful 
through not only having such a list of obstacles, which 
are carefully checked over by the entire sales executive 
staff, but also through revising this list periodically. 

A list of all possible obstacles and means of overcoming 

them should be incorporated in a sales plan and given to a 
salesman. If a man in the field has an obstacle thrown at 
him for which he has no answer-that would indicate poor 
headquarters sales direction. · . · 

For instance, a salesman had nearly sold three sound 
moving picture projectors to a customer when the cus
tomer asked the kind of current necessary to operate them. 
The projectors were built for alternating current only and 
should only_ be used on direct current through the means 
of a converter. Failure to provide for space for thiS con
verter in the original equipment made an extra piece of 
baggage which was a definite obstacle from . the usage 
standpoint. This was poor sales planning. 

First, be certain of facts to guide intelligent effort. 
There is not enough of this. Potential obstacles should be 
listed. Some may never come up. Nevertheless, it is 
better to have an answer to every obstacle in advance than 
to have one obstacle raised which the salesman cannot 
overcome. 

To accomplish the most in this direction, it is wise to 
have a really critical attitude toward the disadvantages of 
the product or service as well as toward the advantages. 
Answer the questions: 

1. Why should the prospect decline to buy or why 
should the prospect not buy as he sees it? 

2. What is wrong with my proposition? . . 
In making up the list ·of obstacles, it .is important not 

to have to "rose color" a few points in which all defectS 
are minimized, but rather to take a critical, neutral view
point. It is also important to make field tests to see what 
obstacles have been discovered, then find ways of getting 
around them. Obstacles, small or large, can kill sales. 
In certain cases, such as credit and factoring companies, · 
the selling of specialized banking service depends more 
upon the sales plans of producers of commodities than 
upon any initiative they might take. An analysis of 
lost sales will often indicate that it is not the complete 
proposition that is wrong, but rather some small point or 
two which stand out in the mind of the prospective pur
chaser and take on a significance far out of proportion. 
Ability to analyze and overcome these obstacles merely 
paves the way for the main advantages to predominate. 

An example lies in the experiences of the oil heater com
panies who have had a large number of minor points tO 
overcome in the initial stages. The main point of uni- · 
formity of heat without effort on the' part of the home 
owner was, of course, the big positive advantage. It was 
simply a case of providing logical answers for the smaller 
negatives which came up in the prospect's mind. ' 

Many manufacturers of building materials permit their 
dealers to locate out of the beaten track, near the freight 
yard and wait for customers to come to them. Although 
the local dealer can usually switch the prospect to any 
merchandise, there is normally no attempt to sell the 
prospect on the need or desirability for building, repairing 
or renovating. · 

According to a leading drug company, the biggest key
stone in any sales policy is the consistency with which it 
is adhered to and tediously maintained against all aber
rations, once it has been found to be sound. There are 
others who may disagree with this. 

Caution must be exercised to maintain a sound and con-
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servative course. The average tendency is to try to do 
everything at once. This multiplies costly mistakes. 

IV. Developing the Prospect's Point of View 

A salesman should think in terms of the other man's 
point of view-not necessarily his own. It is more im
portant to get the prospect's point of view early in the 
game. Show the prospect his selfish interest can be bene
fitted. 

"Why should a prospect be interested in my product?" 
''What is he using now, and what are its weaknesses?" 
Often in listing the weaknesses of this present or possibly 
competitive product, the salesman will uncover enough 
ammunition to give a marvelous impetus to the selling 
advantages of his own item. · 

Again, individuals and companies differ. They do not 
all take the same point of view. They do not all have 
the same problems. What is that point of view? What 
are those problems? . 

While the questioning type of strategy on initial calls 
by salesmen may often develop no action on that partic
ular call, it may very readily develop a fund of very valu
able information for productive action which will benefit 
on the next call. 

One large company instructs its salesmen to go out in the 
retail stores where the products of particular prospects 
are now being sold. They find from the conversation of 
dealers selling these products, weaknesses that can be 
translated into an effective selling message back in the 
prospect's office. 

This procedure, of course, takes a certain amount of 
extra time in the beginning, but it saves a lot of time for 
the salesman later on in landing the account. 

There is nothing more important in a sound sales plan 
than the complete and intimate understanding of the 
prospect's situation. A detailed knowledge of the in
dividual business of the prospective customer is essential. 
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This involves a better understanding of the prospect's 
present attitude toward price and general business con
ditions. With the buyer's attitude ever-changing, this 
is important not only to new, but also, to old salesmen. 

There should also be a complete understanding of the 
relationship of competitive commodities and services. 
This embraces not only direct competitors in the same 
materials, but also in different materials. A number of 
competing products outside the particular field are striving 
for prospect's dollars. 

Above all, do not follow sales strategy dictated by a 
competitor rather than by logic. Just because a com
petitor makes a wrong move, do not follow suit. 

Conclusion 

In summing up, there have been discussed four main 
Fundamentals of Sound Sales Planning. 

First, there was "Relativities of Possible Markets." 
Here, the solution of the question "Who Could Use This 
Product" was determined. The answer was based 
largely on thorough, current, competent industry con
sumer research. 

Second, was "Relation of Prospects Within Given Mar
kets." Here the solution to the question "Where Are 
The Prospects" was indicated. 

Determining the probable potential of the prospect, 
investigating his ability to pay, starting operations close 
to the source of manufacture to save needless expense, and 
contacting smaller companies first were discussed. 

Third, was "Advance Search For Obstacles To Salesmen." 
Determining in advance all possible obstacles and giving 
salesmen ammunition to overcome these obstacles was 
established as a very important fundamental of sound sales 
planning. 

Last, was "Developing The Prospect's Point of View." 
Included here was showing why from the prospect's own 
selfish point of view, he should buy the product. 



The Work of the International Chamber of 
Commerce in the Field of Distribution 

THE INTERNATIONAL CHAMBER OF COMMERCE* 

SUMMARY 
Tlte International Distribution Commission appointed by the International· Chamber 

of Commerce in 1932 includes all the different categories of distributors, drawn from 
fifteen different countries. The so-called "independent" retail trade, department, chain 
and one-price stores, cooperatives, wholesaling, manufacturing, etc., are thus repre
sented. It also includes representatives of the auxiliaries of Distribution, such as 
advertising technicians, market study experts, and specialists in organization. Econo
mists and directors of research institutes complete the membership properly so-called. 
Various international organizations, both private and official, are also closely associated 
with the Commission's work. 

The concrete subjects to which the Commission has' chiefly ttimed its attention may 
be classified under three main headings: reduction of the cost of Distribution, improve
ment of statistics relative to Distribution, and market study and increased consumption. 
International inquiries are carried out into subjects of this nature-through the various 

· National Committees of the Chamber and the "Coordinating Committees on Distribu
tion" which have been set up by the National Committees in several instances-and the 
results of these inquiries are disseminated throughout the various countries, thus con
stituting an exchange of information and experience which furthers a better understand
ing of the problems of Distribution and of their practical solution. 

To take an example, one of the principal points in the Commission's policy is that 
ways and means should everywhere be sought of enabling the less efficient enterprises 
to benefit by. the methods of organization employed by the more efficient. The impor
tance of such methods of scientific organization as budgetary control, sales control, 
stock control, the use of statistics in all other departments of management, and staff 
education has' thus been widely emphasized. Again, information will shortly be dis
seminated on such systems as combine or group buying, voluntary chains, etc., which 
appear to enable the independent retail enterprises to obtain the benefits of centraliza
tion in purchasing, store arrangement, advertising, credit, etc., which seem to have 
contributed to the success of certain forms of centralized undertakings. 

Material bearing both on the work which has been accomplished up to date and on the 
studies which are at present under way, whether under the auspices of the Chamber itself 
or by various other organizations in the different countries, with which the Chamber is _ 
in touch, is available to interested readers at the Chamber's World Business Information 
Centre. 

THE interest of the International Chamber of Com
merce in Scientific Management has constantly 
increased as it has carried forward its studies of 

the problem of Distribution. As the International Com
~ttee of Scientific Management has advanced in its ac
tivities it has taken a greater and greater interest in Dis
tribution. Both organizations, each in its own way, are 
thus working towards the same goal. 

The Headquarters of the Chamber have therefore been 
particularly glad to take the opportunity kindly offered 
them by the International Committee to provide delegates 
to the 7th International Management Congress with 
information on its International Distribution Commis
sion. The following paper, however, necessarily presents 
only a brief general outline of this work; but Headquarters
of the International Chamber of Commerce will be happy 
to supply details to anyone who may wish to have them. 

Nor has it been attempted to deal in detail with what, 
• Paris, France. 

in a way, may ·perhaps be considered as the most impor
tant aspect of the Chamber's achievements in this field
the movement for the improvement of Distribution which 
its efforts would ap_pear to have contn"buted towards creat
ing and which, since the Chamber first took up the sub
ject-at a time when it was still hardly realized, outside 
of one or two countries, that Distribution was one of the 
most urgent problems of the day-has gradually spread 
from country to country and is constantly gathering 
strength. Exhaustive material bearing both on the work 
which has now been accomplished and on the studies which 
are at present under way, either under the auspices of the 
Chamber itself or by various other organizations in the 
different countries, is available to interested readers at 
the Chamber's World Business Information Centre. 

Origin 
The work of the International Chamber of Commerce in 

the field of Distribution began in 19~1 with its WJShington · 
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Congress. A series of reports presented on this occasion 
by the "Europe-United States" Committee, under the 
leadership of Mr. Alberto Pirelli, who was at that time 
President of the Chamber, included a special study of 
Distribution in these two areas. Prepared by Mr. L. 
Urwick., then Director of the International Management 
Institute at Geneva, as regards Europe, and, as regards 
the United States, by a sub-committee headed by Mr. F. 
P. Valentine, at that time Vice-President of the American 
Telephone and Telegraph Company, this report described, 
in the light of the available data, the different aspects of 
the distributive systems in the various countries dealt 
with and the principal changes they had undergone in 
recent years, and concluded that all the trends developed, 
whether in the United States or in Europe, appeared to 
focus on three essential needs: 

"1. The allocation and evaluation of the potentialities 
of each local market for the consumption of goods, by 
commodity lines; 

"2. The efficiency of retailing outlets in supplying them; 
"3. The economic adjustment of all other distribution 

and production planning and activities to the efficient 
retailing of goods, in accordance with the effective demand 
which can be developed in each local market." 

To cope with these needs, the report recommended a 
general plan of action based, on the one hand, on the co
ordination of individual efforts in each country, and, on 
the other, on some form of international cOOrdination. 
On the basis of these recommendations, the Congress 
adopted a resolution which resulted in the Chamber's 
appointing a permanent body known as the "International 
Distribution Commission" and in the subsequent setting 
up, by the National Committees of the Chamber, of the 
local "Coordinating Committees," the function of which 
will be explained below. 

Organization and Scope 

The membership of the International Distnoution 
Commission includes representatives of all the different 
categories of distributors, drawn from fifteen different 
countries-the so-called "independent" retail trade, de
partment, chain and one-price stores, cOOperatives, whole
saling, manufacturing, etc. It also includes representa
tives of the auxiliaries of Distribution, such as advertising 
technicians, market study experts, and specialists in or
ganization.1 Economists and directors of research in
stitutes complete the membership properly so-called. 

Various international organizations, both private and 
official, are also closely associated with the Commission's 
work. In the beginning, the Chamber was materially 
assisted in planning and starting the work of the Com-

1 The Chamber has also set up recently a Committee on Adver
tising which works in close contact with the International Distri
bution Commission. Among the tasks assigned to this Committee 
on its formation was the preparation of the Code of Standards of 
Advertising Practice which was approved at the last Congress of 
the International Chamber of Commerce, in Berlin Oune 1937), and 
is now in process of adoption in the various countries. This Code 
will be administered by the International Council on Standards of 
Advertising, created by the Chamber within the last few months. to 
which complaints of unfair dealing in advertising as affecting inter
national transactions may be referred for consideration. (See 
Brochure No. 97.) 
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mission by the International Management Institute in 
the person of its Director, Mr. Urwick.. The inter
national organizations now represented, in addition to the 
International Committee of Scientific Management, are: 
League of Nations (Financial Section and Economic Intel
ligence Service), International Labour Office, Inter
national Statistical Institute, International Association 
of Department Stores, International Chain Stores Associa
tion, International Cooperative Alliance, International 
Federation of Retail Grocers, and International Federa
tion of Importers' and Wholesale Grocers' Associations. 

The Commission is seconded by the fifteen National 
Committees of the International Chamber of Commerce 
which are directly represented, several of which have con
stituted, or are at present arranging to form, the special 
"Coordinating Committees" to which reference has al
ready been made and which are national bodies made up 
very much in the same way as the international body. It 
also enjoys the support of the other seventeen National 
Committees of the Chamber and of individual members of 
the Chamber in fifteen additional countries. It has thus 
become the centre of activities extending over forty
seven different countries. 

As regards the scope of its studies, this may perhaps be 
best defined by quoting the definition of the term "dis
tribution" adopted by the Commission at the outset: 
"Distribution covers the various activities and processes 
involved between the production of goods in final form 
for use and their delivery to and acceptance by con
sumers." It will be noted that this definition includes 
neither raw materials nor capital goods, and the efforts of 
the Commission have therefore been concentrated, up to 
the present time, upon what are currently known as "con-
sumer goods." · 

Main Subjects Studied 

Needless to say, a very great deal of spade work was 
required in the beginning before the Commission could get 
down to the matters of immediate, practical interest with 
which it is now dealing. It was chiefly necessary to 
arouse the interest not only of the public-and, in many 
cases, of distributors themselves-but of official and edu
cational circles in Distribution regarded as an essential 
economic function. The efforts made in this respect took 
the form of resolutions-and more particularly those 
adopted at the biennial Congresses of the International 
Chamber of Commerce-articles in the press of the various 
countries, lectures, etc. This aspect of the work, indeed, 
continues as before, as will be seen at the end of this paper. 

As regards the concrete subjects to which the Commis
sion subsequently turned its attention, these may be clas
sified under three main headings. 

THE ltEDUCTION Ol!' THE COST Ol!' DISTRIBUTION 

Taking the view that wherever the cost of Distribution 
was too high, it amounted-to quote the Commission's 
Chairman, Mr. Emile Bernheim-to "cancelling out the 
results of the technical progress achieved in production, 
at least as far as the community in general is concerned," 
the Commission has endeavored to point the way towards 
the necessary reduction. Its first effort in this direction 
was a popular brochure entitled: "Helping Retailers to 
Better Profits-The Comparison of Operating Costs" 



(Bochure No. 86), showing how knowledge of and· com
parison with the operating figures of similar enterprises 
enables retailers to reduce their own costs. The author 
of this pamphlet, which was published in English, French 
and German, was Mr. Otto D. Schaefer, Vice-President 
and Technical Advisor of the Commission, who was at that 
timat Director of the Reichskuratorium fUr Wutschaft
lichkeiL 

There followed shortly-also in English, French and 
German-a brochure explaining the system of so-called 
"Standard Figures" and their practical usefulness in 
Distribution (Brochure No.6 of the Paris Congress of the 
International Chamber of Commerce}. This publication 
was also due to Mr. Otto D. Schaefer and constituted an 
introduction to a substantial handbook which was pub
lished later in German under the title of "Kennzahlen 
zur Handelsforschung," with the collaboration of the 
Forscbungsstelle fiir den Handel beim Reichskuratorium 
fiir Wutschaftlichkeit, on the basis of an original text 
prepared by Prof. Julius Hirsch. 

Meanwhile, the Commission had decided to draw up a 
questionnaire which would enable the Chamber's National 
Committees and their Coordinating Committees on Dis
tribution to undertake inquiries into the total costs of 
Distribution in the retail trade in their respective coun
tries. Examples of what could be done along this line 
were supplied by the Committees in Italy and The 
Netherlands. Realizing, however, that conditions were 
not perhaps everywhere conducive to such inquiries and 
therefore to an international comparison of the total costs 
of retail distribution, instructive and urgent as these 
would have appeared to be, the Commission made a trial 
effort to compare particular kinds of costs internationally, 
viz., costs of stock-keeping and advertising. The results 
of this trial effort have led the Commission to prepare a 
campaign for rational accounting throughout the retail 
trade of the various countries, in the hope of making it 
possible ultimately not only to carry out complete in
quiries in all the different countries but to compare the 
results of such inquiries internationally. The brochure 
which is to form the basis of this campaign is at present 
under preparation. Besides dealing with the matter of 
rational and uniform accounting, it will represent a fresh 
attempt to pave the way for the establishment of organiza
tions for the comparison of operating costs in countries 
where these are still unknown. 

The possibility is also being examined of convening 
special conferences for international exchanges of experi
ence on the costs of Distribution and methods of operation 
among distributive enterprises of similar character. Still 
other work which the Commission is planning in connec
tion with the question of the reduction of the cost of Dis
tn'bution will be mentioned at the end of this paper. 

THE IMPllOVEM:ENT O:P STATISTICS RELATIVE TO DIS
TRIBUTION 

The essential importance of adequate statistics, both 
official and private, for the study of Distribution problems 
was realized by the International Distribution Commis
sion early in its work. Its first step towards improvement 
in this field was to sponsor a report on the United States 
Census of Distn'bution, prepared and published on its 
behalf by the International Management Institute, for 
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the purpose of drawing the attention of both business men 
and Public Authorities to the value attaching to such 
Censuses and thus encouraging similar undertakings in 
other countries. · 

But in order to avoid defeating its own endS, which 
would no doubt have been the case had it asked too great 
an initial effort on the part of the various Statistical 
Bureaus, the Commission drew up a first list of the statis
tics which ~t regarded as an indispensable minimum. An 
inquiry carried out with the help of Mr. Ansgar Rosen
bOrg, of the Secretariat of the League of Nations, resulted 
in the preparation of a table showing howfarthisminimum 
was available in the different countries. On the basis of 
this table, the National Committees and CoOrdinating 
Committees were asked to approach their Public Authori
ties and call their attention to the desirability of making 
these statistics available to business. 

Subsequently, with a view to interesting ~usiness men 
in the practical usefulness of statistics and to creating a 
sufficient demand to induce t)le Public Authorities to 
give the matter adequate attention, a brochure entitled: 
"The Part of Statistics in the Business of Marketing and 
Distribution" (Brochure No. 97} was brought out. The 
author of this publication was Mr. F. C. Mitchell, Deputy 
Managing Director of the London Press Exchange, Ltd. 

The interest aroused by these efforts in various quarters 
has encouraged the Commission to prepare a more com
plete list of the statistics which would ~ 'IJ!Ieful to the 
business community: The appearance· of this list will 
constitute the next step in this campaign. 

Meanwhile, no opportunity is lost of furthering the idea 
of Censuses of Distribution wherever possible. In fact, · 
a first attempt at an international census of this character, 
prepared with the collaboration of the International Sta- · 
tistical.Institute on the basis.of an inquiry which the Com
mission carried out some months ago with the assistance 
of the Institute and the Secretariat of the League of Na
tions, will shortly be published under the title of "The 
Structure of Distribution in 28 Countries." 

THE lrlARKET STUDY AND INCREASED CONSUMPTION 

The principal object of the Commission;s work on the 
question of statistics is to provide C:ommercial and in
dustrial enterprises everywhere with the material neces
sary for market study. For market study is regarded by 
the Commission as one of the essential instruments of 
modem Distribution, in that it enables distributors and 
manufacturers to "know how their trade is made up, what 
the reactions of the public are to their products, what are 
the real needs and desires of the consumer, and therefore 
the possibilities of developing the total volume of business 
done" (Resolution No. 4 of the Berlin Congress of the 
International Chamber of Commerce). · 

ReportS on various aspects of this subject have been 
issued by the Commission and published in leading period
icals in various countries; and a brochure entitled: 
"Market Study-How to Make the Consumer into a 
Customer," by Mr. L. R. Coleman, Managing Director: 
of the ".Agence Thompson (France)" 0· Walter Thompson 
Company), was brought out by the Chamber on t.Le oc
casion of its Berlin Congress (Brochure No.5). 

These documents have constituted the Commission's 
initial attempts to spread the idea of market study in 



countries where it was practically unknown, and to ex
plain its technique. The Commission is now examining 
ways and means of completing its work in this field, con
vinced, as it is, that in this case, as in others, where a vast 
amount of valuable material exists in certain countries, 
the principal service it can render is to place such material 
at the disposal of the other countries in a clear and con
vincing form. 

Other Questions 
In addition to these three main subjects, special refer

ence should be made to a matter of general policy which 
has constantly engaged the Chamber's attention. In 
presence of the efforts made in various countries to restrict 
the development of the newer forms of distributive enter
prise in order to protect certain other forms, the Inter
national Chamber of Commerce has always contended 
that there was ample room for all forms of distributive 
-enterprise, and that the great complexity of modem eco
nomic life made them all both necessary and desirable. It 
has also combated what it considers as the mistaken be
lief that certain existing forms of distributive enterprise 
no longer correspond to modem conditions and must there
fore disappear. In other words, its policy is to defend the 
freedom of trade and individual initiative. 

At the same time, realizing that, in the struggle to keep 
afloat and withstand the competition of the more up-to
date and better informed undertakings, the enterprise 
which is out of touch with progressive ideas and left to its 
own devices bas a depressing effect on the average effi
ciency which the distributive service offers to the public, 
the International Chamber of Commerce recommends 
that ways and means should everywhere be sought of 
enabling the less efficient to benefit by the methods of 
organization employed by the more efficient. The im
portance of such methods of scientific organization as 
budgetary control, sales control, stock control, the use of 
statistics in all other departments of management, and 
staff education has thus been widely emphasized. 

In this same connection, largely on the suggestion of the 
late Edward A. Filene, who was one of the leading members 
of theJntemational Distribution Commission, information 
will soon be broadly disseminated on such systems as com
bine or group buying, voluntary chains, etc., which appear 
to enable the independent retail enterprise to obtain the 
benefits of centralization in purchasing, store arrange-
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ment, advertising, credit, etc., which seem to have con
tributed to the success of certain forms of centralized 
undertakings. 

The dissemination of useful information is, as will have 
been observed throughout this paper, considered by the 
Commission to be one of the essential aspects of its ac
tivities. But, as is inevitable where economic problems 
are concerned, one of the great difficulties with which it 
has to contend is the psychological resistance which dis
tributors often display where new ideas are concerned. 
It is not enough merely to recommend a new method or a 
new technique; distributors must be induced to make use 
of them. A fresh effort in this direction is about to be 
made by the Chamber: a series of model lectures and ar
ticles will be placed at the disposal of the presidents of 
distributors' and producers' associations of all categories 
with a view to enabling them to make known to their 
constituents all the various aspects of the policy adopted 
by the International Chamber of Commerce as regards 
ways and means of adapting the distributive machine to 
the conditions of modem economic life. 

To supplement this work of education, the Commission 
is endeavoring to promote a general movement for more, 
and more complete, courses on Distribution in the schools 
and universities, as well as to make it possible for dis
tributors and their personnel to improve their professional 
knowledge. 

Lastly, as regards the spreading of information, the 
Chamber's World Business Information Centre bas been 
equipped to deal with direct inquiries and, for example, 
to supply distributors on request with examples of the 
solutions to individual, concrete problems, which have 
been successfully carried out elsewhe~e in their own line. 

The experience accumulated by the International Dis
tribution Commission in exploring a field practically un
limited in scope and all too long neglected outside of 
pioneer countries like the United States, bas enabled that 
bodv to confine its activities to matters which are essen
t:ialiy practical in character and to eschew purely academic 
or theoretical discussions. It well realizes that it still bas 
a long path to tread before its work will be completed. 
And it looks to all those who, like the delegates to the 7th 
International Management Congress, have the betterment 
of the economic life of-the Nations at heart, to support its 
work., 
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Market Outlets and Trade Channels 
A Critique ~repared by 

WILFORD L. WHITE,* Rapporteur 

The papers which are to be discussed at this session are 
extremely stimulating, each one deserving thoughtful and 
thorough examination. They go directly to the roots of 

. our economic order and challenge time-honored systems 
of commerce and trade. 

Our economic order is based upon consumption~the 
consumer. Production of all kinds springs from the neces
sity for consumption, yet for generations and almost with
out exception, we have thought of industry and trade as 
moving from the fields, mines, and waters of the world 
through processing, manufacturing, and distributing in
stitutions to the ultimate consumer. In fact, the con
sumer, until rather recent years, has been required to take -
what our economic order desired to produce for him.. 

It appears that we have given too much attention to 
things, to merchandise, to objects which could be traded 
at a profit, and not enough to human n.eeds. And yet, 
every item of merchandise, every man-made thing which 
could be sold at a profit was preceded by an idea, and that 
idea was generated by a human need. 
- The gradual realization of this more fundamental point 
of view has brought new ideas, a conflict ·of methods, 
confusion. Out of this confusion will inevitably come a 
greater sensitiveness to consumer needs, more economical 
production and distribution costs, and an increase of real 

. income for people living at each income level. That we 
are in the midst of this change today constitutes our prob
lem. Points of view are at least three in number, those of: 
(1) the ultimate consumer who is gradually securing the 
upper hand and will eventually have his wants fulfilled 
in a manner satisfactory to himself; (2) the producer who, 
faced with a consumers' market, feels forced to follow the 
products of his labor beyond his own warehouse to the 
shelves of this ultimate consumer; and, (3) the business 
man, be he manufacturer or distributor, who in the past 
has dominated our economic order, who naturally resists 
any change, but who is trying to adjust his operations to 
the advantage of the final consumer. 

Into this broad field has been injected, within recent 
years, a fourth point of view, that of a government which 
can represent either the collective points of view of the 
consumers or voters or which represents an end in itself 
into which consumers, producers, and business men, like 
all other units, must fit, irrespective of either the needs of 
the ultimate consumer or the desires of the business man. 

As a result, distribution is exceedingly dynamic at the 
moment. It is based upon the needs of millions of individ
uals, needs which have never been satisfied even in those 

• Chief, Marketing Research Division, Bureau of Foreign and 
Domestic Commerce, United States Department of Commerce; 
Washington, D. C., U. 5. A. 

areas where real incomes have been the highest and the 
variety of goods and services the broadest. While these 
needs themselves do not change, the meth,ods of satisfying 
them are constantly changed, the institutions which 
handle them are continually adjusted to meet new con
ditions, and final control of all the processes involved is 
moved from one to another group of individuals. 

This constant change, which is going on before us and 
which we must understand thoroughly before we can set 
to solving the problems with which distribution is faced, 
expresses itself in a number of ways. First, is the change 
.in style or taste. Superficial in many respects, it is of 
primary importance to business men in such fields as 
clothing, furniture, and foods. · Although people must be 
clothed, equipped, and fed, there is a co~tant shifting 
back and forth in the attempts of the-btisiness man to 
catch the eye and the pocketbook of the consumer. The 
result has been the rise and development of modem selling 
and aqvertising. 

Second, change is brought about becl\use of the natural 
tendency for business either as a proprietorship, partner-· 
ship, or even a corporation to start out as a vigorous youth, 
grow to manhood and then drop back into ineffective old 
age along with the managers of the business .. This phe
nomenon seeDlli to hold true generally of individual firms 
such as a manufacturer of cotton cloth,' a wholesaler of 
hardware, or & retailer of groceries. It also holds ttue 
for types of institutions such as service wholesalers or 
chain systems. . · 

A new company, a new industry, or a new institution 
starts with something new desired by the consumer, with
the enthusiasm of youth, low costs, and narrow margins. 
Prosperity results. Instead of continuing the fight for 
the favor of the consumer, the management becomes self
satisfied. Cosls increase and prices rise disproportion
ately. The time is then ripe for some new company, 
industry, or institution to enter the field, and experience 
tells us that almost invariably one is waiting, ready to be 
called. 

Third, change is brought about by forces outside busi
ness itself. The objectives of a nation ~y be sucli that 
consumer, producer, and business organizations are 
eliminated and their duties taken over by the state. 
Distribution becomes a function of the state. Or, it may 
be decided by officials of the state that consumer coOpera
tives.. must give way to small independent distributors. 
Or, by this same method, large-S<;ale distribution may be 
forced to give way to small-scale distribution. In many 
cases, the ultimate consumer is not consulted; in fact, 
his problems are often ignored. . 

Business men have given a great deal of attention to 
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style change; in fact, they have fostered and developed it 
as one means of competition, often without any material 
benefit to the consumer. They have given some consider
ation to the second problem presented by change, i.e., 
the rise and fall of individual firms or entire industries. 
The growth of the corporation is one result, into which 
new management can be injected continuously. Vertical 
combination is another, which permits the prime produ
cers, through their own contact with the consumers, to 
know more about their wants and needs. A third is the 
use, by manufacturers, of consumer research in a serious 
effort to know the consumer mind, his likes and dislikes. 
Another method is to drop products no longer desired and 
to add new ones, even when a firm gradually moves away 
from one industry into another. Management, like 
labor, however, tends to hang on to the old, to distrust 
the new, and to hope for the good old days. 

Within recent years, the third type of change has been 
presented to business, change forced on it by government 
through legislation or by edict. Business, used to having 
an important voice in government itself, has not found any 
solution for this situation except as it has turned to legis
lation itself for help. In the United States, as in some 
other countries, one sector of the business world has turned 
to legislation to protect itself from another portion of 
business. During the N.R.A. days, retailers wanted pro
tection from wholesalers. Service or full-line wholesalers 
wanted their just margins protected from the forages of 
short-line wholesalers or manufacturers who desired to 
sell direct. High-cost manufacturers and distributors, 
who felt that they represented quality, wanted protection 
from the low-cost firms who were "price cutters." Since 
that time, the de5ire for legislative protection has expan
ded: 

Whether or not national philosophy on this subject is 
finally influenced in any one country by the consumers, 
producers, small business men, bureaucrats, or dictators, 
that national philosophy will set the pattern, and there 
will be nothing which you or I can do about it. For this 
reason, I have entered into this long introduction, and I 
urge you to give much attention to these broader questions 
before you consider the more immediate problems which 
our subject presents. 

A review of the six papers prepared for discussion at 
this Session from Germany, Switzerland, Sweden, Italy, 
and the United States not only illustrates the direction 
which each country is taking to solve some of the questions 
raised above, but indicates the common problems in 
which all of us are interested personally. These papers 
clearly indicate that in all countries there are similar 
problems, such as: (1) Difficulty in securing facts, al
though in some of the totalitarian nations this problem 
no longer appears to exist; (2) Common definitions ac
ceptable to all; (3) Variety of channels for the movement 
of the same goods from producer to consumer; (4) Dis
tinction between the functions performed by manu
.facturers, wholesalers, and retailers; (5) Distinction be
tween the functions performed by different types of manu
facturers, by different types of wholesalers, and by differ
ent types of retailers; (6) Tendency for distribution to 
take about the same proportion of the consumer's dollar, 
irrespective of the country in which the consumer lives; 
and, (7) Tendency for distribution costs from decade to 
decade to take a larger share of the consumer's dollar. 

Market outlets and trade channels have no value in 
themselves; they serve as a means to an end, and that end 
is the movement of goods and services from points of 
production to points of consumption as fully, quickly, 
efficiently, and economically as possible. 

In laying these factors before ourselves, we must first 
decide which point of view we are going to accept-that of 
the state, the business man, the producer, or the consumer. 
Our basic philosophy determines our answer because in 
Germany and Italy, it is the state which dominates; the 
consumer, producer, and business man must rationalize 
their position and accept that which the state decides 
best meets the needs of the state. In Switzerland, and 
in England and France, too, if we had papers reflecting 
attitudes in those countries, the point of view of the small 
business man is advanced as it is in one paper prepared 
in this country. In Sweden, a compromise is sought be
tween consumer, producer, and the business man. The 
sixth paper, also written in the United States, defends 
large-scale distribution as most efficacious for the con
sumer. 

If a state operates the economic institutions within its 
borders, the entire subject becomes a matter of political 
science, not of economics. By edict or legislation, con
sumers are told what they can have, when they can expect 
to get it, how they can get it, and for what price, in terms 
of labor or money, they may have it. Market outlets 
and trade channels are of no significance under these 
circumstances. The question is: To what extent the 
commercial nations are apt to move in this direction. 

Next, consider the producer. Agricultural coOperation, 
as developed in the paper of Mr. A. H. Stensgard of Swe
den is an outgrowth of the idea that the producer or farmer 
needs control over his products beyond the point of pro
duction if he is to receive a reasonable price for his labor. 
This prevalent idea further emphasizes the basic fact that 
the ultimate consumer is the motivating element in our 
economic order, and those institutions, like the producer 
and manufacturer, which are farthest from the consumer 
are at the greatest disadvantage. For that reason they 
feel forced to reach out to the consumer by continuing 
some control over their products or by conducting con
sumer advertising campaigns to gain recognition for these 
goods at the point of consumption. The business man 
calls this "push" and "pull" sales efforts. This basic 
fact must be kept in mind in planning any "perfect" 
channel of distribution. 

Coupled with this concept is the idea that because the 
producer or farmer puts a seed in the ground and it is 
later harvested as wheat, he has done more than the man
ufacturer who converted that wheat into flour or the dis
tributor who transported the flour from the mill to the 
retail store where it was stored until a consumer called 
for it. I fail to see any important distinction or any need 
for any preferential treatment. 

The business man himself, whether manufacturer or 
distributor, whether found in Switzerland or the United 
States, argues himself into a somewhat similar position. 
He has certain very definite costs which must be covered. 
He must make a certain mark-up. And he must be pro
tected from the large fellow, the price cutter, or the fellow 
who handles another line but who carries a few competing 
products. He seeks protection of one kind or another, 

37b 



irrespective of the current effect upon the consumer or the 
consumer's attitude. 

Which leaves us with the consumer. Who, is be? How 
does be differ from the others? After all, the bureaucrat, 
the producer, the manufacturer, and the distributor are 
all consumers. Add to them the mass of governmental 
employees, laborers, white-collar workers, and profes
sional people, and you have The Consumer. Can we 
expect him to be more altruistic than the others when 
considering control of the channels of distribution? No, 
because he wants to spread his income over as many goods 
and services as possible. He is not concerned with the 
labor or money cost which bas gone into anything which 
he purchases as a consumer, unless as a producer be helped 
make it. 

Consumer control of trade channels would not neces
sarily produce any better results for all concerned because 
most consumers must be producers and their real income 
as producers conditions their importance as consumers. 
As soon as an individual consumer has to depend upon 
another for any item of consumption, distribution chan
nels are involved. Specialization in the use of land, labor, 
capital, and management sets in. After that point is 
reached, the "rights" of an increasing number of people 
are involved, and the economic processes become more and 
more complicated. Adjustments must be more delicate 
in character, and maladjustments become more com
mon. 

It is obvious that the consumer cannot alone act as his 
own distributor. The practical question is, therefore, 
who should he or who will he elect or pay to _perform this 
function for him? He might elect a Commissar or 
Secretary of Distribution and thus control the distribu
tion channels; he might hire a manager and thus control 
and own the distribution institutions; he might join forces 
with either one or both of two minority groups and J>e 
served by producers, business men, or both. 

It is probably obvious that the consumer would be 
tempted, particularly by those he elects or hires, to choose 
one or both of the first two methods which would give him 
control, ownership, or both. But the degree pf this temp
tation will depend at all times upon the producers and 
business men and the m~nn(lr in which they conduct their 
producing and distributing, as well as upon the consumer .. 
himself. 

We have no right to assume that all consumers will act 
alike. Within any selected group there will be some who 
will insist upon asserting their "rights," while others will 
be perfectly willing to pick and choose from what is offered. 
These differences ·between individuals can be seen as 

differences between nations. In those states, however, 
where the consumer still has some choice in this matter, 
it must be assumed that the majority will establish the 
pattern and the minorities will work out their own ideas 
to the best of their several abilities. 

From the point of view of the business man, the question 
becomes one of determining what the consumer wants and 
how to act after studying the results. Finding out what 
the consumer wants, a subject which is barely touched 
upon in these 6 papers, every one of which was concerned 
with questions vitally affecting the consumer, is what we 
call consumer research and can be carried on by business 
houses themselves or .by professional organizations, the 
personnel of which is trained in this particular type of 
service. It means multiplying these wants by the people 
found in each market, classifying them according to their 
income levels, modifying these markets with the local 
buying habits, and measuring the whole through the dis
tributing facilities available. If the consumer is given 
what he wants, think of the economies which can be made 
and the income which will be released for the purchase of· 
other articles of consumption. 

Having taken this :first !!tep successfully, and it will not 
prove to be an easy one, the second is to prove to the entire 
satisf~ction of the consumer that he is being as fully, 
quickly, efficiently, and economically served as is possible 
under any channel of distribution; this is a matter Qf con
sumer education. Consumer co<iperatives"mmany coun
tries have lead the way in this <J4"ection. Business men 
have been unusually negligent. Just as often &II not, 
when they do start they use some quasi-sincere tecllnique 
or attempt to subsidize some consumer agency. At times 
it seems that business men cannot quite relinquish the 
hope that some day a sellers' market will return and the 
distributor can again exercise his prerogatives of 25 or 50 
years ago~ I hope that these last two points will be a.IJ!.· 
plified with examples given by members of the audience in 
the subsequent discussion. 

In discussing market outlets and trade channels, I am · 
:firmly convinced that we as business men should start 
our discussion with the consumer, his wants, how to satisfy 
them, and convince the constimer of our ability to continue 
to do so more economically than others. Then and only 
then, will outlets or trade channels remain open to us in
definitely .. 

Gentlemen, as I understand my function at this meeting, 
it is to stimulate your thought on the subject assigned, 
either through agreement or disagreement. The extent 
of my success will, in part, be measured by the discussion 
which follows. 
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Die Arbeiten Der Rationalisierung In Der 
Deutschen Absatzwirtschaft 1935-1937 

EIN GEMEINSCHAFTUCHER BEITRAG* 

SUMM~Y 

The economics of distribution comprise those steps which have to be taken in ~onnec
tion with an item of merchandise between the time when it is made and the time when 
it :finally reaches the consumer. Both manufacturers and dealers are actors in this 
drama. 

To rationalise the processes of distribution successfully, each step must be taken 'in 
conformity with business efficiency and with the social rights of private enterprise and 
national economy. Only such activities as fulfill the foregoing requirements can :find . 
a place in a sound plan of distribution economy. . 

The price of an item of merchandise has to include the cost of distribution as well as 
the cost of production plus a legitimate profit. Recent developments in. the science of 
cost accounting, and analyses of those functions common to major types of business 
have facilitated exact determination of cost wherever incurred and so pave4 the way 
for the advent of a planned distribution economy. In consequence, individual business 
enterprises are better able to-day to erect sound price structures, and the tasks con-. 
fronting directors of marketing are sjmpli:fied . 

. 
Die Aufgabe der Rationalisierung der 

Absatzwirtschaft 

DIE· Absatzwirtschaft umfa13t den gesamten Weg 
der Ware vom Hersteller zum Verbraucher, ihre. 
Trager sind Hersteller und Handler. In der 

Absatzwirtschaft Vemunft durchsetzen, sie rationalisieren, 
hei13t, die Arbeit ihrer Organe so einzurichten, da13 sie 
allen. 

Anforderungen technischer, privatwirtschaftlicher 1 

volkswirtschaftlicher und sozialer Natur geniigt. Nur · 
solche Glieder, deren Leistungen zur Erfiillung dieser 
Anforderungen notig sind, haben in einer richtig geordneten 
Absatzwirtschaft Raum. Der Tell des Gesamtproduktes, 
der die aus diesen Leistungen erwachsenden Kosten 
abgelten und einen zu volkswirtschaftlich fruchtbarer 
Kapitalbildung notigen Gewinn errechnen Ia13t, ist den · 
Organen der Absatzwirtschaft als Spanne am Gesamt
preis der Produkte zuzubilligen. Die Unterrichtung 
dariiber, welche Leistungen und Kosten nach dem Stande 
der wirtschaftlichen Erkenntnis der Gegenwart · als notig 
anzuerkennen sind, 'wird heute den einzelnen Betrieben 

der 1Absatzwirtschaft, ihren jeweiligen PartD.eni bei 
Verhandlungen iiber Preise und Rabatte; iliren Berufs
vertretungen und den Aufsichtsbehorden der Marktwirt
schaft erleichtert durch die Fortschritte des Betriebs;. 
flergleichs, der Betriebsuntersuchungen und des. ihnen 
zugrundeliegenden Rechnungswesens der Betriebe. 

Die Formen der R~tionalisierung 

Der Mannigfaltigkeit der Aufgaben entsprechen Urn
fang und Gliederung der zu leistenden Arbeiten. ·Schon 
in friiheren Jahren hat das Reichskuratorium fur Wirl
schaftlichkeit in seinen Untersuchungen industrieller und 
wirtschaftlicher Betriebe Leistungen und Kosten des 
Vertriebs zu erfasseil gesucht. Die Vertriebskosten wur
den den jeweiligen Kostentragem als Gemeinkostenanteil 
zugerechnet. Anfang 1936 hat das Reichskuratorium 
c;l.iejenigen wissenschaftlichen Institute Deutschlands, die 
sich der Erforschung der Absatzformen insbesondere 
widmeten, und ·die an · der Absatzpraxis interessierten 
Gruppen der gewerblichen W"rrtschaft (Reichsgruppen 
Industrie, Handel und Handwerk) zu einem Reich
sausschu13 fur 'Wirtschaftlichen V ertrielJl zusammengeschlos-

• Bearbeiter: Dr. J. Tiburtius, Leiter der Forschungsstelle fUr sen. Die Untersuchungen der Institute brachten insbe-
den ~d~ beim Reichskuratorium fUr Wirtschaftlichkeit. sondere im Bereich des W arenhandels fortschreitende 

Mttarbeiter: . Aufklarung iiber Gefiige und Leistungen, iiber Umsatze, 
Professor C. Lner, Letter der Reichsgruppe Handel, Berlin. K t d E tr" z · d B trt' bsf en 
Generaldirektor E. Junghans, Vorsitzender des Ausschusses . os en un r age von we1~en un e e orm 

Marktordnung und Betriebswirtschaft der Reichsgruppe des Gro13handels und des Emzelhandels. Auf dem 
Industrie, Berlin. Gebiet industrieller und handwerklicher Absatzpolitik 

Otto D. Schaefer, Vtzeprisident des Ausschusses ffir Absatz.. wurden die Ergebnisse der Absatzforschung im ersten 
wirtschaft der Intemationalen Handelskammer, Berlin. Abschnitt der Arbeit 1935/37 bisher in erster Linie den 

Dr. F •. Hayler, Leiter der Wirtschaftsgruppe Einzelhandel, unmittelbar beteiligten Betrieben dienstbar gemacht, 

D:e~. Hotz, Hauptabteilungsleiter im Reichsstand des Y eroffentli~ungen iiber Methode ~d Erge?nisse stehe? 
Deutschen Handwerks, Berlin. 1m Augenblick. der Abfassung dieses Benchtes (April 

Dr. Th. Buddeberg, Vorsitzender des Deutschen Ausschusses 1938) bevor. 
fUr Absatzwirtschaft der Deutschen Gruppe der Intema
tionalen Handelskammer, Bielefeld. 

Deutschland. 
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DIE INDUSTRIE 

In der Industrie fiihrte das I nslitut fur W irts.chajtsbeo
bachlung der deulsclzen Fertigware in Nurnberg2 in zunli.cbst 
ell Zweigen der VerbrauchsgUterindustrie Untersuchungen 
der Absatzverbaltnisse durcb. Gegenstand der Erfor
schungen waren die Leistungen, die zum Absatz der 
Waren in den untersuchten Zweigen vollbracbt wurden 
ibre Vertellung auf Hersteller und Handelsstufen und 
ibre Kosten. 

In allen diesen Funktionen wurden wesentlicbe Unter
scbiede je nacb der Natur der einzelnen Produktionszweige 
und nach den Typen von Produktion der einzelnen 
B.etriebe festgestellt. Bei reinen Verbraucbsgiitern sind 
die letzten Kunden der Fabrikanten andere als bei 
Produktionsmitteln und Arbeitsmitteln gewerblicber 
Betriebe. 1m ersten Falle ist die Fabrik fiir den gro1'3ten 
Tell ibrer Produktion auf den Absatzweg tiber den Gro1'3-
handel angewiesen, andere Teile setzt sie an Einkaufsver
bii.nde von Facbgescbii.ften des Einzelbandels, an Waren
hauser, Einheitspreisgeschafte und gro1'3e Fachgescliafte 
unmittelbar ab. Neben dem Verkauf auf dem Inlands
markt steht die Ausfubr, die unmittelbar durch den 
Hersteller, durcb selbstli.ndige Ausfubrbandler oder durch 
Kommissionii.re erfolgt. Produktionsmittel werden zum 
groGen Tell an die Abnehmer in Industrie Handwerk und 
Handel unmittelbar abgesetzt. Fiir die einzelnen Waren
gruppen sind die Absatzfunktionen sebr verscbieden. 

Die bisherigen Untersuchungen des Instituts fUr 
Wirtscbaftsbeobacbtung der deutscben Fertigware baben 
tiber mannigfacbe Wege des Absatzes, namentlich von 
VerbrauchsgUtern, Klarbeit geschaffen. tiber die Kosten 
konnte bisber nur in einem umgewogenen Durchschnitt 
ein vorlii.ufiges Ergebnis aus den untersuchten Betrieben 
gewonnen werden. Es zeigte in diesem Rahmen vor
lli.ufig, daG auf je RM 100,-abgesetzter Ware etwa RM 
24,---:an Vertriebskosten des Herstellers entfielen. 

Besondere Bemiihungen muGten aufgewandt werden, 
um das Rechnungswesen so gut zu entwickeln daG es die 
Kosten des Vertriebs gesondert von den Kosten der 
Herstellung und der allgemeinen Verwaltung der Betriebe 
deutlich erkennen lieG. Die Arbeit des Instituts fUr 
Wirtscbaftsbeobachtung der deutscben Fertigware ging 
in erster Linie dabin, die unmittelbar aus dem Vertriebe 
entstebenden Kosten und die auf ibn entfallenden Anteile 
allg~iner Kosten (besonders der Verwaltung und der 
Steuern des Gesamtbetriebes) zu erkeQilen. Im Laufe 
der Arbeit wurde der · Fragebogen des Instituts fUr WJit
scba~tsbeobacbtung der deutscben Fertigware dabin 
erwe1tert, daG er neben diesem Einblick in die Struktur 
des Vertriebs auch .die Grundlagen einer Kalkulation der 
Vertriebsleistungen schaffen kann. 

DER HANDWERK 

1m Handwerk untersuchte das Handwerks-Seminar a 
jetzt an der Universitat in Bonn, in fUn£ Zweigen Art 
Umfang und Kosten der Vertriebsleistungen. ·Die un~ 
tersucbten Zweige mit etwa 60 Betrieben waren im Hin
blick auf den Zweck dieser Untersuchung sebr verscbieden 
geartet. Bei Backern und Fleiscbern tritt neben eigener 

1 VgL "Vertriebsuntersuchungen in der Industrie" von Dipl. Jng. 
Dr. oec. Erich Kilspert, RKW-Nachrichten a. a. 0. 

1 Vgl. "Vertriebskosten im Handwerk" von Prof. Dr. K. RaBie, 
RKW~Nachrlchten a. a. 0. 
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Herstellung und Bearbeitung auch der · Vertrieb von 
industriell bergestellten Giitern, z. B. von Markenartikeln 
bervor. Das Malerhandwerk ist dagegen ein reines 
Leistungsgewerbe, bei dem ein Vertrieb sich im wesent
lichen nur in Vorbereitung und AbschluG von Vertrii.gen 
erkennen lii.Gt. Die vom Handwerks-Seminar in die 
Betriebe entsandten PrUfer, die den Verhii.ltnissen des 
Handwerks durcbweg aufgrund eigener Anschauung 
nii.her standen, suchten in eingebenden Aussprachen mit 
~en Handwerksmeistern zu ermitteln, in welcben gescbaft
lichen Vorgangen besondere Verlriebsleistungen zu seben 
seien. Insgesamt baben die bisherigen Untersuchungen 
ergeben, daG eine einheitliche W erbung mit kauf
mii.nnischen Mi.tteln, so.wie Inseraten oder Katalogen, in 
Handwerksbetrieben die Ausnahme bildet. Das Vor
bandensein von Schaufensterauslagen freilicb zeigt 
daG die hier untersuchten Betriebe des Handwerks' 
namentlich Backer und Fleischer, tiber Umfang und 
Charakter der geschichtlichen Stufe der Kundenproduk
tion binausgewachsen sind und eine Produktion fiir den 
unbekannten Kunden betreiben. Durch diese Erweiter
ung des Absatzbereicbes baben die rein absatzwirtschaft
li~eri. .. Probleme, wie die Lagerbaltung in Fertigwaren, 
die ;t"iihrung vo~ y erkaufsgesprachen und in einigen 
Betrieben auch d1e direkte Werbung durch Anzeigen u. a. 
~n Bedeutung .gewonnen. Die Unterschiede, die gerade 
II?-· der Intens1tii.t der Absatzforderung zwischen den 
emzelnen Typen von Handwerksh'etriebe bestehen 
zeigten sich deutlich in der Entwicklung der Kosten: 
Nacb den bisberigen Ergebnissen ist ein Antell der 
Vertriebskosten an den Gesamtkosten anzunehmen der 
min~estens 10%, vieUach aber his zu 30% betragt: 

D1e Erfassung der Kosten wurde durch erbeblicbe 
LUcken in der Buchfuhrung der meisten untersuchten 
Betriebe behindert. FUr die vollstandige Berechnung der 
Kosten wurde Wert darauf gelegt, daG die Handwerker 
neben den Ausgaben an Mitarbeiter und betriebsfremde 
Glii.ubiger auch die kalkulatoriscben Posten (Unter
nebmergebalt, Mietwert eigener Geschli.ftsraume und 
Zins fUr Eigenkapital) berechnen lernten. Das Rech
nungswesen des Handwerks im besonderen bat hierdurcb 
eine wesentl!ch~ Forderung erfahren, daG die gesetzliche 
Berufsorgamsation (Reichsstand des deutschen Hand
werks) eine Buchfuhrungspflicht fiir Handwerker ange
ordnetbat. 

"Uber die Ergebnisse dieser Untersuchungen wird in der 
nli.cbsten Zeit ein erster Bericbt veroffentlicbt werden. 

FORSCHUNGSARBEITEN UND IHRE ANWENDUNG nt RANDEL 

Im Bereich des Warenhandels . wird die Ration
alisi~rungsarbeit wissenscbaftlich getragen von . einem 
Institut, das dem Reichskuratorium fUr WJitscbaftlich
keit angehOrt, der 

Forschungsstelle fur den Handel. Die Arbeit baut bier 
auf einem Betriebsvergleich auf. 

Der Betriebsvergleich soli den Betrieben Anleitungen 
~u wirtsc~a!tlicber Arbeitsweise geben. Er stellt ibnen 
~-regetm:W1ger ":iederk~hr vor Augen, mit welchen Auf
wanden s1e selbst ibre Letstungen bewirkt haben und wie 
dieses Verhii.ltnis bei vergleichbaren anderen Betrieben 
gestaltet war. Zur Bildung eines wirtscbaftlichen Urteils 
wird nicht allein die Bohe der Aufwande sondern ibre 
Zusammensetzung und ibr Verbaltnis z~ Hobe des 
Umsatzes dargestellt. Dem Umsatz werden die Auf-



wande filr die Warenbeschaffung und die Kosten filr die Warenlagers zeigen die Lagerdauer der Waren und den 
eigenen Leistungen des Betriebs gegeniibergestellt. Als Rhythmus, in dem das im Lager angelegte Kapital wieder 
Kostenarten werden Mietkosten, Personalkosten und eingebracht wird. Diese Feststell~g zeigt den ver
die Ubrigen Kosten in einer Summe erfragt. In den schiedenen Grad der Kapital- und insbesondere der 
meisten Hillen werden noch die Kosten filr Steuem, Kreditbediirftigkeit von Betrieben und Geschaftszweigen 
Zinsen, Werbung und Abschreibungen gesondert ermit- an. Vermiigen und Schulden, Fremdkapital und Eigeo
telt. In grof3handelszweigen werden insbesondere die kapital, Auf3eostande und Lieferanteoschuldeo werdeo 
Kosten filr Reisende und Sachaufwande filr den Fuhrpark in Prozeoten des Umsatzes erfaf3t, sodaf3 man sie auch 
festgestellt. Verschiedeo weit geht die Erfragung von untere~der vergleicheo kaon. Bei dieser Feststellung 
Bilrokosten und Beitriigen. Nebeo den Ausgaben werden arbeiten jetzt die Forschungsstelle filr den Handel' und 
auch die kalkulatorischeo Kosten, das Untemehmergehalt t:las Statistische Reichsamt zusammeo. Im. Jahre 1936 
uod der Mietwert eigener Geschiiftsriiume, ermittelt. hat die Forschungsstelle filr den Handel erstmalig Roher
Zu diesen kurzfristigen Feststellungeo tritt die Erfragung triige uod ihr Verhiiltnis zu den Kosten filr eine Reihe von 
derjeoigen Kosteoarteo, die nur in Jahresrechnungen Einzelhaodelszweigeo ermittelt und auch im Grof3handel 
ermittelt werden koonen, wie die Zinsen filr Eigenkapital damit begooneo. 
und die Abschreibungen auf Geschiiftseinrichtungeo und Neben dieser Darstellung der Struktur der Betriebe uod 
auf Auf3enstande. Handelszweige wird die Entwicklung der Umsiitze, Per-

Die Betriige filr die einzelnen Kostenarten sollen un- sooalleistungen, Lagerbewegungeo, Bilanzwerte Un.d Kos-o 
mittelbar aus der Buchfiihruog in die Fragebogen der teo seit dem Vorjahr sowie seit dem Tiefstpunkt der 
Forschungsstelle filr den Handel Ubertragen werden Wrrtschaftslage im Jahre 1933 ermittelt und in Berichten 
koonen. Ihre Zusammeofassung nach Kostenstellen, auf dargestellt. . 
die die einzelneo Kosten entfallen, ist insoweit moglich, Die Durchfiihruog dieser Befragungen stellt erhebliChe 
wie ein klarer Zusammenhang im Betriebsgange erkeon- Anforderungeo an. das Rechnungswesen der beteiligteo 
bar ist. Ein Grof3handelsbetrieb kaon also z. B. seine Betriebe. Mit der regelmiif3igeo Durchfiihruog und 
Ausgaben filr Gehiilter, ProvisioneD und Tagegelder von . allmiihlichen Erweiterung der Erhebungeo hat die For
Reisenden mit Anteilen an den Gehiiltem von solchen schungsstelle filr den Handel vielen Betrieben deutliche 
Angestellteo, die nur zeitweilig reisen, sowie mit Anteilen Hinweise darauf gegeben, welche Aufzeichoungen notig 
an den Sachaufwanden filr seinen Fuhrpark zur Kosten- seieo, um die von ihr gestellten Fragen -;b~~aotworten zu · 
stelle Reise zusammenfassen. Dagegen ist eine Aufteilung koonen. An dieser Befragung gewaonen die Betriebe im 
der Kosten auf andere grundlegende Betriebsvorgange Verlauf der Arbeit seiher ein wachsendes Eigeointeresse. 
wie insbesondere Einkauf und V erkauf bei der engen Seit 1935 sind im Einzelhandel und im Grof3handel von 
Arbeitsverbundenheit in den meisteo Mittel- und Klein- den Wirtschaftsgruppen Kontenplane veroffentlicht wor
!>etrieben des Handels im Wege des Fragebogenverjahrens den, die in· die Praxis. der aogeschlossenen Betriebe 
oicht durchfi.ihrbar, soodem kaon nur bei eingeheoden eingefiihrt werden. Der Betriebsvergleich hat diesen 
Betriebsuntwsuchungen und persOolichen Befragungen Bestrebungen bei vielen.Betrieben praktisch vorgearbeitet. 
gelingeo. Ein endgiiltiger Kontenrahmen filr den Grof3handel ist 

Um die Entstehung der Aufwande ursii.chlich klarzulegen, durch Anordoung des Leiters der WJ.rtscliaftsgruppe 
werden die ihneo zugrundeliegendeo Tatsachen und Ver- Grof3-, . Ein- und Ausfuhrhandel filr aile · Grof3handels
hiiltoisse erfragt. Dazu dient in erster Lioie die Glieder- betriebe filr verbindlich erklart worden. 
ung der Betriebe in die Stufen des Groh.Dandels und des Die Aufstellung von Richtzahlen und Kennzahlen zeigt 
Einzelhandels, sowie in deren einzelne FacM:weige, sie den Kaufleuten, welche Leistungsergeboisse und welche 
wird dem orgaoisatorischeo Aufbau der gewerblichen Kosten mit einer bestimmten Erstreckung des Geschiifts
Wutschaft eotnommen. Speziellere, ursiichlich auf- bereichs erfahruogsgemiif3 verbunden sind. Ein Eisen
schluf3reiche Merkmale sind insbesondere die Warenkreise, warenhandler z. B., der .die Aufnahme von Glas- und 
der Anteil technischer Arbeilen am Umsatz, die Zusam- Porzellaowaren in sein Wareolager erwiigt, um dadurch 
mensetzung des Abnehmerkreises und die Anteile von Saisonschwankungen seines Umsatzes zu midem, kaon 
Bar- und KreditfJerkiiufen. · aus den Berichten erkeonen, daf3 in dieser Abteilung 

Ga?"g der Arbeit der F~schungsstelle fur den Handel.' geringere Umsiitze je beschiiftigte Person und hOhere 
Im emzelneo .soli der Betriebsgang durch folgeode Gegen- Kostenaoteile zu erwarten sind als in seinem bisherigen 
U?erstellun~eo _derverschiedenen Werte aufgehellt werden: Geschiiftstypus. ' 
?ie Warenetngiinge werden dem Umsatz gegeniibergestellt, Diese Arbeitschlief3t im Grof3haodel und im Einzel
un Grof3handel erfaf3t man auch die Betriige der Lief~ran- handel die Kaufleute zu einer neuen Art von Gemeinschaft 
teorechnungen. Aus dem Verhiiltnis der Umsiitze zu zusammeo in der sie ihre selbstandige Untemehmerfunk
den Zahlen der Kassenzettel ist zu entnehmen wie die ti' k • ' uf b d · b n,_ "ben 
Gesamtumsiitze e· B tri b d Eink"~ d on emeswegs a ge en, son em ewuw.- ausu 
einzelnen Kunde:e:nts~h e es Aaus die~ Eal en er solleo. Am Betriebsvergleich nehmen jetzt etwa 5800 

en. us eseo ementeo G nh" dl d twa 7000 E' lh" dl teil Sie 
und aus der Zahl der Mitarbeiter des Betriebes baut sich row ~ er un e • mze an er •• 
der Umsatz je beschiijtigte Person auf er zeigt a lch setzen s1ch zusammen aus Betrieben fast aller Zwetge des 
Leistungswert aus der Tiitigkeit der ~inzeloen Bn~eiif~~ Absatzgrof3handels mit Fertigwaren seit 1935 und auch 
teo zur Deckung der A ufwiinde erzielt wird. eines wachsendes Ausschoittes des P~odukt~bi'!" 

Lagerbewegungen und Umschlagsgesclrwindigkeil des dungshandels. Aus- und Einfuhrhandel smd nur msowat 
beteiligt, als manche. Betriebe des Grof3haodels Binnen

•Vgl. "Wirtschaftlichkeit im Handel," RWK-Nachrichten, Ja. und Auf3enhandel miteinander verbindeo. Vom Einzel-
Jahrg. H.ll/12, 1936. handel sind nunmehr aile Zweig~ des Fachhandels am 
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Betriebsvergleich der Forschungsstelle fi.ir den Handel 
beteiligt. 

Noch oft werden Zweifel an der vollstandigen Beweis
kraft der Ergebnisse des Betriebsvergleichs laut. Ihnen 
ist dahin recht zu geben, da13 der Kreis der mitarbeitenden 
Betriebe noch manche Lucken aufweist. Dem Betriebs
vergleich fehlt bisher noch namentlich eine geniigende 
Beteiligung von Betrieben der kleinsten Gro13enklasse. 
Freilich sind in den meisten 'zweigen Betriebe beteiligt, 
die unter der durchschnittlichen Umsatzgro13e des Zweiges 
lie gen. 

Die nachsten Arbeiten der Forschungsstelle fiir den 
Handel werden einer Durchfiihrung regionaler Betriebsver
gleiche, besonders zur genaueren Ermittlung von Standort
einjliissen, ferner der genaueren Erfassung der Saison
schwankungen, besonders im Einzelhandel, und der Ver
vollkommnung der Berechnungen von Rohund Reiner
triigen dienen. Der Kaufmann, der Rohertrage eines 
Handelszweiges und seiner einzelnen Gruppen mit ihren 
verschiedenen Warenkreisen kennenlernt, wird dadurch 
zu kritischem Nachdenken tiber die Preisspannen der 
einzelnen Waren angeregt, aus denen der Rohertrag 
entsteht. Der Betriebsvergleich in seiner bisherigen 
Anlage diente in erster Linie dazu, den Betrieben ihre 
Belastung mit Kosten6 zu zeigen und ursachlich zu erk
liiren, um sie zu hoherer Wirtschaftlichkeit anzuleiten. 
Kiinftig soU der Betriebsvergleich durch diese Hinweise 
auf Unterschiede der einzelnen Kostentrager den Kauf
mann naher an die richtige Art des Kalkulierens heran
fiihren. 

FORSCHUNGSARBEITEN ANDERER INSTITUTE6 

AUF DEM GEBIETE DES HANDELS 

Ander wirtschaftlichen Erforschung des Warenhandels 
haben neben der Forschungsstelle fiir den Handel beim 
Reichskuratorium fiir Wirtschaftlichkeit auch andere 
Institute tell. 

Regelmii/Jige Arbeiten auf diesem Gebiet werden vom 
Statistischen Reichsamt und vom 1 nstitut fur Konjunktur
Jorschung geleistet. Das Statistische Reichsamt ermittelt 
in der Hauptstatistik fortlaufend die Umsatze einer 
gro13eren Zahl von EinkaufS1Jerbiinden des Einzelhandels 
und des Handwerks sowie von Betrieben des Lebensmit
teleinzelhandels. In der Steuerstatistik untersucht es in 
einer Reihe von Zweigen des Gro13handels und des Einzel
handels Merkmale steuerlicher Leistungsfahigkeit. · 

Das Institut fiir Konjunkturforschung untersucht 
Umsatze, Beschaftigtenzahlen, Lagerwirtschaft und Kos
ten der Warenhiiuser und Kaufhiiuser sowie die Verhalt
nisse der V ersandgeschiifte. Die Gesamtheit der regel
ma13igen Untersuchungsergebnisse tiber die Umsatze des 
Ladeneinzelhandels wird in monatlichen Berichten· ver
wertet, die seit 1936 von _der Forschungsstelle fiir den 
Handel und dem Institut fiir Konjunkturforschung 
gemeinsam veroffentlicht werden. 

• Vgl. "Die Kosten des deutschen Einzelhandels von 1930-1935," 
Schriftenreihe der FfH, Neue Folge Nr. 1, 1937. 

• Vgl. "Gemeinschaftsarbeit in der Erforschung des Warenver
triebs von Industrie, Handel und Handwerk," von Dr. J. Tiburtius, 
Schriftenreihe herau&geb. vom Verband Deutscher Dipl. Kaufleute 
e. V., Bd. 4, 1937.-"Rationalisierung im Einzelhandel" von Dipl. 
K.fm. Fr. Prie6, Schriftenreihe der FfH, Neue Folge Nr. 2, 1937.
"Der Gro6handel im Blickfeld unserer Zeit," von E. v. Sellner, Bd. 1 
der Studien zur neuen deutschen Wirtschaft. Berlin, 1936. 

Neben diesen laufenden Gesamtuntersuchungen der 
Handelswirtschaft stehen einzelne Forschungsarbeiten, die 
der Rationalisierung auf wichtigen Teilgebieten dienen, 
so besonders des Einzelhandelsinstituts in Koln, des Pro
fessors Lampe in Freiburg i. Brsg., der Konsumforschungs
Gesellschaft e. V. in Nurnberg. 

ZUSAMMENFASSUNG 

Diese kurze Zusammenfassung wird die Frage aus
losen, in welchem Ma13e die Praxis bei den bier geschilder~ 
ten Untersuchungen und bei der Verwertung ihrer Ergeb
nisse zu ihrem Recht kommt. Sie ist an diesen Arbeiten 
in verschiedenen wichtigen Abschnitten ma13gebend 
beteiligt. 

Praktischen Nutzen gesamtwirtschaftlicher Art hat 
die Zusammenarbeit von Instituten und Gruppen der 
gewerblichen Wirtschaft schon bei der Vorbereitung der 
gewerblichen Betriebsziihlung fJon 1939 stiften konnen. 

In der Zusammenarbeit im Ausschu13 fiir Absatzwirt
schaft bei der Jnternationalen Handelskammer hat der 
Reichsausschu13 fiir wirtschaftlichen Vertrieb beim Reichs
kuratorium fiir Wirtschaftlichkeit dafi.ir sorgen konnen, 
da13 die deutschen Arbeiten auf diesem Gebiet zur Kennt
nis der Vertreter der anderen Lander kamen, und da13 die 
deutsche Absatzwirtschaft Erfahrungen anderer Lander 
besonders in der Marktanalyse und in der Werbewirt
schaft sich zu eigen machen konnte. 
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Ausblick auf die Rationalisierungsarbeit des 
Staates und der Gruppen 

Drei wesentliche Ziele sind in dieser Arbeit zu erkennen: 

I. Die AbsatzfOrderung der Verbrauchsguterindustrie, 
deren Aufstieg in der Gesamtbewegung seit 
1933 in Deutschland spater einsetzte und 
langsamer fortschritt als der der Produktions
mittelwirtschaft. 

II. Die Erhaltung eines moglichst stabilen Preis
standes der wichtigsten Lebenshaltungsgiiter. 

III. Die Betonung der Wichtigkeit des Fachgeschiifts 
im Einzelhandes und des Fachhandwerkers. 

Der tiefste Eingriff der staatlichen Wirtschaftsfiihrung 
geschah beim Einzelhandel. Das Einzelhandelsschutz
gesetz hat in den Jahren 1934 fi die innere Wandlung 
erfahren, da13 in den Vordergrund die Anforderungen an 
die Sachkunde und moralische ZufJerliissigkeit an Personen 
gestellt wurden, die ein Einzelhandelsgeschaft begriinden 
oder iibernehmen wollten. Die Handelsforschung kann 
die zulassenden BehOrden dariiber unterrichten, auf 
welche Warenkreise sich die Kenntnis eines Einzel
handlers in den einzelnen Fachzweigen erstrecken mu13, 
sie kann Anhaltspunkte dafi.ir liefern, in welchem Ver
hiiltnis Eigenkapital und Kredite erfahrungsgema13 zum 
Umsatz stehen und welch ein Umsatz in einer bestimmten 
Marktlage Gewahr dafi.ir bietet, da13 der Anteil der Kosten 
in angemessenen Grenzen bleiben wird. Zurzeit werden 
etwa 25000 Einzelhandler von Treuhiindern beraten, die 
ihnen in der Anlage und praktischen Auswertung einer 
ausreichenden Buchfiihrurig an die Hand gehen. Mehr 
als 50000 Einzelhandler sind in Arbeitsgemeinschaften 
zusammengefa13t, die von der Wirtschaftsgruppe Einzel
handel zur Verbreitung von Buchfiihrungskenntnissen 
gegriindet wurden. 



Dem gleichen. Ziele dient auch die Berufsfiil'derungsar
beit der Berufsvertretungen des Handels. , FUr diese 
Arbeit liefert die Handelsforschung mit den Ergebnissen 
des Betriebsvergleichs Erkenntnisse, die' sowohl der 
jetzt ta.tigen Generation von BetriebsfUhrem als auch dem 
Nachwuchs an Gehilfen und Lehrlingen zugute kommen. 
Mit dem gesetzlichen Schutz des Einzelhandels wird 
also die Hebung der Leistungen verbunden. · Textil
handler werden in Textilfachschulen und durch gemein
verstll.ndlich gehaltene Schriften iiber Anderungen der 
Stoffe und ihre Behandlung im tll.glichen Gebrauch unter
richtet. H.ausrathandler erhielten Gelegenheit, durch 
praktische Arbeit in Musterbetrieben der Glas- und 
Prozellanwarenherstellung wieder einmal unmittelbar 
mit diesen Stoffen und ihren Eigenarten in BerUhrung zu 
kommen. LebensmiUelhiindlern wurde in Fischlehr
kiichen gezeigt, wie sie durch richtige Ratschllige an die 
Hausfrauen diesem gesunden Nahrungsmittel zu mog
lichst weiter Verbreitung verhelfen konnen. Diese Arbeit 
der Verbrauchslenkung wurde in Gemeinschaft mit der 
wirtschaftlichen Organisation der Deutschen Frauen 
(Abteilung Haus- und Volkswirtschaft des Deutschen 
Frauenwerks) geleistet. 

Den rechtspolitischen Gedanken, das Fachgeschlljl im 
Einzelhandel und seinen regelmii.Digen Geschii.ftsgang zu 
stiitzen, hat in den Jahren 1935 fJ das W eUbewerbsrechl 
immer starker ausgebildet. Aulomalen hat der Gesetz
geber nur fUr Fachgeschii.fte innerhalb ihres Warenkreises 
zugelassen. SondenJerkiiufe werden auf alle Fiille eines 
volkswirtschaftlich begriindeten Anlasses bescbrii.nk.t. 
Die Verbesserungen der Statistik im Einzelhandel ermO
glichen ein scharferes Urteil iiber die Lagerdauer der 
einzelnen Waren, die Priifung der Preise zur Beurteilung 
der Lauterkeit des Wettbewerbs konnte sich auf die ob
jektiven Berechnungen der Kosten des Einzelhandels im 
Betriebsvergleich stiitzen. 

Der Rationalisierung der GrofJhandelstiitigkeit dienten 
Richtlinien iiber Inhalt und Umfang der Grofihandels
funktionen, die gemeinsa.m von der Reichsgruppe In
dustrie und der Wlrtscha.ftsgruppe Grofi-, Ein- und 
Ausfuhrhandel aufgestellt wurden. Auch der Grofihandel 
strebt eine Steigerung der Leistungsfii.higkeit seiner 
Gesamtheit durch die Berufsauslese aufgrund gesetzlicher 
Normen an. Der Betriebsvergleich zeigt die Verschie-

. denartigkeit dieser Funktionen in der Praxis der einzelnen 
Zweige. Die staatliche Finanzpolitik hat eine Sta.rkung 
der Lagerhaltung beim Grofihandel durch die ErmiiJ3igung 
der Umsatzsteuer fUr alle Grofihandelsumsatze auf l% 
vom Umsatz gefordert. Der Wettbewerb zwischen 
Grofihandel und Einkaufsverbiinden aller Arten und 
Rechtsformen ist durch den Reichswirtschaftsminister 
durch Regelung der Rabatte unter gerechtere Bedingungen 
gestellt worden. 

A1s wichtiges Mittel der Rationalisierung der Absatz
wirtschaft hat die Reichsregierung in den letzten Jahren 
die Preispolitik angewandt. Der Reichskommissar fUr 
die Preisbildung strebt eine Preisentwicklung an, die eine 
Abgeltung der volkswirtschaftlich notigen Kosten, also 
eine Sicherung der notigen Leistungen ermoglicht 

Auch fUr strittige Fragen der Absatzwirtschaft bietet die 
Absatzforschung der WirtschaftsfUhrung Anhaltspunkte, 
so z. B. fUr die Leistungen und Kosten der Warenhauser.' 

' Ihr Antell an den Gesamtumsiitzen des Einzelhandels sank von 
3,7 vH im Jahre 1933 auf 2,9 vH im Jahre 1936. 

Die V erbrauchergenossenschajten• sorgen bisber durch 
eigene Berichtserstattung fUr Unterrichtung von Staat 
und Offentlichkeit. Ein Reichsgesetz vom 21. Ml!i 1935 
hat von insgesamt 13000 Verkaufsstellen 600 a1s nicht
existenzfii.hig geschlossen und etwa 700 in private Betriebs
form iibergeleitet. 

Auf fast allen Gebieten der Rationalisierung der Absatz
wirtschaft wirken also Forschung, StaatsfUhrung und 
wirtschaftliche Selbsthilfe zusammen. Der Erfolg der 
Rationalisierung, der in der Herstellungstechnik schon 
frliher erreicht wurde, soli in der Sphare des Absatzes 
gesichert werden. Auf diesem Gebiet spielt die Irra
tionalita.t der Nachfrage des lelzten Kiiujers eine so wesent
liche Rolle, dafi die Rationalisierungsarbeit umso wich
tiger ist. Ein Gegensatz zwischen privatwirtschaftlichen 
und volkswirtschaftlichen Regeln vemiinftigen Handelns 
kann nur voriibergehend, nicht aber auf die Dauer 
bestehen, besonders nicht in einem Gemeinwesen, in dem 
gesamtwirtschaftliches Denken einen liickenlosen Aus
druck in den Mafinahmen der staatlichen. Wlrtscha.fts
fUhrung und in der Wuksamkeit der Pflichtverbiinde allet 
Wutschaftszweige gefunden ·hat. Voriibergehende 
Widerspriiche zwischen diesen Zielsetzungen sollen durch 
bestmogliche Schulung aller Wutschafttreibenden mog- · 
lichst vermieden und abgekUrzt werden. Die Wut
schaftsfUhrung seiher gewinnt zugleich aus dieser engen 
Verbindung mit der Praxis der .Wutschaftsberufe die 
Unterrichtung, die sie braucht, um ihre Entscheidungen 
auf eine moglichst vollsta.ndige Kenntriis der Lebensver
hiiltnisse und -bedUrfnisse in allen einzelnen Gruppen 
stiitzen zu konnen. Damit schliefit sich der Ring, der 
einzelwirtschaftliche und gesamtwirtschaftliche Ration-
alitii.t verbindet. ' · 
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Equalizing the Flow of Goods in Distribution 
WILUAM H. INGERSOLL* 

SUMMARY 

Equalization of the flow of goods in distribution is essential to the stability of a business 
because goods are made to be used and unless sold production cannot continue regularly 
nor can economy be attained. Distribution embraces all functionaries between · the 
physical completion of commodities and their consumption, including wholesale and 
retail distributors, manufacturers' sales and advertising organizations, etc. . 

Of the elements which tend to interfere with the equalized flow of goods, some such as 
general business conditions, new discoveries, wars or politics are beyond the control of 
individual private enterprises; others like style changes, seasonal demand or competitive 
activities are subject to this influence. · Equalization of distributive flow is therefore the 
comprehensive question of demand and supply. It is management's duty to understand 
what outside factors are most significant to it and how to anticipate and adjust to them. 

For the purposes of this paper consideration will be .confined to matters subject to 
substantial control by individual private enterprise. This limits us to commodities 
identified by the makers name or brand because anonymous goods lose their identity in 
the general mass once they leave the producer and control is lost. Discussion will 
relate to consumer goods within the purchasing power of average families. 

Ordinary impediments to constancy of flow are fluctuations in consumer demand; 
quality of product; costs of production; sePfug prices; and effectiveness of machinery of 
distribution. If one varies it affects the rest. Price stabilization is the most decisive 
factor. ! ~ 

A large part of the statesmanship of commerce is in the strategy of policies which will 
hold the enduring support of the body of distributors whose :final interest is in profits. 
This is to be accomplished by constant surveys of the market, adapting goods to changes, 
introducing needed new products and assisting distributors in meeting resistance to sales. 

EQUALIZATION of the flow of goods in distribution 
is essential to the maintenance of orderly, eco
nomical production. If the flow fluctuates widely, 

production costs also fluctuate, employment of wage
~arners becomes irregular, help must be laid off and taken 
on, the skill of the worker suffers, qualit~ lacks uniformity, 
and general instability results. · 

Distribution embraces the whole structure which bridges 
the gap between the production and the consumption of 
goods. As here used it pertains to the process of getting 
goods into use after their physical completion. It in
cludes the body of wholesale or retail ri:J.iddlemen whose 
services give time and place utility to commodities; the 
cultivation of the market by producers in preparing users 
to receive their goods; the education of their middlemen 
distributors in the merits, functions and suitability of their 
products for the market; the producers' own selling organ
ization, sales promotional activities and advertising 
efforts. 

The equalization of the flow of goods through the chan
nels of distribution implies the power to control or mate
rially influence this flow. Ordinary factors which impair 
the regularity of flow are: 

C~anges in general business conditions and purchas-, 
mg power; . 

Gluts and shortages in production; 
Seasonal character of demand for many products; 

*Partner, Ingersoll, Norvell and Babson, New York City, 
u.-s. A. 
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Style changes, obsolescence; 
Changing habits of-· customers; 
Variations in the intensity of competition; 
Speculation in commodities; 
Unseasonable weather affectinll many things like 

crop supplies or the demand for clothing; 
Price changes resulting from or abetting other 

changes. 

Other factors, less ordinary are: discoveries of new re
sources in supplies, as of petroleum affecting gasoline or of 
ores or coal; new inventions, as of radio affecting phono
graphs or of automobiles affecting carriages and railways 
and altering the demand for many kinds of materials and 
labor; labor relations, affecting wages, employment, pro
ductive efficiency, costs and purchasing power; and credit 
facilities. 

And beyond these are still innumerable other factors 
such as changes in tra.Dsportation facilities, legislation, 
politics, wars, floods, cyclones . and immigration. In 
short, when we contemplate the equalization of the flow of 
goods in distribution we are dealing with the comprehen~ 
sive question of supply and demand which, depending 
upon what commodity is concerned, may be affected by 
any development or activity. Which serves to remind us 
that it is the duty of management to know and understand 
the outside factors affecting its business, to anticipate as 
far in advance as possible what changes or developments 
are probable and what their effects will be. 

But, for the purposes of this paper, many of the. con
tingent factors cited amount to imponderables. Pnvate 



enterprise can do little individually to equalize the flow of 
its product in the face of war, revolution, or international 
restrictions. In order to reduce the question to manage
able proportions within our time limit we must confine 
our consideration to factors with which the management 
of an individual private enterprise may cope under or
dinary circumstances. Even within this range, conditions 
vary so widely in different industries that we must further 
restrict our treatment on this occasion. As already noted, 
equalization implies the power to control or measurably 
influence results. To secure such an effect throughout 
his field of distribution, the average industrialist must be 
possessed of an identified commodity-a branded or trade
marked product. Ordinarily the producers of anonymous 
goods which lose their identity in the general mass once 
they leave the producers hands, are relatively helpless to 
control their flow after the goods have entered the chan
nels of distribution nor are they usually interested in 
doing so. If they are they must have resort to cartels or 
other joint or governmental regulation. Our considera
tion therefore may be limited to identified products which 
carry the name, personality, responsibility and usually 
the guaran~ee of their producers wherever they travel on 
their way to consumption. 

Such qualifications apply equally however to capital 
goods of the nature of locomotives or factory equipment 
and to consumer goods whether packaged groceries, 
branded articles of clothing, radio sets or watches. 

While some of the general problems of distribution flow 
are common to both groups, for present purposes we will 
consider only identified consumer commodities, marketed 
through dealers and falling within the consuming power of 
middle and upper bracket family incomes. 

How then may the flow of such products be equalized 
in distribution? What this question asks is: how may 
their demand and sale be stabilized? How may these be 
held uniform? 

Other papers.in the sessions of this section disc~ss meth
ods of market development, sales promotion, demand stim
ulation and the like. Now we are dealing only with the 
element of constancy, presumably on a normally rising 
scale. 
. In our opening observation we remarked the inter
dependent character of several factors of uniformity. 
Given constancy of purchasing power:--

Uniformity of costs requires uniformity of production; 
Uniformity of production requires uniformity of de

mand; 
Uniformity of demand requires uniformity of price, 

uniformity of. quality and uniformity of distribu
tion; 

Uniformity of price depends upon uniformity of costs 
which, as noted, depends upon demand which 
again, turns upon price and quality; 

Uniformity of quality is sided by uniformity of pro
duction, permitting regularity of employment for 
wage-earners and the skill acquired with constant 
experience. 

Thus do these elementary ingredients of constancy 
re-act each upon the other. They are like the stones in an 
arch: remove one and the others fall. And of these, price 
may be regarded as the keystone of the arch. Under 
constancy of purchasing power about which the industrial
ist can do little individually, if price fluctuates demand 
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fluctuates with it, disturbing production and costs and 
quality and distribution and employment. 

Other things being stable, the first objective then in 
equalizing the flow of our goods in distribution is to main
tain the constancy of their price in the final stage. In 
the United States since 1911 the power to stabilize prices 
in distribution has until recently been denied to producers 
even of identified goods. Our guests from England, 
France, Germany, Sweden or other industrial countries 
where such control is taken for granted, may find it diffi
cult to visualize how a reasonable people so long tolerated 
such an obvious handicap to the efficient transaction of 
business. It was because our courts failed to recognize the 
unity, 1 the interdependence of production with distribu
tion. It is sufficient to record that even as to identified 
products, in the eyes of our courts, these were separate, 
unrelated functions until the law was changed by there
cent enactment of legislation known as our "fair trade" 
laws. These laws distinguish between anonymous goods 
sold upon the responsibility of the distributor, and 
branded products which are accompanied throughout the 
distributing process by the name and reputation of their 
originators. For the first time in a quarter century our 
industrialists may stabilize the several factors essential 
in equalizing the flow of their goods in distribution, which 
was impossible as long as the key factor, price, was for
bidden to control. 

In passing, it may be observed that having so long been 
denied this right, the majority of American industrialists 
are unaware of its practical value and its application but 
the more alert brand owners in various industries are 
capitalizing upon the new opportunity to lay a foundation 
for constancy in the flow of their products. This may 
shortly enable them to outstrip competition in the delivery 
of quality and value at stable prices to their final patrons. 
And the sponsors of the new legislation may later find 
themselves hailed for having contributed a salient econ
omy to the structure of American business. 

It may be said then that if we would hold the flow of 
branded consumer goods in balance the interacting forces 
of: 

Demand, 
Production, 
Production costs, 
Selling price, 
Quality, 
Employment, and 
Distribution 

should be stabilized as far as possible. . 
This does not imply inflexible rigidity. But it does aim 

at avoidance of upheavals which disturb the rhythm of 
harmonious operation. Gradual, constant improvement 
is of course to be sought in all particulars, the most vital 
of which are betterment of quality in its widest sense and 
reduction of price. 

Before proceeding to other phases of the problem of 
equalization, a further examination of the application of 
these ideas is worthwhile. The forces in question are 
ones which are substantially subject to management. 
They are not the great outside "imponderables." The 
most immediate of them in effect upon demand and sale, 
are constancy in quality, price and effectiveness of dis
tribution. 



After a producer has provided goods of satisfactory customers. The preparation and supervision of the sales 
quality and price the result hangs heavily upon distribu- organization is therefore a safeguard against dealer 1luctua,. 
tion. If demand is to be supplied, the goods, must be tion. 
available, accessible, convenient to those who want them. Since dealers ordinarily handle hundreds of. items of 
Which is to say that they must be placed on sale in stores stock which· must divide their attention and since they 
adjacent to the consuming public. are preoccupied with their own problems of stock control, 

In a competitive world in which each dealer has his . credits, collections, accounting and other elements of 
choice of throwing his in1luence behind either of several management, it is not enough to deposit merchandise 
competing items of each class, .and under our so-called upon their.shelves. To equalize and maintain the 1low 
profit system in which the incentive for dealer support is of goods through their establishments, it will assist if 
the profit he can make as a reward, it is evident that the they are supplied with reminder· signals to suggest to 
mere physical scattering of goods in stores throughout a consumers that given merchandise is obtainable there. 
territory will not insure the stability of demand and sale These may be in the form of posters, signs, display fixtures 
that we are seeking. The dealer is usually more than a or window materials. Information bulletins or selling 
mechanical handler. He is an advisory agent. He can suggestions for the instruction of dealers' sales clerks will 
double the 1low of a product through his establishment or also help. The creatfon of consumer interest or demand 
cut it in half. Collectively therefore the dealer is a vital by means of advertising in its various forms will aid in 
factor in the stabilization of demand. He is in1luenced the stability of distribution. 
not alone by the quality of goods or by the satisfaction Keeping an oversight of dealers' inventorieS through 
they afford his customers but also by other factors which salesmen or sales records and avoiding over-stocks or 
determine whether his experience with a product is stagnant stocks on dealers' shelves is one of the most 
pleasant and profitable. · effective measures for preventing 1luctuating sales 1low. 

Unless the policies and methods of a manufacturer The merchandise should be kept a running stream through 
satisfy the normal requirements in these respects, his each outlet. Overloading defeats this objective, It is 
distribution will1luctuate. Dealers will stop handling or likely to lead to price cutting to move surplus stocks and 
will minimize the 1low of goods which it does not please resentment against the product concerned. But after 

· them to distribute. Manufacturers will discover that the all of these and other precautions have been taken they 
number of outlets in a territory is unstable, that accounts will not avail unless included with them::.i!i a profit for 
die off or become dormant and that when the accessibility the distributor. A margin must be provided above the 
of the product to consumers is thus interfered with, the cost of the goods to him, sufficient to cover his operating 
demand upon the plant facilities wavers accordingly with expenses in re-selling them, plus a reward in return for 
the consequence of effects upon factory costs, quality and his investment in them, the risk he assumes and the facil
so on. ities he provides in housing, showing and recommending 

The policies and methods necessary to maintain a stable them. This is a crucial consideration in identified goods, 
1low of goods through the body of distributing outlets, it known under the maker's brand and known to be the same 
goes without saying, begin with reliability of product. and worth the same in one store a.S another. H the goods 
But this is only the beginning. Market value must be are well known to the public, people are reluctant to pay 
included. In style merchandise, the styling must be kept more at one place than they can be obtained for at an
abreast of changing taste. Packaging should provide not other. We are back then to the question of establishing 
only for the safety of the contents but should also take a uniform price. ' It must be done at a level that will 
into consideration the convenience of the dealer both in invite consumer acceptance in order that an opening will 
storing the merchandise and in exhibiting or demonstrat- not be left to competitors to make a lower price and cap
ing it. Judicious selection of dealers as to location and ture the market. But it must not be at a level so low 
qualification for distributing the character of product to that it fails to furnish the necessary iricentive to dealer 
be sold will forestall later shifting. In all but the com- support. 
monest convenience goods, the number of such outlets to The intricacies of this problem are too great for detailed 
be appointed should be standardized according to' the exposition here and it does not concern our friends from 
characteristics of each area against its potentialities so other countries. It will suffice then to say that it gives 
that there may be a sufficient volume of business to inter- scope for strategic handling requiring understanding of 
est the caliber of dealer desired and to hold his interest to the several divisions of the market as between the trade 
insure stability of sale. This involves the measurement of in the large centers of population, suburban communi
sales possibilities of the area by experience records and ties, smaller cities and rural districts. Price U:regular
market surveys. ities are the most prolific source of difficulty in maintain-

Making it pleasant for the distributor to deal with the ing the even 1low of distribution in all divisions of the 
house by providing prompt, considerate and comprehend- market. They divert the 1low from its normal, desirable 
ing service with respect to correspondence, credit handling, course and cause undue congestion in favored sections 
complaints, ·orders and shipments will help hold.dealer of the market at the sacrifice of healthy, general distribu
support. In mechanical products such as refrigerators, 
phonographs or watches the service and repair function tion. Too much emphasis cannot be placed upon the im
is essential to satisfaction. Where salesmen are employed, portance of the key consideration of price stability to 
their selection and training covers one of the vital points consumers at the strategic level. · 
in customer satisfaction. To those at a distance who And what of those other obstructions to equalizing the 
have no direct contact with the house the salesman is the 1low of goods in distribution-lurches in general busin«;SS 
house. Houses which have too large a turnover in their conditions, excess facilities of production, competitive 
sales staffs usually have a high mortality rate among aberrations, seasonal demand, style changes, processing 
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innovations, labor disturbances, catastrophes of nature, 
price wars and all the rest? 

Certainly it is the duty of the management of each 
individual enterprise to avail itself of every means of 
anticipating coming events, to appraise their probable 
effect upon the enterprise, to ascertain what measures 
will turn favorable developments to the most advantag
eous use and what measures will minimize the hardships 
of unfavorable ones. In these times of rapid change it 
behooves' every business to place upon a competent 
officer the responsibility of constantly scanning the hori
zon and of interpreting the signs that he observes. 

It is not given to men to divine all that is ahead. Under 
the most watchful guidance there will be surprises and 
disappointments. But this does not signify that because 
perfection cannot be attained it should not be striven 
for. H results are imperfect with the best of care, they 
will be worse without it, except by luck to which prudent 
management dare not trust. 

Of the numerous contingencies which business must 
constantly face, there are some, such as seasonal demand 
or labor relations, about which a particular private en
terprise can do something to adjust itself. There are 
others, such as futile competitive behavior, excess 
production in an industry which require some sort of 
collective action by those affected. For the rest, wars, 
floods, revolutionary discoveries in the sciences and such, 
it seems possible to do nothing more individually than 
to be ever on the alert for signs of their approach and to 
have well-laid plans of a course that is to be steered in 
case any of them eventuate. Forewarned permits being 
forearmed and prompt, decisive action when emergencies 
arise. is often of the essence of escape from disaster. 
Beyond that when untoward developments loom, one 
can only join with his fellows or his government in trying 
to discern the wisest policy of action. 

As to offseWng seasonal demand for the product of a 
given producer there are several devices which have been 
found effective in different trades. One is to find a com
plementary line of goods to make which will fill out the 
valley season, be appropriate to the manufacturing 
facilities of the enterprise and not too remote from its 
distributing experience. It is on this principle that the 
coal dealer sells ice in the summer and that the radio 
manufacturer enters the refrigerator field. Flexibility 
of terms of settlement has in other cases overcome drastic 
peaks and valleys in distribution. For example, nobody 
is now interested in buying and paying for calendars for 
the year 1939. Yet ever since December 1937 the calen
dar manufacturers have been making and delivering 
1939 calendars by the million. They have done it by 
taking orders and producing the goods and making de
livery currently but arranging for settlement on the date 
that buyers would otherwise have been willing to accept 
and pay for the goods. Similar methods are used in 
selling Christmas cards, Easter cards, and other greeting 
cards and thus the production and flow of goods are equal
ized throughout the year. If credits are prudently given 
there are now financial agencies ready to assist even small 
companies in carrying this burden of seasonal settlements 
which relieves the more serious burden of seasonal buying. 

Style changes are also now subject to anticipation. 
Fashions which were supposed to Se as unpredictable as 
the weather can now be foretold with about the same de
gree of assurance as the weather. And in spite of jibes 
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at the expense of the weather "man" his average of accu
racy puts the business world to shame. 

There are organized methods for glimpsing far enough 
in advance, the trends of style in any field to permit the 
production of goods to meet the arrival of new demands. 
A few years ago for example it was known a year or two 
ahead of the fact, that wool fabrics were coming back into 
vogue for women's apparel after having been displaced for 
years by silk. An alert manufacturer of women's leather 
hand-bags being possessed of this information knew also 
that it would make a place for a new type of handbag of 
heavier leathers and he devised and had ready for the 
market a line of bags which lifted him to high success as a 
leader. 

Similarly the maker of costume jewelry who knew ahead 
of time that Vic_torian styles would have a large place 
last year in women's costumes knew that there would be a 
call for jewelry in the design of the Victorian period. So 
pronounced has the vogue of costume ensemble become 
that it is commonplace for the most remote little shoe 
factory to attune its production to the standard demands 
for colored leathers and decorations to harmonize with the 
accepted colors in dress materials and other apparel. 

There are agencies which make a business of carrying on 
organized research to keep track of coming trends of style. 
Their services are available to any manufacturer upon 
terms which make them the essence of economy when set 
against the losses incurred in producing unsalable goods or 
the loss of sales that would be made if the goods were 
styled to current taste. 

In other particulars there are organized means of antic
ipating the requirements of the market. Skillfully devised 
field reports from travelling salesmen will sometimes reveal 
symptoms of competitive activities which unless matched 
may lead to slumps in the flow of a company's goods. Or 
they may reveal openings for new goods or for changes or 
adaptations which will avoid fluctuations. 
. Market surveys made either by a special department of 

the company organization or often preferably by an out
side research organization which is not biased by company 
viewpoint, will uncover weaknesses in product or policy 
or will show new opportunities to adjust to market require
ments before disturbances to distribution have set in. 

Always to have in reserve some new product which by 
research has been found to have possibilities has been 
found good practice by many concerns. Then when 
there is a recession in business the shortage can be made 
up by the introduction of the reserve item. 

Another device is to have additional areas ready for 
invasion when it becomes necessary to provide new busi
ness to replace volume that is being lost. If a company 
has not been selling in certain sections where there is a 
logical market for its goods its output can be equalized by 
entering territory that has not been cultivated before. 
And though it is slow, hazardous and expensive, export 
can sometimes be made to supply new fields to take up 
slack resulting in previous markets. The most common 
method of equalizing the flow of goods in distribution 
however is to increase or decrease the amount of sales or 
advertising effort in the regular markets. Adding or 
dropping salesmen or inc~easing or cutting advertising 
budgets is so usual that it scarcely requires mention. 

Let us hope that by wise guidance of general world 
affairs, management will be spared the necessity of coping 
with emergencies of the more extreme sort. 



Rationalisierungsbestrebungen im schweizerischen 
Einzelhandel 

JAKOB VIEL* 

SUMMARY 
- Following the example of the United States, and Germany, there is a tendency in 

, Switzerland to introduce the use of comparative operating reports as one of the most 
efficient tools of scientific management. Understanding of its value started :first in the 
field of retailing as this economic group suffered some very important structural changes 
during the last decade. It has come to the point where far reaching measures of self 
support are required. The structural changes are characterized by a growing concen
tration of retailing in large enterprises. Consequently the existence of the small inde
pendent retailer was threatened and many family enterprises had to be dissolved. 

Those enterprises whose subsistence was threatened received government protection: 
establishment of new, and expansion of existing department- and retail-stores were pro
hibited. Government and business leaders were of the opinion that further steps should 
be taken by the retailing organisations themselves through application of more efficient 
methods of operation. Government protection can only prove a full success, if the pro-
tected are willing to do their part in improving existing conditions. . 

The retailing enterprises should try to increase their efficiency of output. The retail 
trade associations are willing to cooperate, as they are ready to adopt any measure which 
might prove helpful. A special trustee office has been,created, its main purpose being to 
increase efficiency of retail enterprises through research and consulting and to promttte 
closer cooperation. . .. 

Strukturwandlungen im schweizerischen 
Handel 

DER Einzelhandel als letzter Verteiler der Bedarfs
gUter an den Konsumenten ist ein wesentlicher 
Faktor in der Volkswirtschaft eines Landes. Die 

Schweiz besitzt nach der eidgenossischen Betriebszahlung 
vom Jahre 1929 insgesamt 48,963 Einzelhandelsbetriebe, 
die 124,275 Personen beschiiftigen. In bezug auf die Zahl 
der Betriebe steht der Detailhandel unter den Berufsz.. 
weigen der Schweiz an erster Stelle; anplihemd ein Vierteil 
(22.5%) der 217,792 Gewerbebetriebe entfallen auf ibn. 
Nach der Zahl der beschiiftigten Personen geordnet, wird 
der Einzelhandel nur von der Baubranche und der Metall
und Maschinenindustrie iibertroffen. Bei etwas iiber vier 
Millionen Einwohnem weist die Schweiz 1,260,864 Er
werbstiitige aus, von denen jeder zehnte im Einzelhandel 
beschiiftigt ist. 

Die Funktion des Einzelhandels als letzter Verteiler der 
BedarfsgUter fiihrt ibn dazu, sich in nachster Nlihe der 
Konsumentenkreise niederzulassen und sich dadurch in 
zahlreiche Kleinbetriebe aufzulosen. Von den 48,963 
Einzelhandelsbetrieben der Schweiz zlihlen nicht weniger 
als 42,633 oder 87.1% zu den Kleinbetrieben mit ein his 
drei beschiiftigten Personen. Dementsprechend stehen 
auch 39,568 Betriebe oder 80.8% unter der Rechtsform 
der Einzelfirma; in Deutschland sogar 95.7% da dort die 
Aktiengesellschaften und Genossenschaften' des Klein
handels relativ schwacher vertreten sind als in der 
Schweiz. 

Der Vergleich der Ergebnisse der heiden letzten schweiz-
1 erischen Betriebszlihlungen, niimlich derjenigen von 1905 

• Schweiz. 
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und 1929, zeigt aber, dass in dieser Zeitspanne bedeutsame 
Struk.turwandlungen eingetreten sind. Dariiber orien
tiert die folgende Zusammenstellung, in welche allerdings 
der Grosshandel einbezogen werden musste, weil die 
Zlihlung von 1905 noch keine .Unterscheidung in Groslf.· 
handels- und Kleinhandelsbetriebe gemacht'hatte ... · (T~-. 
belle 1.) . 

Aus dieser Aufstellung ergibt sich mit aller l)eutlic;blt~t 
die zunehmende Konzentration im Detailhandel. Sie 
driickt sich aus: · ' · '·· 

1. Durch die starke Progression in der Zunahmt der 
Zahl der Betriebe und beschiiftigten Personen 
mit steigender Betriebsgrosse. Die unterste • 
Betriebsgrossenklasse mit nur einer beschiftig
ten Person erfuhr eine leichte Abnahme der 
Betriebszahl, wiihrend in der obersten Betriebs
grossenklasse mit iiber 100 Beschiiftigten die 
Zahl der Betriebe sich verdreifacht hat; 

2. Durch die Verlagerung in der Betriebsfiihrung zu
gunsten der unselbstiindig Erwerbenden. Der 
Zunahme der selbstiindigen Betriebsinhaber um 
4,408 steht eine sechsmal grossere Zunahme der 
unselbstiindigen Betriebsleiter um 26,214 gegen
iiber. Die Zahl der letztem hat sich ver
fiinffacht, diejenige der weiblichen unselbstandi
gen Betriebsleiter sogar verdreizehnfacht. Die 
miinnlichen selbstiindigen Betriebsinhaber nab
men um 1.9% ab, die mannlichen Direktoren 
dagegen um 150.5% zu. Mit dieser Verunselb
stiindigung in der Betriebsfiihrung hiingt auch 
die betriichtliche Abnahme der mitarbeitenden 
Familienangehorigen um 42.6% zusammen; . 

3. Durch die Verlagerung innerhalb der selbstandig 



erwerbenden Betriebsinhaber, unter denen der 
Antell der weiblichen Inhaber sich von 28.8% 
auf 33% erhOht hat. 

Man mag diese Strukturwandlungen als Zeichen der 
Rationalisierung deuten; ob sie aber volk.swirtschaftlich 
als Vorteil zu werten sind, ist zu bezweifeln. Die zuneh
mende Verunselbstiindigung, verbunden mit einer Auflo
sung der Familienbetriebe, zeitigt auch politische Aus-
wirkungen. · 

Behordliche Massnahmen 

Die zunehmende Verschlechterung der Existenzbedin
gungen im Einzelhandel, welche zum guten Teil der zu
nehmenden Konkurrenzierung der Klein- und Mittelbe
triebe durch die Grossuntemehmen zuzuschreiben war, 
ftihrte im Jahre 1933 zu einem Bundesbeschluss tiber das 

TABELLE 1 

Jletriebe Jletriebe Jleschiftigte Penonen 
mit ••• 

bescbaftigten 
19Cl5 Personen 1929 Verindg. 1929 1905 Verindg. 
--

ZIJirl ZIJirl % ZIJirl ZIJirl % 

1 30,509 30,647 -0.5 30,509 30,647 -0.5 
2 25,351 22,094 +14.7 50,702 44,188 +14.7 
3 13,225 10,550 +25.3 39,675 31,650 +25.3 

4-5 9,167 6,911 +32.6 39,677 29,979 +32.3 
6-9 4,832 3,337 +44.8 34,327 23,549 +45.8 

10-19 2,762 1,816 +52.0 36,388 23,596 +54.2 
20-50 1,345 712 +88.9 39,472 20,842 +89.4 
51-100 309 139 +122.3 21,646 9,523 +127.3 

iiber 100 138 45 +206.6 26,798 6,849 +291.3 

87,638 76,251 +14.9 319,194 220,823 +44.5 

1929 1905 Verindg. 

ZIJirl ZtJIJl % 
1m Betriebe gelegentlich tatige 

Faolllienangehorige .............. 31,672 55,216 -42.6 
Betriebsinhaber .................. 61,702 57,294 +7.7 

davon mllnnlich ............... 39,978 40,763 -1.9 
weiblich ................ 21,724 16,531 +31.4 

Direktoren ...................... 31,263 5,049 +519.2 
davon mllnnlich ............... 8,574 3,422 +150.5 

weiblich ................ 22,689 1,627 +1294.5 

Verbot der Eroffnung und Erweiterung von Warenhau
sem, Kaufhausem, Einheitspreisgeschaften und Filial
geschaften. Das Verbot war auf zwei Jahre befristet, 
wurde dann aber verllingert. Im Jahre 1936 setzte das 
Eidgenossische Volk.swirtschaftsdepartement eine begu
tachtende Kommission fiir die Wirtschaftsgesetzgebung 
ein mit dem Auftrage, einen neuen Verfassungsartikel 
auszuarbeiten, der die verfassungsrechtliche Grundlage fiir 
die neue Wrrtschaftspolitik bilden soli. Die Kommission 
befasste sich eingehend mit den Problemen des selbstan
digen Mittelstandes und legte in ihrem Schlussberichte an 
das Departement eine Reihe beachtenswerter Grundsatze 
dar, die bier kurz wiedergegeben seien: 

1. Die Erhaltung eines selbstandigen Mittelstandes 
in Gewerbe und Handel ist eine wichtige Auf
gabe der staatlichen Wirtschaftspolitik. 

2. Die Klein- und Mittelbetriebe bediirfen einer 
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vermehrten staatlichen Fiirderung unter stiir
kerer Mitwirkung der Verbande und Genossen
schaften. 

3. Die Starkung dieser Betriebe muss namentlich tJOn 

innen heraus durch Hebung ihrer Qualitat und 
Steigerung ihrer Leistungsfahigkeit erfolgen. 

4. Der Zustrom ungeeigneter Elemente zum Kleinge
werbe und zum Detailhandel ist durch die Ein
fiihrung des obligatorischen Fiihigkeitsausweises 
zu unterbinden. 

5. Es sind aile Bestrebungen zu unterstiitzen, die der 
Sleigerung der Leistungsfiihigkeit der mittel
standisclien Betriebe dienen. Dazu gehoren: 

a) Forderung des kaufmannischen und gewer
blichen Bildungswesens, 

b) Unterstiitzung der Bestrebungen zur Hebung 
der Wrrtschaftlichkeit, 

c) Forderung des betrieblichen Rechnungswesens 
und der Kalkulation, 

d) zweckmassige Betriebsberatung, 
e) Schaffung vertraglicher Vereinbarungen tiber 

Lieferungs- und Kreditbedingungen. 

Die Kommission gab der Ueberzeugung Ausdruck, dass 
es dem Mittelstande im Rahmen der aufgestellten Grund
satze der allgemeinen Wrrtschaftspolitik moglich sei, auf 
dem W ege der Selbsthilfe seine Existenzgrundlagen zu 
erhalten. 

Selbsthilfebesttebungen im Einzelhandel 

Der gesetzliche Schutz des Einzelhandels beschriinkte 
sich auf das Verbot der Eroffnung und Erweiterung von 
Warenhausem, Filialbetrieben usw., womit wenigstens ein 
weiteres Ueberhandnehmen der Grosskonkurrenz verhin
dert wurde. Damit war jedoch noch keine Gesundung 
der Verhaltnisse herbeigefiihrt, aber die Voraussetzung 
fiir die Inangriffnahme von Selbsthilfemassnahmen ge
schaffen. Jede Bestrebung auf Selbsthilfe im Detail
handel ware unfruchtbar gewesen, wenn dem Ueber
wuchem der Grossuntemehmen nicht Halt geboten wor
den ware, aber andererseits muss gesagt werden, dass 
jeder behordliche Schutz nur daim zur vollen Wirksamkeit 
gelangen kann, wenn er vom Bestreben der so Geschiitzten 
begleitet ist, es nicht damit bewenden zu lassen, sondem 
das ihrige zur Bessergestaltung der Existenzbedingungen 
beizutragen. Dazu gehOren insbesondere die Bestrebun
gen zur Steigerung der Leistungsfahigkeit, Hebung der 
beruflichen Tiichtigkeit, ·Forderung des Rechnungswesens 
und ganz besonders die Untersttitzung aller jener Vork
ehren, welche dazu angetan sind, die Wirtschaftlichkeit 
der Einzelhandelsbetriebe zu heben. 

Es ist die Aufgabe der Berufsverbande, in dieser Rich
tung zu wirken, und der Wille is't denn auch vorhanden. 
Der Schweizerische Detaillistenverband hat besondere 
Betriebsberater angestellt, welche den Verbandsange
hOrigen im Sinne einer Steigerung der Leistungsfahigkeit 
an die Hand zu gehen haben. Ein weiterer Schritt ist 
vom Verband der Detaillisten der schweizerischen Han
delsmetropole ZUrich untemommen worden, und zwar 
durch die Errichtung einer besondem Treuhandstelle fiir 
den Detailhandel. Der Institution sind zehn Berufsor
ganisationen des Detailhandels und femer auch der Ver
band der Backermeister angeschlossen. Weitere An-



gliederungen stehen bevor, sodass fUr die Treuhandstelle 
begrilndete Aussicht besteht, mit der Aufnahme ihrer 
Tatigkeit auf 1. Januar 1938 unverziiglich erspriessliche 
Arbeit fUr den Einzelhandel zu leisten. Den Problemen 
der Rationalisierung der Einzelhandelsbetriebe wird be
sondere Aufmerksamk.eit geschenkt werden, denn das 
Arbeitsprogramm sieht vor "auf betrieqsorganisator
ischem Gebiete alle jene Massnahmen durchzufiihren, 
welche geeignet sind, die Wirtschaftlichkeit der Einzel
handelsbetriebe im Sinne einer Kostensenkung und Leis
tungssteigerung gUnstig und wirksam zu beeinflussen." 
Durch Forderung der Gemeinschaftsarbeit und engem 
Zusammenschluss der Betriebsinhaber sowie durch be
triebswirtschaftliche Forschung, Beratung und Mitarbeit 
sollen die Wege zu einer Verbesserung der Existenzgrund-. 
lage im Einzelhandel geebnet werden. 

Die Betriebsberatung setzt voraus, dass die Beratungs
stelle selbst iiber ein umfassendes Material verfiigt, das 
sie iiber die Existenzbedingungen im Einzelhandel orien
tiert und in den Dienst der Beratung und Erforschung 
bestimmter Gesetzmassigkeiten stellen kann. Der Ein
zelhandel wird als erste schweizerische Wirtschaftsgruppe 
den eigentlichen zwischenbetrieblichen Vergleich ein
fiihren, in der Weise, dass aus monatlichen Fragebogen 
Vergleichs- und Richtzahlen gewonnen und fiir die lau
fende Betriebsberatung verwendet werden. 

Der Eingliederung eines Betriebes in die Vergleichs
gruppe seiner Branche geht eine einlassliche Betriebs- · 
analyse voraus. Ueber das Ergebnis der Untersuchung 
wird ein Bericht ausgefertigt, der in 95 Fragen erschop
fende Auskunft iiber den Untersuchungsbetrieb g~ot und 
sich in folgende Hauptabschnitte zergliedert: 

I. Branche, Standort und Betriebsgrosse 
IT. Personelles 

m. Betriebsraume 
IV. Einkauf 
V. Verkauf . 

VI. Rechnungswesen 
VII. Finanzielle Grundlage 

vm. Kostengestaltung 
IX. Kalkulation 
X. Wirtschaftlichkeit 

XI. Zusammenfassung und Verbesserungsvorschlage 
FUr den Betriebsvergleich werden monatlich erfragt: Zahl 
der beschaftigten Personen, Kundenzahl, Umsatz, Ein
kauf, Kosten, Lieferantenschulden, Kundenaussenstande, 
fl.iissige Mittel, eventuell auch Lagerbestand. 

Der Vergleich umfasst: 

1. Leistungsvergleich (Kundenzahl und Umsatz je 
beschaftigte Person, je Verkaufskraft und je 
qm. Raum). 

2. Kostenvergleich (Kostengestaltung, Kostenverlauf). 
3. Finanzierungsvergleich (Warenschulden zu Waren-

einkauf, Kreditoren zu fl.iissigen Mitteln, Debi
toren zu Kreditumsatz). 

Die Vergleichsergebnisse werden jedem Vergleichsteil
nehmer monatlich in Gegeniiberstellung der Zahlen seines 
eigenen Betriebes mitgeteilt, wobei ibn die Treuhandstelle 
laufend iil;>er alliallige Unwirtschaftlichkeitsmerkmale 
seines Betriebes aufmerksam macht und mit ibm auch 
die Mittel und Wege zu einer Bessergestaltung priift. 
Auf diese Weise soil eine Kostensenkung und Leistungs
steigerung der Vergleichsbetriebe herbeigefiihrt werden, 
und es ist nicht daran zu zweifeln, dass diese Bemiihungen 
von Erfolg gekront sein werden, denn die Erfahrungen in 
andem Landem haben zur Geniige den grossen prak
tischen Nutze~ des Betriebsvergleichs erwiesen. 

Schlusswort 

Der Einzelhandel hat in den letzten Jahrzehnten tief
greifende strukturelle Veranderungen erfahren, deren Ur
sachen auf die veranderten Lebensgewohnheiten der 
Menschen zuriickzufiihren sind. Das Zeitalter der Tech
nik mit seinen zahllosen Erfindungen ermoglichte dem 
Begiiterten, sich mit einem Komfort zu umgeben, der 
friiher nicht einmal den Monarchen bekannt war. Im 
Minderbemittelten aber wurde der Wunsch rege, moglichst 
auch an diesen Annehmlichkeiten teilzuhaben. Die ges
teigerten Bediirfnisse konnten aber nur. bei erhOhtem 
Einkommen oder aber bei Herabsetzung (lef fiir die Bes
treitung der einzelnen Bediirfnisse eiforderlichen Gel
daufwandes befriedigt werden. Daher der Ruf nach 
Billigkeit. So entstanden neben dem selbstandigen Ein
zelhandler die Genossenschaften der Konsumenten, femer 
die Warenhauser und Einheitspreisgeschafte, welche zu 
den bereits dargelegten Strukturwandlungen und dem 
erschwerten Existenzkampf der Einzelhandler fiihrten, 

Es ist daher kein blosser Zufall, dass in der Schweiz 
nicht die Industrie oder der Grosshandel, sondem der 
Kleinhandel mit der Rationalisierung auf dem Wege des 
Betriebsvergleichs voranschreitet, denn die veranderten 
Verhaltnisse und der ungeheure Druck durch die Gross
konkurrenz rufen gebieterisch nach uinfassenden Selbs
thilfemassnahmen und engem Zusammerischluss. Kon
zentration und Rationalisierung des Einkaufs, Konzentra
tion der Reklamekraft, berufl.iche und kaufmannische 
Ertiichtigung sind Probleme, die mit Hille der Berufs
organisationen angefasst werden sollen. Der Kampf 
gegen das weitere Ueberwuchem der Grosskonkurrenz 
erheischt auch die ausserste Komprimierung der Betriebs
kosten. Die Inhaber der kleinen und mittlem· Einrel
handelsbetriebe bilden heute eine eigentliche Schicksals
gemeinschaft, und deshalb ist auch bei den einsichtigen 
Geschaftleuten der Wille vorhanden, allen geeigneten Ra
tionalisierungsbestrebungen zum Durchbruch zu ver
halien. 
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The Significance of Large Scale Retail Operations 
in Present Day Distribution of Goods 

PAUL H. NYSTROM* 

Sillll\IARY 

It is the purpose of this paper to describe the significance of large scale retailing as 
carried on in America, and to indicate its probable future development. Large scale 
retailing includes such institutions as department stores, mail order houses and chain 
store systems. Large scale retailing is usually characterized by the distribution of goods 
directly from producers to consumers without the intervening aid of wholesalers and may, 
therefore, be termed direct distribution, as distinguished from wholesaler-retailer distri
bution. Direct distribution in this country accounts for 10.9% of all retail stores, 33.0% 
of all retail sales and 36.8% of all retail employees. 

Direct distribution had its origin in the changing conditions and increased demands of 
American life during the past fifty years. These changes were of such a character and 
occurred so swiftly that the wholesaler-retailer system was unable to meet them properly. 
Direct distribution not only provided the needed outlets for mass production, but at the 
same time provided more attractive, cleaner and better lighted places of business, better 
stocks of goods and better trained employees, and, most important of all, lower prices to 
the consuming public. Gradually, however, the wholesaler-retailer has adjusted itself to 
the needs of modern distribution and is now more than holding its own. The wholesaler
retailer system together with direct distribution are today providing the American people 
with the best system of goods distribution they have ever had. 

As to the future, both direct distribution and the wholesaler-retailer system might be 
counted upon to continue to progress and to share the responsibilities of distribution in 
about the same proportions as at present were it not for obstructive methods recently 
introduced and now widely used by some engaged in the wholesaler-retailer system. 
These methods consist of attempts to handicap and even to destroy their competitors, the 
direct distnlmtors, by political maneuvers. This political action is usually more or less 
disguised under fair sounding titles intended to divert public attention from its real 
purposes. This campaign is of recent origin, but has made rapid progress and may 
continue for some time. The hope of direct distn"bution in connection with this campaign 
rests with an awakening of the public, including both producers and consumers. Nothing 
short of such a public awakening is likely to check these efforts. Unless this movement is 
checked, it seems likely that the entire system of distn"bution will settle down to medi
ocrity, such as existed before the advent of direct distn"bution, including poorer service 
both to producers and consumers and higher prices to consumers. 

I T IS the purpose of this paper to describe the sig
ni.ficance of large scale retailing in the present 
distnoution of goods, from the American viewpoint, 

and to indicate what its future developments are likely 
to be. 

The term, large scale retailing, as used here, is intended 
to -include department stores, mail order houses and 
chain store systems. These institutions are all so well 
known that time need not be taken to define them. 

The methods of large scale retailers vary greatly, but 
they all have one point in common and that is the practice 
of procuring their merchandise supplies, either in part 
or in entirety, directly from producers instead of through 
middlemen. Large scale retailers are, therefore, usually 
termed dired distribulors, and the distn"bution of goods 

• President, Limited Price Variety Stores Association; ProfeslKir 
of Marketing, Columbia University, New York City, U. S. A.; 
:Member of Committee on Distn"bution, Seventh International 
Management Congress. 
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directly from producers to consumers through these 
institutions is usually termed, direct dislribuJiotJ in dis
tinction from distribution through wholesalers and other 
middlemen. This paper might, therefore, with equal 
propriety, be termed, ''The Significance of Direct Dis
tribution." 

The Present Status of Direct Distribution 

'\Vhat is the present status of the types of retailing 
comprehended under direct distribution? In the main, 
subject to some exceptions, table 1 presents the essential 
facts in the United States for the year 1935. 

From this table it may be seen that chain stores operate 
7.7 per cent of all stores, secure 22.8 per cent of total 
retail sales, and employ 24.3 per cent of all retail store 
workers. Department stores are relatively fewer in 
number but are respons1ole for 6.1 per cent of all retail 
sales and for the employment of 8.5 per cent of all retail 



employees. The mail order houses are still fewer in 
number, and account for but 1.3 per cent of the total 
retail sales. "All Others" include leased departments, 
utility operated stores, house-to-house selling concerns, 
company stores, publicly-owned stores and consumers' 
cooperatives. Not all of these are direct distributors. 
Many of them depend upon wholesalers and other middle
men for their merchandise stocks. Consumers' coopera
tives are as yet unimportant either in number of stores 
or in sales volumes in this country, but judging from the 
experience of other countries, it is quite possible that they 
may come into more prominence in the future. 

Broadly characterized, direct distribution is carried on 
in whole or in part by only 10.9 per cent of all retail stores, 
but these store& do 33.0 per cent of the entire retail busi
ness and employ 36.8 per cent of all the workers employed 
in the retail stores in t1iis country. 

The significance of large scale retailing in th" present 
distribution of goods may best be appreciated by com
paring present retailing with the conditions prevailing 
before these institutions came into existence. Such a 
comparison calls for no special effort of research for riearly 
all types of direct distributors, at least in their modem 

TABLE 1 

Slolus of Direel Dislribulion in Unikll Slalu 

Census of 1935 

~ "3 
~ ~ 

Types of Direct Number "O! Sales (,000 
c;tr 

Number of of .. ~ Distributon Stores .. 0 omitted) 
~'3 

EmplOJeea 
5<;; 
u-
::"3 liP! 
"" "" -

Department Stores. ·1,711 0.1 $2,034,945 6.1 337,865 
Mail Order Houses. 378 ... 420,027 1.3 40,969 
Chain Stores .••..•. 127,482 7.7 7,550,186 22.8 963,636 
All Others ......... 51,952 3.1 944,951 2.8 118,072 -Total. ••...•.... 181,523 10.9 $10,950,109 33.0 1,460,542 

"31 
~~ 

!! 
~'3 
t~ 
"" 
8.5 
1.1 

24.3 
2.9 -

36.8 

forms, have come into existence within the memory of 
people still living. The Bon Marche of Paris which was 
probably the first department store of the modem world 
was established in 1851, but department stores did not 
appear in America until the late 1860's or early 1870's. 
Montgomery Ward & Company of Chicago, the :first of 
the large mail order concerns, was established in 1872, 
but neither this concern nor others like it became very 
important factors in distribution until well into the 1890;s. 
There have always been chain stores, that is, several 
retail stores owned and operated under common manage
ment. Nearly all chain store systems originated with 
the successful operation of a single store, followed by the 
establishment or acquisition of others. Corporate owner
ship of retail stores, followed by the extension of such 
ownership to chain systems is, however, relatively recent. 
The dates of origin shown for chains now in existence are 
usually those of the founding of the first stores and mean 
little so far as real chain store methods are concerned. 
Chain store operation of the modem type apparently did 
not appear until well down in the 1890's and the most 
active chain store growth did not occur until after 1910. 

During the past fifty or sixty years there have been 

enormous changes both in production and in consumption. 
The traditional systems of distribution in existence at the 
beginning of this period could not possibly have taken 
care of these changes. Their inadequacy brought the 
new systems of distribution into existence. 

It was during this period that mass production was 
extended to nearly all kinds of goods. Mass production, 
in tum, made widespread, well-coordinated, highly organ
ized market distribution, such as offered by direct distrib-

. utors, necessary. 
The rapid growth of industrial and commercial cities 

populated by large numbers of people with similar incomes 
and similar demands created enormous mass consumer 
markets that could be serviced more economically by · 
direct distributors than by the old time retail shops and 
their wholesalers. 

A rising demand by consumers in the smaller towns and 
out in the country for goods and services such as offered 
in the larger centers, such as the traditional wholesaler
retailer system could not possibly satisfy, opened the 
door for mail order distribution. 

The spread of popular education, the advancement of 
literacy, the growing interest in the outside world and 
the general rise in taste and intelligence promoted not 
only by the schools but also by the press, by the movies, 
by travel and more recently by radio prompted consumer 
demands for new kinds of goods, for better retail service 
and for new kinds of stores. , ~ ,. · 

Invention, which had played so important a part in 
the improvement of the processes of production, has 
likewise made 'contributions to the distribution of goods. 
As a matter of fact, the old fashioned and traditional 
wholesalers and retailers were slow to introduce these 
improvements, but they were promptly taken up by the 
newer direct systems of distribution. These inventions 
were not merely mechanical such as cash registers, 
refrigerators, weighing, measuring and slicing machfnes, 
but also included improvements in accounting, merchan
dising control, display and advertising. Beginnings in 
the uses of many of these devices had been made by 
individual wholesalers and retailers before the rise of the 
direct distributors, but the latter made these things a 
part of the regular equipment and have to this day 
been the best customers for all sorts of improvements in 
retail equipment. 

The methods of operation of the wholesaler-retailer 
system had long been well established. There was a self
assurance and conservativeness. the product of long 
existence, which made it difficult if not impossible for 
them to adapt themselves promptly to the new changes 
and needs. Expenses of operation and,· particularly the 
expenses covering such antiquated practices as carrying 
long credits, were deeply entrenched. Almost the first 
of the serious competitive attacks made against the 
wholesaler-retailer system by their direct competitors 
was in cutting down costs of operation. 

In the old wholesaler-retailer system, there had been a 
great deal of pressure-selling, the practice of borax methods 
and even of dishonesty in the form accepted by law and 
custom as expressed in the rule of trade, "caveat emptor.'' 
As a result most customers were glad to transfer their 
trade when newer establishments came into existence 
offering more pleasant conditions of shopping and trading. 
It was direct distributors who popularized such slogans as, 
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"The customer is always right," "Your money back if 
you want it" and "One price to everybody." 

Nor were the relations of old time retailers with their 
wholesale sources of supply less free from expensive faults. 
The retail failure rate before the advent of direct distribu
tion was unduly higher. It was higher then than it has 
since been under competition with direct distribution. 
The losses incurred by wholesalers from these sources· 
had to be covered by unnecessarily high gross profits. 
Direct distribution eliminated these wasteful conditions 
and through competition forced the acceptance of better 
standards of operation in the wholesaler-retailer system 
as well. 

The conditions of employment in the old wholesaler
retailer system were likewise difficult. The hours of work 
were extremely long and wages were low. Worst of all, 
the apprenticeship system which had formerly prevailed 
in the distributive trades had all but disappeared so that 

' no training or special preparation for advancement existed 
for retail employees until beginnings were made by the 
direct distribution systems. 

Wholesalers and retailers of the old system through 
long standing habits of thinking had come to look upon 
the distribution of goods as their vested interest, and to feel 
that these interests gave them the right to collect high tolls 
on all sales to consumers. Their claims to a "fair profit" 
included margins not only sufficient to cover their ex
pensive costs of operation, but also a lot of uncorrected 
inefficiencies and a high net profit as well. 

The newer systems of direct distribution offered many 
improvements to consumers. Their stores were better 
stocked, more attractive, cleaner and better lighted. 
Their employees were better mannered and better trained 
to serve their customers. None of these improvements, 
however, were so significant as the lower prices generally 
offered by direct distribution. In addition to all of its 
other advantages, direct distribution has consistently 
sold goods at lower prices. 

Direct distribution has made lower prices at retail 
possible as a result of one or more of five different methods 
as follows: 

1. More limited service such as the cash and carry 
policy extensively followed not only by mail order houses, 
but also by chain drug, food and variety stores. 

2. More efficient store operation resulting in lower costs 
of selling, in more sales per employees, or more sales per 
square foot of retail store space than had hitherto been 
secured by the older types of retail stores. 

3. More carefully planned stocks which resulted in 
higher sales and a faster turnover. A better turnover 
insured a lower overhead expense. This, in tum, meant 
the goods could be profitably sold at a lower gross margin. 
Moreover, most direct distributors were also willing to 
carry on their business at a lower rate of net profit per 
dollar of sales as a means of extending their trade. 

4. The purchase of goods directly from producers has 
made it possible in some part to eliminate the expenses 
and profits formerly required in wholesaling and other 
middlemen institutions. 

5. Finally, large quantity purchases have enabled direct 
distributors to buy their goods for less because of the 
savings they were able to make for producers in selling, 
warehousing, transportation, accounting, credit and 
other expenses. 
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Much of the savings made by these various methods by 
direct distributors were and are largely passed on to 
customers. Every comparison made between the prices 
of goods offered by retailers served by wholesalers, and 
prices charged by direct distributors has shown a decided 
advantage in favor of the latter. Naturally, these 
differences have been most significant and most fre
quently noted in comparisons between independent 
stores and chain stores. The amounts of these differences 
have been found to range from 5 per cent to 20 per cent 
and even more. The average differences are well over 
10 per cent. 

Effects of the Competition of Direct 
Distribution 

What have been the effects of the rise and spread of 
direct distribution on the wholesaler-retailer system? 
Comprehensive statistics comparing the relative trends 
prior to 1929 are not available. It is improbable, how
ever, that retailers supplied by wholesalers who enjoyed a 
total volume of nearly thirty-five billions in 1929 have 
ever had greater sales than this amount. The total retail 
sales volume through all types of stores certainly did not 
exceed this amount in 1920. From the figures available 
since 1929, it is clear that the wholesaler-retailer system 
has gained rather than lost in its proportions of total 
retail sales. It, therefore, seems fair to say that the 
growth of direct distribution has probably paralleled the 
gains in total retail sales, whil~ the wholesaler-retailer 
system has but held its own. 

The antagonism of the wholesaler-retailer system 
towards direct distribution may, therefore, be ascribed 
to a jealous belief that if it had not been for the competition 
of the direct distributors they might have had the entire 
business. This antagonism was no doubt intensified 
during the 1920's by a fear that direct distribution might 
secure a much larger percentage of the total retail trade 
than it has actually taken. Additional reasons for this 
fear were contributed by the direct distributors themselves, 
particularly by the chain stores and their promoters, who 
as we now clearly see, oversold the idea of direct dis
tribution and its possibilities of expansion in this country. 

Aside from the rise of this competitive antagonism 
towards direct distribution, a great many changes and 
improvements have been made in the wholesaler-retailer 
system. Beginning early in the 1920's and continuing 
down to the present time, independent retailers have 
taken drastic measures to do their work better and more 
economically. In a widespread way, they have rebuilt 
and remodelled their stores. They have installed modern 
equipment, modern methods of accounting and modem 
merchandising and service. Most independent stores 
are now as bright, clean, well-lighted and attractive as 
their chain and department store competitors. 

Wholesalers have likewise made marked progress in 
improving their functions and especially in cutting their 
costs of operation. Useless and unnecessary services 
have been eliminated. Attempts to carry on wholesaling 
in a national way have given way to intensive cultivation 
of local territories. General wholesalers have largely 
been displaced by specialists. The warehousing func
tions have been reduced to engineering simplicity. The 
costs of wholesale marketing have been considerably cut 



down by selective selling. Accounting and credit risks 
have been materially reduced. The expenses of whole
saling are now, in many cases, as low' as the overhead and 
warehousing costs incurred in direct distribution. 

The wholesaler-retailer system has likewise taken 
entire chapters from the book of chain store operation in 
organizing and operating so-called voluntary chains and 
cooperative chains, more or less duplicating the services 
and especially the quantity buying functions of the regular 
chains. There is scarcely a device or method used by 
direct distributors not duplicated and used by these 
wholesaler-retailer orgamzations. 

By 1929, it had been noted by close students of dis
tribution, that direct distribution had ceased to show the 
rapid gains in expansion and of sales made in previous 
years, and that the movement towards direct distribution 
had taken on some of the characteristics of maturity. 
The awakening of the wholesaler-retailer system to the 
competitive dangers of direct distribution during the 
years preceding, had led to the adoption of changes in 
policy and operation which began to offset these dangers 
and served to flatten out the differences that had previ
ously existed. There was every indication that both the 
wholesaler-retailer system and the direct distribution 
systems, if left to themselves, might thereafter have 
gone on together, each holding its own. 

Through the improvements and economies introduced 
by direct distribution and widely copied and adapted 
by the wholesaler-retailer system, enormous savings 
have been introduced into the marketing of goods. 
These improvements and economies have proved of 
inestimable advantage to consumers. The competition 
has been keen and the public has benefited immeasurably. 
There have been enormous improvements and advances in 
convenience and service. , There have been huge econ
omies in operation which have been passed on to con
sumers, averaging at least 10 per cent on all retail sales, 
amounting to savings of five billions of dollars a normal 
year. These reductions in the costs of goods bought 
through retail stores have made it possible for consumers 
substantially to improve their standards of living in other 
directions. These savings from retail purchases have been 
set free for use in buying other goods and services. Were 
these savings now to be lost, it would be those industries 
which have grown up most rapidly in recent years and 
which depend for their very existence and growth on the 
surplus purchasing power of the American public that 
would be the first to suffer serious declines. 

Wholesalers and Retailers Go into Politics 
to Destroy Their Competitors 

Notwithstanding the substantial progress made by the 
wholesaler-retailer system in meeting the competition 
with direct distributors, certain representatives of this 
system have recently adopted methods of combat by 
which they apparently hope not only to restrict and 
handicap their rivals but also to crush them. This new 
technique makes no pretense of attempting to increase 
efficiency, to improve distribution, to cut costs of opera
tion or to reduce prices to consumers. It consists merely 
in getting the help of politicians in passing laws which 
will hinder, handicap and restrict the operations of com
petitors and so ma~e it possible to gain the upper hand. 
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This technique first made its appearance in Indiana in 
1926 in the form of an anti-chain store tax. Its provisions 
were so mild, however, that both legislators and courts 
apparently failed to see its sinister economic implications. 
Since 1926, 21 other states have passed similar laws, and, in 
almost every instance, each has been more severe in its 
attacks upon direct distribution than the preceding. The 
earlier anti-chain laws set the principle and pointed the 
way of using this weapon against direct distributors. 
More recent laws have become more distinctly destructive. 

The practice of turning to politicians for· protective 
legislation as a means of relief from the difficulties of 
rendering a steadily improving service at a declining cost 
under competition with direct distributors has taken 
several forms. In addition to the 22 states in· which 
anti-chain laws have been passed, there are 18 states 
in which so-called "unfair trade practice acts,'' forbidding 
the sale of goods below cost, have been passed. More
over, in 42 states there are now price maintenance laws, 
euphoniously termed "fair trade acts," permitting the 
fixing of retail prices and prohibiting all retailers within a 
state or other competitive area from selling below such 
prices. Further regulations, intended especially to apply 
to and restrict the purchasing methods of direct dis
tributors, have recently appeared in the Robinson-Patman 
Act of 1936. 

The fact that some of these laws include provisions that. 
do in fact correct certain evils that needed -.:orrection is 
beside the point. These evils could have been simply 
corrected without the inclusion of provisions intended to 
favor one branch of distribution at the expense of another. 

Other proposals have been made, and may ·be adopted, 
intended to place further handicaps upon direct distribu
tion and so give further aid to the wholesaler-retailer 
system under the guise of helping the "little man." 
Among such proposals is the possibility of requiring all 
concerns engaged in interstate-business, and this means · 
most direct distributors, to obtain a Federal license to be 
granted only upon condition of acceptance of several 
restrictions as to methods of operation, restrictions not 
required of retailers who make their purchases of whole
salers. Another proposal would prohibit chain stores 
from operating in more than one state, and still another 
proposal is intended to prohibit any manufacturer or 
producer who sells pis goods through wholesalers also to 
sell to retail stores of his own or otherwise at retail. 

Finally, the wholesaleNetailer system is apparently 
making as much as possible of a somewhat indefinite 
under-current of fear of and antagonism to all forms of 
big business, a fear that is now prevalent in this country. 
This may well be a part of the world-wide emotional 
unrest 'and the unending quest of dreamers for some new 
panacea for our economic and social ills. In aiding this 
undercurrent the wholesaler-retailer system may discover 
sooner or later that it is participating in the preparations 
which, if successful, may well lead to their own liquidation. 

Outlook for Direct Distribution· , 

Direct distribution has been and is now an effective 
force for the economical distribution of goods. As such 
it not onlv serves the interest of consumers but also of 
producers: Direct distribution has kept and is keeping 
competition alive in the channels of trade. It has been 



instrumental in mlucing the costs of distribution of goods 
materially from producers to mnsuiiM'JS.. It has.. there
f~ mluad prices to CODSWDeiS DOt ooly through its 
OWll stores but aJso by competition in other stores as weD.. 
It is DOt merely those who buy in the dqlertme.nt stores, 
mail order houses and chain stores who profit from these 
savings, bot aJso all those who buy in other stores affected 
by the competition of these coocrms. 
c~ who have bem the chief bmeficiaries of 

these pins have in tmn used these sa-rings in apeDding 
and uisiug their standards of IMng in other diredions. 
They have used these savings in pmdaasing hl1fionc; of 
doDaJs 1I'Orth of other goods which they would DOt other
wise have been able to enjoy. 

Direct distribution :bas undoubtedly reached its matur
ity. This does DOt mean that it :bas reached the point 
of dedine. bot rather that, if left to itself, unhampered by 
unfair .restric1ions and dass 1egic;lation, it might go Oil 

1rith the other systems of distribution in providing 
goods and se:nias to the consuming public at the most 
reasooahle prias pnssible.. Consumers in this manby 

DOW mjoy the best system of JPbWO« in the world. This 
condition might wdl continue so lone as aa e'ftD bab!M"e 
is maintaiocd alllOD& the competitm: S}'StaDs that seek 
the~trade. 
It would be easy to fcnast a continuance of the tmlds 

towuds more rfiirimt and more I'Cnll!j'Wnical distrlbatioa 
'ftle it DOt for the politial dforts DOW be:ioc made by 
selfish intaests to restrict or to deslroy dirut disbibutioa.. 
These drorts constitute a definite JIMIN!re DOt ooly to 
dim:t distribution. but, more to the point, to the mo
SIJIDi"« public and to the producas of pds. These 
dlorts constitute a special menace agaiDst those produu:ts 
and distributors wflose )Mtsi1 ES have bem built up 
as a ftSUlt of the smpluse:s of pcao laasins powu ~ 
from the emnomies introduad and sprad by dim:t 
distributors. These efforts are lwmmin& Oftrt and 
acute.. They are rapidly lwmmiO« a public issue.. Ap
parently notbin& short of a ~ a.Uminc to the 
problems and interests inwm:d an save this c:ounby. 
its cons«•••KtS, its producas and eftll its diStributors 
t'hemsehes from this menace 
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The Agricultural Cooperative Movement in Relation 
to Consumer Cooperation or Private Trade · 

0 

A. H. STENSGARD* 

SUMMARY 
Agricultural sales associations have advanced considerably in the course of the last 

few years. The greater part of the produce is now collected by them, and they also 
manage some processing, as well as the wholesale and to some extent the retail distribu~ 
tion of farm products. 

The consumers' cooperative movement in Sweden has long advocated that farmers, 
through their sales associations, should control the collection and preliminary processing 
of their produce; but that further processing and distribution should be effected by the 
consumers' organizations in competition with private trades. . · 

Agricultural associations, however, are bound to sell all the produce of their members 
to the best advantage. Hence, they can only afford to leave retail trade in the hands of · 
consumers' organizations and private tradesmen when both these parties agree to treat the 
farmers' organizations as most favoured sellers. . . 

These issues have now been settled by agreements made betweeri the principal agricul
tural associations on the one hand, and consumers' associations and private trade on 
the other. To the former are allotted the collection of the produce and such processing as 
is associated with this; while the latter are to look after distribution. Both parties have 
undertaken, however, to respect and admit any now existing exceptions to that general 
principle. · · · . ; " 

In the egg trade a certain amount of cooperation has been agreed upon, and the con
sumers' associations may there act as the collecting organizations of the egg associations.· 

The agreements embody the general working principles adopted in the respective 
branches, and also stipulate that joint delegations shall be appointed, consisting of an 
equal number of members from either party. In each delegation six members are elected 
to serve as a board of arbitrators for settling any disputes arising. ' .· . . , 

THE agreements made in Sweden during 1936 be-: 
tween agricultural-economic associations on the 
one hand, and consumers' cooperatives or private 

trade on the other, must be considered against the back
ground of recent progress in organizing the marketing of 
farm· produce. Such organizations have made great 
strides in the last few years in Sweden, both in membership 
and turnover. About 80 per cent of all the milk, and a 
good 70 per cent of the animals for slaughter, are now sold 
through associations, which but a few years ago did a 
much smaller share of the business. Associations process 
milk into dairy produce, slaughter animals, and sell the 
greater part of these products at wholesale. Progressive 
associations have thus supplanted private enterprise in 
the collection, processing, and wholesale disposal of goods 
-generally by buying them out. Nor has retail trade 
remained unaffected. Formerly both joint-stock and 
private dairies often had retail shops of their own. When 
such dairies and wholesale businesses were acquired by 
the farmers' associations, their shops were also taken over, 
and new ones established in many places. In some cases 
this has involved a considerable expansion of the retail 
trade of the associations.-Some of the joint stock butch
eries also used to have their own shops, and new shops were 
opened as the associations grew. The object of this ex
pansion of the distributing organization was often to facil-

• Director of the General Agricultural Society of Sweden, Stock· 
holm, Sweden. 

itate the sale of by-products, and to enable the members· 
to buy meat direct from the association. But the opening 
of new shops was frequently dut; to the difficulty of selling 
the products any other way in competition with other 
local firms. If, for instance, local :firms refused to buy 
beef from a butchering association with no. shops of their 
own in that place, the former, having .control of the local 
sales and retail prices, could pay more for the animals for 
slaughter. Conditions become different if the association 
opens its own shops and takes its share of the local trade •. 
It will then be able to regulate retail prices. . . ', 

Consumers' 'Cooperation which is well organized and 
very strong financially in Sweden has had a rapid growth, 

· but it has not (by a long way) increased its turnover as 
rapidly as have the farmers' marketing associations. The 
consumers' associations are reported to be selling about 
15 per cent of all the food sold in Sweden. That percent
age will of course vary greatly in different parts of the 
country. Obviously, they cannot. sell more than a frac
tion of what the producers' associations sell. 
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The policy of consumers' associations in Sweden has 
long been that the farmers should control the collection 
and initial processing of their products through their 
marketing associations, while further processing and dis
tribution should be managed by Consumers' Cooperation 
in competition with other traders. With certain excep
tions, the Cooperative Federation has acted on that prin
ciple. In one or two cases it has even assisted a produc-



ers• association in difficulties, so that the latter could 
continue its activities. 

The growth of farmers• associations, however, has in 
recent years caused anxiety both in private retail trade 
and in consumers' associations, chiefly because of the 
tendency of the producers to increase their distn"bution 
activities by opening retail shops. Private retailers natu
rally did not like having farmers encroach upon what the 
retailers considered their business; while the consumers' 
associations, as has been said above, considered that retail 
distribution was llreir job, in which producers ought not to 
interfere. Both of them pointed out how unfair it was on 
the part of the farmers, who supplied the retail shops, to 
compete with private retailers and consumers' associations 
by establishing shops of their own. The obvious reply 
of the agricultural organizations was: "We have to sell 
the products of our members to the best advantage. If 

·you are not prepared to buy hom us on favourable terms, 
we are compell~ to establish our own retail shops. If 
we are to cease doing so, you must treat us as the most 
favoured sellers." 

The consumers' associations also expressed the fear 
that the ~ers were trying to create a monopoly. This 
the former were bound to oppose, as they represented the 
interest of the consumers. Not wishing to be wholly 
dependent on the farmers' associations for their supplies, 
they thought they had better establish their own collecting 
organization while there was still time to do so. Some 
dairies and a few butcheries were, therefore, boughL 

been decided on the principle that the fanners' organiza
tions shall collect the produce and do any processing 
directly. connected with that work, while consumers• 
associations and private traders will handle distribution. 
Without this concession, farmers• organizations would 
probably not have subscribed to any agreemenL A 
definite distinction has thus been made between associa
tions representing farmers as producers, and associations 
representing the interests of consumers. A rider has been 
added, however, to the effect that the parties mutually 
agree to allow exceptions from the main rule so as to main
tain approximately the present shares of each party in 
the total turnover in the whole country. The distn"buting 
organization of the produc:erS associations can obviously 
not be wound up immediately; hence, these exceptions. 
Cooperative slaughterhouses shall also, notwithstanding 
any other stipulations, be entitled to have a retail shop 
in the same locality o~ situated in the country-in 
the nearest town or large industrial community. 

Fmally, exceptions may be made in special cases, but 
only with the consent of a special joint delegation. The 
agreement made with private traders indicates what kind 
of reasons will be considered to justify such exceptions. 
The agreement says that, if retailers make use of methods 
that hamper or prevent the sale of the products of the 
farmers" organizations (e.g., by purchasing mainly hom 
other than the farmers' organizations, or by demanding 
selling charges so high that retail prices cannot be suit
ably adjusted to the wholesale prices) producers• organ
izations shall be entitled to open retail shops of their own. 
The question must first be discussed. by the joint delega
tion, where efforts can be made to find a solution for avoid
ing the opening of such retail shops. 

The above account refers primarily to milk, dairy pro
duce, and animals for slaughter. The principles laid 
down for the egg trade provide for some coOperation in 
collecting, so that a consumers' association may collect 
eggs for an egg association. This coOperation is also ex
tended to selling. 

In another branch, viz., the buying of cattle foods, fer
tilizers, etc., a consumers• association may be appointed 
to act as the agent (distributing) of a farmers" association. 
In that case, the National Federation of Farmers in 
Sweden looks after the wholesale trade in such com
modities for the consumers' associations. The latter are 
not permitted, however, to undertake anything beyond 
retail trade in commodities used for the work on the farms, 
ie., merely sell small quantities over the counter. On the 
other hand, the farmers" associations are not to sell con
sumers• goods. This means that in Sweden consumers' 
c:OOperation, represented by the Cooperative Federation, 
even serves the households of the farmers themselves. In 
this country there is. thus. only one c:OOperative movement 

The above account is of some importance for a proper 
understanding of subsequent agreements. It will be seen 
that there were numerous conflicts of interests and opin
ions which had to be settled if an agreement was to be 
reached. The alleged risk of monopoly, for instance, bad 
to be considered. As a matter of fact, the agricultural 
organizations are hardly in a position to establish a monop
oly, as they have no power to restrict production. Their 
statutes give them no such righL Even though the asso
ciations may have a very large membership, prices will 
depend as before on the quantities produced by farmers, 
which the associations are bound to accept and sell. The 
associations can thus benefit their members primarily by 
selling more, and not by trying to establish monopoly 
prices. Realization of this fact has done much to remove 
the said fears. One point in the agreements serves the 
same purpose, viz., that no· producers' association may 
demand contracts stipulating compulsory purchases, ie., 
that the other party shall buy an it needs hom one asso
ciation alone. The consumers' associations and the pri
vate traders are thus at h"berty to buy elsewhere, if any 
association should put its prices too high. With fear of 
monopoly thus removed, consumers' associations could 
agree not to establish their own collecting organizations, 
and the principle that the producers' organizations should 
do an the collecting work and any processing associated ~~:h==nts have been made with private deal
with this could be generally accepted. As it was further 
stipulated that consumers' associations and private ers, although they are not so detailed. As far as grain is 
traders must give preference to the farmers' associations concerned, the agreements are of hardly any practical 
as suppliers of goods when prices are ,.,.ual, the latter importance, and there are none respecting cattle foods and 
were able to agree to the principle that -they would only fertilizers. 
in exceptional cases do any retailing business. The above Someone may ask why agreements with pri.,-ate dealers 
has, I trust, explained the meaning of some of the funda- should be necessary. The reason is that an agreement 
mental stipulations in the agreements. The delicate and with the consumers• associations would only cover their 
important question of defining the boundaries has thus share or 15 per cent of the total provision trade in Sweden. 
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The bulk of the agricultural produce must, therefore, be 
sold to other buyers. Should private dealers compete 
with them in this, the farmers' associations would have to 
extend their distributive organization, and would then be 
unable to keep any agreement with the consumers' asso
ciations as to their respective spheres of work. 

The agreep1ents deal partly with general principles to be 
followed in the respective cases, and partly with the ap
pointment of a joint delegation to which all issues are 
referred. The former, which have been described above, 
are the most important, and may be said to be the guiding 
principles for the work of the different organizations. 

Joint delegations are composed of a like number of 
members from each side. They elect a committee of 6 
of their members to act as a board of arbitrators for the 
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settlement of any disputes arising. One might say that 
these delegations and boards have to see that the above 
general principles are observed. Their other duties are 
to promote mutual understanding and cooperation, and 
to prevent and remove causes of friction. 

These agreements, made between the large organiza
tions, are obviously not legally binding on the individual 
memberil of each. Results, therefore, depend mainly on 
the willingness of the local organizations to comply with 
them, and on the ability of the main organization to en
force acceptance of the principles involved. The agree
ments have, however, produced an atmosphere favourable 
to the development of good relations, based on mutual 
confidence. So far, results justify the ho~ that the co
operation thus begun will be of las~g value. , 



Gli Studi Sui Servizio Di Distribuzione E Sui 
Mercati Di Consumo In Italia 

PROF. GUGLIELMO TAGLIACARNE* 

SUMMARY 

Earnest, well documented, and objective studies on the organisation of distribution 
and of consumption markets in Italy have been realised only in recent years in that 
country, and chiefly by the Fascist Confederation of Merchants and the Italian Section 
of the International Chamber of Commerce. 

Reports concerning two important inquiries were submitted on behalf of the above 
mentioned Section by Professor Guglielmo Tagliacarne, Director of the Research and 
Statistical Office of the Confederation of Merchants, to the Congresses of the Inter
national Chamber of Commerce held respectively in Paris (1935) and in Berlin (1937). 
In the first report (Paris Congress) the equipment and structure of the wholesale and 
retail trades in Italy were examined,. as were also the different cost components which 
go towards increasing the price of goods on their way from the producer to the consumer. 

The second report (Berlin Congress) contained a survey of the chief consumption 
markets in Italy (fish, eggs and poultry, cattle and meat, flowers, fruit and vegetables), 
particular attention being given to the organisation of the different services available 
for the said markets and to the incidence of their cost on selling prices. 

Mention is made of a recent initiative of the Consultation and Concern Statistics 
Centre (E. N. I. 0. S.), of Florence, intended to ascertain the absorption power of the 
several regional markets in Italy. -

Finally, the commercial and distribution census is referred to which is to be taken 
in the whole of Italy in 1940 by the Central Statistical Institute. 

NCHE in Italia, come del resto in tutti i paesi, le 
ricerche e gli studi concernenti i problemi della 
distribufione delle merci dalla produzione al 

consumo sono stati trascurati sino a pochi anni fa. Eppure 
questi problemi hanno sempre interessato e preoccupato 
gli uomini di Governo e Ia grande massa del pubblico, 
che in questo caso si rappresenta col nome di consuma
tore. Infatti sono numerosi in tutti i tempi e luoghi 
provvedimenti che concernono questo servizio indispensa
bile in ogni forma, anche primordiale, della societa; cosi 
come sono innumerevoli gli articoli che si occupano dei 
problemi stessi, quasi sempre, pero, senza una sufficiente 
preparazione. 

Quelli che sono mancati sono gli studi serii, documen
tati, obiettivi. 

Gli sconvolgimenti dei rapporti economici degli ultimi 
anni, i rapidi movimenti dei prezzi, le profonde crisi 
economiche e le piu profonde crisi dello stesso sistema 
economico hanno richiamato con maggior insistenza e 
urgenza l'attenzione sul meccanismo della distribuzione 
delle merci e del suo costo. 

Le indagini della Confederazione dei commer
cianti 

L'organizzazione sindacale, che rappresenta le categorie 
commerciali aile quali e affidato il compito di questo 
servizio e stata la prima, la piu pronta e la piu attiva a 
chiedere di far luce sui vari aspetti e sui vari elementi che 

• Capo dell'Ufficio studi e statistica della Confederazione Fascista 
dei commercianti, Italia. 
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concernono l'afflusso dei prodotti dai campi, dalle fab
briche, dalle miniere ai concentramenti dei magazzini dei 
grossisti e al frazionamento in piccole quantita adatte al 
consumatore. · 

La Confederazione fascista dei commercianti inizio nel 
1931, per la prima volta in Italia, la rilevazione diretta e 
sistematica dei numerosi elementi di costo del servizio di 
distribuzione, assumendoli presso tipiche aziende com
merciali all'ingrosso e al dettaglio, scelte col sistema 
"rappresentativo," in varie parti d'Italia. 

L'indagine riguardo parecchie centinaia di magazzini 
all'ingrosso e di negozi di vendita al dettaglio nei rami 
piu importanti di commercio dei generi alimentari, di 
abbigliamento e arredamento. 

Piu tardi, ricorrendo i1 primo decennale della rivoluzione 
fascista, fu ancora la Confederazione dei commercianti a 
trattare in una documentata monografia inserita nell' opera 
"Commercio: 1922-1-1932-X" la questione del costo del 
servizio mercantile, e a fornire dati precisi ed obiettivi sul 
costo del servizio stesso e sui margini Iordi e netti esistenti 
fra i prezzi delle merci alia produzione e quelli al consumo. 

Infine la Confederazione dei commercianti ha dato 
negli ultimi anni la sua attiva collaborazione a uno speciale 
Comitato della sezione italiana della Camera di Com
mercio internazionale sorto con lo scopo di studiare a 
fondo, con una documentazione seria e sicura, il mec
canismo e il costo del servizio di distribuzione in Italia, in 
connessione e analogia agli studi che si dovevano compiere 
presso altri paesi, conformemente a una deliberazione 
adottata al Congresso di Washington della Camera di 
Commercio internazionale nel1931. 



Le inchieste della sezione italiana della Camera 
di Comm. internazionale 

Si devono all'attivita del suddetto Comilato i principali 
studi che sono stati fatti in Italia durante questi ultimi 
anni per portare finalmente anche in questo campo, 
sinora deplorevolmente abbandonato aile improvvisazioni, 
b pondcratezza clell'inclagine scientifica. 

I risultati ottcnuti sono notevolissimi, e sono valsi a 
smentirc molti luoghi comuni, molte idee false, a chiarire 
cogmzwni rimaste per lungo tempo confuse, a stabilire 
l'importanza clei vari clementi eli costo, a giudicare 
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obiettivamente e per Ia prima volta la vera misura 
dell'utile che l'intermediario tiene per se a compenso del 
servizio ch'esso rende, utile che, contrariamente all'opi
nione popolare diffusa, e ben piccola parte del complesso 
delle spese e delle imposte che gravano sui passaggio 
delle merci prima eli giungere al consumatore. 

Un ampio studio e stato presentato dalla sezione italiana 
della Camera di commercia internazionale al Congresso 
eli Parigi nel 1935. 

In una prima parte eli tale studio viene analizzata la 
struttura e l'attrezzatura delle aziende commerciali in 
Italia; in una second a parte si forniscono i risultati eli 
un'indaginc ampia e approfondita compiuta dalla sezione 
stessa con Ia collaborazione, oltre che della Confedera
zione dei commercianti, delle Confederazioni dell'Industria 
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e dell'Agricoltura, dell'Ente della Cooperazione, del 
Ministero delle Corporazioni (a mezzo dei Consigli 
Provinciali delle Corporazioni) e dell'Instituto centrale eli 
statistica. 

Da questo studio e risultato che il numero delle persone 
addette al commercia in Italia e aumentato negli ultimi 
cinquant'anni dell'80 per cento, mentre la popolazione 
adulta e aumentata eli poco piu del 40 per cento. Gli 
addetti all'industria sono aumentati del 25 per cento e 
quelli dell'agricoltura sono diminuiti del 5 per cento. Si 
vede quindi che l'aumento della popolazione commerciale e 
sensibilmente superiore a quello complessivo del numero 
eli abitanti e a quello delle persone che sono occupate 
nell'industria e nell'agricoltura. 

E' pure risultato che Ia partecipazione della donna 
nell'attivita commerciale rappresenta circa un quarto del 
personate addetto al commercia, sale a circa il 40 per 
cento nel commercia al dettaglio eli generi alimentari e in 
quello eli filati, tessuti, mercerie; aumenta a quasi ilSO per 
cento negli esercizi pubblici e negli alberghi. 

Le aziende commerciali ammontano in Italia a circa 
800.000 unita (per il 95 per cento a conduzione familiare) 
con circa 1.600.000 addetti. Si ha cos! un esercizio ogni 
50 abitanti e un addetto ogni 25 abitanti. 

Con larga approssimazione si puo dire che per distribuire 
i prodotti alia cui produzione attendono circa 12 milioni eli 
persone che lavorano nei campi, negli opifici e nei cantieri 
industriali (sia per l'interno come per l'esterc·· occorrono 
oltre mezzo milione eli persone addette ai trasporti e 
oltre un milione e mezzo eli persone occupate nelle aziende 
commerciali. Considerando assieme il servizio eli tras
porto con quello della vendita all'ingrosso e al dettaglio, 
abbiamo quindi una persona che attende al servizio eli 
distribuzione ogni sei persone che producono, intendendo 
questo termine in senso restrittivo. 

L'indagine compiuta sulla composizione dei costi nei 
vari rami eli commercia e nelle diverse forme eli attivita 
distributrice delle merci, ha dimostrato che pure nella 
molteplicita e, alle volte, contradditorieta delle singole 
situazoni aziendali, alcuni elementi si presentano cosi 
insistenti e costanti da assumere un carattere generate. 

Di particolare interesse e importanza sono i risultati 
ottenuti circa l'ammontare percentuale dei margini Iordi 
sui ricavi nei diversi rami eli commercia al minuto eli 
generi alimentari, eli abbigliamento e arredamento, 
riferentisi al 1929 e al 1932, che riproduciamo qui eli 
seguito (table 1). 

Al Congresso della Camera eli commercia internazionale 
tenutosi a Berlino nel 1937, fu ancora la Sezione italiana 
che presento un nuovo studio sull'organizzazione, sul 
funzionamento e sui costi eli alcuni importanti mercati eli 
consumo italiania. 

I mercati studiati sono quelli del pesce, delle uova e 
pollame, del bestiame, dei fiori, della frutta e verdura. 
Per ognuno eli essi sono state raccolte partic?lareg~at~ 
notizie sulla superficie, sulla gestione, sugli oran eli 
mercato sui raccordi ferroviari, sulle celle refrigeranti, 
sui siste~i eli vendita, sugli operatori, sulle categoric eli 
acquirenti sull'esistenza della cassa eli mercato, sulla 
compilazi~ne dei listini dei prezzi e sulle stati~tic~e ~elle 
merci introdotte e uscite dai mercati con la mdicazwne 
delle principali provenienze e destinazioni delle merci 
stesse. 



La parte piu importante di questo studio e pero dedicata 
alla documentazione delle varie spese, degli aggravi, delle 
tariffe, dei diritti, ecc., che le merci subiscono nel loro 
pessaggio sui mercati, e all'esame di alcuni hiland di 
costi e di ricavi riguardanti un gruppo di aziende grossiste 
che esercitano illoro commercio sui mercati stessi. 

uomini d'affari, un huon numero di serie statistiche che 
possono servire per avere un'indicazione abbastanza 
approssimativa sui valore com.merciale delle singole 
provincie e regioni d'Italia, e ha calcolato, per ogni 
serie statistica considerata, rapporti-indici, sotto forma 
di percentuali che stanno a indicare il tanto per cento 
che ogni provincia, ogni regione rappresentano sui totale 

TABLE 1 del regno per ciascuno degli elementi presi in esame. 
Percenluole tlei M Mgini Lordi sull' .A.mt1101114Te delle v endile n dirigente d'azienda e posto cosl in condizione di rendersi 

-----------------;------- · conto nel modo piu facile, rapido e semplice dell'impor-
Amli tanza dei vari mercati. 

1929 1932 

(A) Aziende di vendita al minuto di generi alimentari 

Drogherie ..........•.......•.•............ 
Salumerie .....•........................... 
Bazar alimentari ......•.................... 
Pescivendoli .............................. . 
Negozi di uova e pollame .•.••.••.•••...•.•. 
Macellerie ........................•....... 
Fomai. .................................. . 
Latterie .................•.......•.•....... 
Negozi divino .........................•... 
Spacci coopezativi ......................... . 
Venditori ambulanti ..............•......... 

12,75 
20,51 
15,00 
22,13 
12,85 
14,47 
27,61 
21,61 
29,00 
12,48 
16,03 

11,50 
20,33 
15,51 
22,72 
13,90 
19,46 
29,68 
25,46 
31,72 
11,35 
17,13 

(B) Aziende di vendita al minuto di articoli di abbigliamento e 
men:i varie 

Negozi di stoffe .....................•.. .' ... 
Negozi di cappelli ...........•.............. 
Negozi di scarpe .............•...........•. 
Grandi magazzini .••.•...•.... : . .......••.. 
Negozi a prezzo unico ................•..... 
Negozi di calzature, di produttori industriali .. 
Negozi di calzature, di produttori artigiani. .. 
Venditori ambulanti ....................... . 

25,66 
31,50 
22,32 
27,39 
24,50 
31,84 
22,46 
13,44 

28,62 
34,73 
22,42 
29,93 
27,25 
32,84 
19,52 
13,84 

Lo studio sulla capaciti di assorbimento dei 
mercati 

Un'altra importante iniziativa, recentissima (gennaio 
1938) che va ricordata, e quella del Centro di consulenza e 
studi per Ja statistica aziendale, sorto a Firenze sotto gli 
auspici dell'E. N. I. 0. S. 

Si tratta di uno studio sulla base di elementi ed indici 
statistici, ~tomo alla capacita di assorbimento dei 
mercati d'Italia (provincie, regioni, capiluoghi e centri 
urbani). 

L'iniziativa e utilissima perche troppo si abusa, anche da 
parte di dirigenti di azienda e uomini d'affari del preteso 
intuito a fiuto degli affari, e ci si affida a sistemi empirici, 
13. dove un'indagine accurata, su dati statistici, potrebbe 
fomire ottimi elementi per dispone un piano di vendita, 
per illancio di un nuovo prodotto, per Ia maggior diffusione 
di un prodotto gia conosciuto, attraverso l'opera di agenti 
di vendita, di piazzisti, viaggiatori o di succursa.li. 

n Centro di consulenza e studi per Ia statistica aziendale 
ha raccolto in una pubblicazione pratica, destinata agli 

Fra le serie statistiche che figurano in questa pub
blicazione, alcune riguardano la popolazione complessiva, 
distinta a seconda dell'eta e del sesso (elementi indis
pensabili, come facilmente si intende, per valutare le 
possibilita di vendita dei prodotti); altre si riferiscono 
al settore rurale (popolazione addetta all'agricoltura, 
superficie agraria, terreno seminato, numero dei capi 
bovini, consumo di fertilizzanti); altre riguardano alcuni 
importanti indici di consumo (tabacco, telefono, auto
veicoli, ecc.). e il gettito di alcune imposte e tasse di larga 
base, attraverso i quali indici si mira ad avere una misura 
comparativa sui grado di benessere e sui tenore di vita 
della popolazione neUe singole zone verso le quali si deve 
indirizzare Ia vendita dei prodotti. 

11 prossimo censimento della distribuzione 

lnfine vogliamo ricordare che un'indagine della massima 
importanza per lo studio veramente approfondito del 
servizio di distribuzione verra compiuta nel 1940 dal
l'Istituto centrale di statistica. Avra luogo infatti in 
tale anno il censimento commerciale e della distribuzione, 
in base a un provvedimento legislativo gia adottato e a 
studi che sono in corso. 

D censimento del 1940 clara modo di conoscere in ogni 
particolare il complesso meccanismo attraverso il quale Ie 
merci passano dal produttore al consumatore, servendosi 
di parecchie centinaia di migliaia di aziende dislocate in 
ogni parte del territorio nazionale, con forme diverse di 
organizzacione mercantile, con entita commerciali di 
varia dimensione, per adattarsi ai muitiformi bisogni 
del consumo. 

Saranno raccolti ufficialmente, per la prima volta in 
Italia, importanti elementi, come l'ammontare dello 
smercio, i salari pagati al personate addetto alla vendita, i 
principali elementi di costo (affi.tto, imposte e tasse, ecc.) 

. che gravano sui passaggio delle merci. 

Con gli studi qui ricordati, che negli anni piu recenti si 
sono effettuati in Italia per rispondere specialmente al 
bisogno dell'ordinamento corporativo italiano, anche il 
settore dell'attrezzatura mercantile, del funzionamento 
dei mercati di consumo e dei relativi costi e stato effi.cace
mente esplorato, promovendo e agevolando, pure nel
l'attivita d'intermediazione rivolta al servizio di di
stribuzione delle merci, l'impiego di metodi sempre pi~ 
razionali. 
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Costing and Pricing 
A Critique Prepared ·by 

M. P. McNAIR;* Rapporteur 

The title for this Session of the Distribution program, 
implies a relationship between the problems of cost and 
the problems of price in the field of distribution. That 
such a relationship exists broadly no one will seek to deny. 
It is only when the view of these problems is narrowed to 
envisage particular cost-price .relationships that serious 
differences of opinion arise. But these problems of costing 
and pricing in marketing are so ample in scope that many 
different approaches are possible without hampering the 
investigators for lack of elbow room. 

stock-turn and different rates of gross margin wholly 
attributable to managerial differences. Obviously there
fore the relationships of gross margin, stock-turn, types of 
merchandise, and management policies are essentially 
·complex and do not lend themselves to the making of easy 
generalizations. · ' · · · 

There is also i.he fascinating problem~ which Dr. van 
Muiswinkel does not undertake to ·attack in the short 
compass of his paper, of the relationship between the rate 
of stock-turn and the total expense percentage, with in
terest centering particularly on the effects on total expense 

There are many students of marketing who seek prim- 'of the managerial differences in stock-tum. But that is a 
arily to understand the anatomy and behavior of distribu- long story. · 
tion costs. In the category of efforts directed to this end , ' Dr. van Muiswinkel devotes a brief part of his paper to 
belong the papers of F. L. van Muiswinkel and V. Sada. emphasizing what we in America...should call the problems 
Dr. van Muiswinkel bas concerned himself with the inter- ~of merchandise control. He alludes to the :dumerous fac
relations of gross margin (gross profit), total expense, and tors which, if not properly controlled, tEmd to reduce·the 
stock-turn in retail businesses in Holland as revealed by gross margin. In conclusion he emphasizes, quite prop
the investigations of the Economisch Instituut voor. den erly, the necessity tha~ studies of distribution costs should 
Middenstand. His point is well taken that the study of include not merely data on costs but also a broad range of 
costs alone is insufficient, that costs cannot be understood information on gross margin, net profit, rate of stock-turn, 
except in relation to such other factors as gross margin •financial ratios, and personnel statistics as well. On the 
and stock-turn. High gross margin he finds usually to be basis of American experience, this conclusion can be heart-
accompanied by high distribution costs, with the gross ily applauded. · · · 
margin generally higher for those lines of trade handling Before leaving this paper, however, the rapporteur must 
commodities which are further removed from prime express some doubt on another of Dr. van Muiswinkel's 
necessities. The close relation between gross margin and conclusions-namely, that average figures for gross margin 
distribution costs accords with common-sense expecta- and distribution costs for any branch of retail trade are of 
tion; but the hypothesis that the gross margin tends to little value. Granted that there are numerous causes 
vary according to the necessity or luxury characteristics of difference among individual concerns, it still seems de
of the items requires further examination. Here the ele- sirable to pursue the objective of experimenting with 
ment of stock-turn (not sales turnover, but the rapidity of various classifications of companies in a particular line of 
sale and replacement of an average stock) enters the pic- trade with a view eventually to arriving at significant 
ture. Dr. van Muiswinkel notes that high rates of gross types of averages. This is a line of thought which might 
margin commonly are accompanied by low rates of stock- well lead to an examination of the propriety of the concept 
turn, and vice versa, and again surmises that the luxury or of the representative concern in marketing. · 
necessity characteristics of the merchandise afford a que · 
to the differences. · In his paper, "The Changes of Operating Expense Ra-

In considering such problems as these, one may well tios at Different Price Levels," Dr. V. Sada concernS him
make a distinction between natural differences and manage- self with the; dynamic aspect of retail operating expense 
rial differences. There are natural differences between ratios. In the studies of the Czechoslovak Statistical 
meat markets and jewelry stores which account for a stock- State Office of operating expenses in retail hardware stores 
turn rate of perhaps 30 or 40 times a year in the meat busi- and retail drug stores, a sharp increase is disclosed between 
ness as compared with one time a year in the jewelry the percentage cost of doing business in 1928 and the per
business. Similarly there are natural differences between centage cost of doing business in 1935. This period com
meat and cigarettes which make the gross margin sub- prised mainly the depression years; and over these y~ 
stantially higher in the first case than in the second case. there was a rapid shrinkage of money sales volume. T~ 
At the same time, within any one of these three branches shrinkage, according to Dr. Sada, did not represent ~n
of trade will be found concerns having different rates of marily a decrease in physical volume, but rather a decline 

• Professor of Marketing, Graduate School of Business Adminis
tration, Harvard University, Cambridge, Mass., U. S. A. 

in the price level and consequently a: drop in the money 
value of the average sales transaction; and precisely here 
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is to be found the reason for the rise in operating expense of time is an exceedingly complex one. Dr. Sada has 
ratios. Retail expenses may be segregated into two contributed one element to it_ but only one. 
groups: those which are elastic or variable, that is, those There are numerous other problems of distribution costs 
which keep pace with the growth or decline in sales; and which belong broadly to the same category as those raised 
those which are inelastic or fixed, those which do not by Dr. van Muiswinkel and Dr. Sada. For instance, how 
change in money amount as sales increase or decrease. are the marked discrepancies in expense ratios in the same 
Dr. Sada shows that_ if the proportionate size of these lines of business in different countries to be accounted for? 
two groups of expenses can be determined, it then be- In Dr. van Muiswinkel's paper the total expense ratio for 
comes possible by the use of a simple formula to determine chemists and druggists in Holland for 19J.l is indicated 
how much the expense rate will rise with a given decline as 31.71 per cent of sales, whereas in Di. Sada's article 
in money sales volume brought about by a drop in the price the operating cost of retail drug stores in Cuchoslovakia 
level. is reported as 21.46 per cent of sales in 1935. Similarly. 

Unquestionably Dr. Sada is correct in his diagnosis of American department stores have at the present time an 
the major cause of an advance in retail operating expense expense rate of approximately 35 per cent of sales, whereas 
ratios during a business dep~on. Such a formula as English department stores exhibit a total expense ratio 
he proposes clearly has some serviceability for facilitating of about 2S per cent of sales. Then there is also the im
the comparison of expense ratios at different price levels. portant problem of the effect of size of concern on distribu
How far such a device would be useful to a retailer in tioncosts. Arethereany_economiesiniarge-scalemazket
budgeting expenses during a time of declining sales, or how ing? Some American data for retail stores imply that the 
far it would be useful to a manufacturer in figuring :what total cost of doing business is high for very small concerns, 
trade discounts to offer during a period of price declines, lower for medium-sized concerns, and highest of all for the 
is perhaps more questionable. very large companies. British department store figures, 

The situation in reality is not quite so simple as Dr. however, tell a different story for the largest enterprises. 
Sada's formula suggests. During the downswing of a Also there is some evidence that the operating expense 
cycle there are some declines in physical volume of goods ratios in wholesale firms have relations to sales volume 
purchased at retail, and these declines affect different which are differat hom those obtaining in retail concerns. 
classes of goods unequally. Also, there are shifts by con- But a study of costs alone will not lead us to the optimum 
somers to cheaper articles of merchandise, and new and size of concern. As Dr. van Muiswinkel suggests, we 
cheaper goods are introduced by manufacturers to meet must look also at the variations in gross margin, rate of 
these shifts. Furthermore, the factors of elasticity of stock-tum, and size of investment_ all in relation to volume 
demand and change of demand must be considered. And of sales. 
then, on the expense side, outlays must be budgeted in Then there is the exceedingly significant problem of the 
money amounts rather than in percentages, and these effects of functional integration on distribution costs. 
money amounts must be calculated with reference to ex- Is it correct to suppose that new groupings of marketing 
pected physical sales volume, number of transactions, and functions may give important promise of cost reductions? 
so on. Although some expenses for a particular period One may mention likewise the problem of the relation of 
can be readily classed as variable and some others as fixed, size of city to distribution costs; the problem of quality 
there are betWeen these two groups a number of classifica- and service as related to distribution costs; the effects 
tions that may be more or less variable or more or less fixed, arising hom variations in the productivity of space em
depending on the length of the period, the particular cir- ployed in distribution, with particular reference to differ
cumstances in the individual establishment_ and the like. ences in location; the effects traceable to differences in the 
The only practical procedure for a concern which wishes productivity of personnel in different types of distributive 
to have some guide other than rule of thumb seems to be a enterprise; the problems growing out of the effects of 
thoroughgoing application of the flexible budget_ that is, variety of goods handled on distributiOJ\_costs; the prob
a set of expense plans formulated for several different lems related to seasonality. One might catalogue a long 
possible physical volumes with due consideration of the list of problems of this order. 
variable. semi-variable, and fixed expenses. Light on these problems is needed not only hom the 

It might be supposed that if retail operating expense academic standpoint of completing our knowledge of the 
ratios advance during the dep~on phase of the business distribution process and equipping our university teachers, 
cycle, they would invariably exlnoit a declining tendency but also from the standpoint of the business executive who 
during periods of prosperity. Dr. Sada expresses no view needs a broader background of understanding in order to 
on this point_ but it may be remarked that experience in manage his affairs successfully. Although there are still 
the United States over the period from 1921 to 1929 does many unanswered questions, it must be Wnembered 
not support this conclusion. The expense rate in depart- that over a period of 25 years our knowledge of distribu
ment stores, for instance, was about 27 per cent of sales at tion costs has inaeased enormously. Following the in
the beginning of the cyclical upswing of the twenties in the itial undertakings in this field by the Harvard Bureau of 
United States; and at the top of this movement in 1929 Business Research, in 1913, in America, and by Dr. 
it had advanced to 33 per cenL To be sure, this was a Julius Hirsch in Germany at about the same time, there 
period in which the general price level did not advance, has been a great growth in the collection of distribution 
but neither did it decline greatly; and it was a period when cost data of the type exemplified by the studies which Dr. 
dollar sales volume was tending to increase hom year to van Muiswinkel and Dr. Sada have referred to. There 
year. Quite evidently the explanation of the dynamic remains, nevertheless, a large task of comparison, correla
movement of retail operating expense ratios over periods tion, classification, and analysis before we can finally 
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achieve a passable understanding of the behavior of dis
tribution costs. 

With the paper by Dr. Robert Caussin, "The Limits of 
Profit Seeking," the transition is made to the problems of 
managerial action as contrasted with those of academic 
research. Dr. Caussin addresses himself to the general 
problem of maximizing profit, and sketches a philosophy 
of management directed to that end. He points out that, 
for a distributor, selling price, cost of doing business, 
and volume of sales are interrelated factors which cannot 
be treated separately (a thought which Dr. Sada seemingly 
has overlooked in his implied recommendation that 
mark-up percentages in a period of depression should be 
increased to any point necessary to cover the rise in the 
ratio of operating expenses to sales). With this general 
thesis there can be no quarrel. Dr. Caussin distinguishes 
between fixed and variable costs; but he does not follow 
this thought to its logical conclusion-namely, that the 
managers of a retail or wholesale concern should direct 
their attention to maximizing for the appropriate period 
the contribution to fixed cost and profit, this contribution, 
of course, consisting, for such an enterprise, of the differ
ence between the gross margin and the variable costs. 
At one point Dr. Caussin throws out the interesting im
plication that distribution may be subject to the law of 
increasing costs: 

Many industrial enterprises, for having neglected these simple 
precauucns and undertaken the distribution of their products on too 
wide a basis, have learned to their cost, and not without bitterness, 
that if il is lhe last piece of merchandise 1/uJI cosls lhe least lo produce, 
u is thai lasl piece which cosls lhe mosl lo sell. 

The author recommends a thorough analysis of costs, 
mvolving allocation to lines of merchandise, to classes bf 
customers, and to sizes of orders. It is urged also that the 
factor of stock-tum be kept in mind. Such a study, 
says Dr. Caussin, "cannot fail to suggest a line of action 
infinitely, more judicious and more profitable than a drastic 
curtailment of expenses." 

an analysis for the purpose of setting prices-a misapplica
tion of ideas not infrequent in some of the writings on this 
subject. Dr. Surface apparently visualizes the practical 
benefits of distribution cost analysis as taking two forms: 
First, management is enabled to exercise better judgment 
with respect to items or lines of merchandise to be added 
or discontinued, expanded or curtailed, as the case may be. 
Second, management is enabled to effect reductions in 
operating costs;" ..• it is easy to see just which expenses 
a_re relatively out of line for any given item, and this very 
frequently enables something to be done to decrease these 
expenses." These two policy objectives are the crux of 
the matter. Space does not permit adequate discussion, 
but the rapporteur is constrained to raise two questions: 

(1) When decisions are to be made with. respect to adding or 
discontinuin~, expanding or contracting lines of mer
chandise, is 1t not essential that the pertinent cost data 
be cast in a somewhat different form-namely, a break.
down of the expenses into fixed and variable categories 
with reference to the time spans involved? 

(2) In what ways do cost data allocated to commodity lines 
contribute to the ability of management to reduce ex
penses beyond what is possible on the basis of suitably 
segregated and functionalized expense data? 

The •last paper in this section~ Dr .. , Willard Thorp's 
treatment of "Pricing Policies and .Customer Classifica
tion," carries the general line of thought on costing and 
pricing beyond the confines of the individual distributive 
concern and into the troublesome area of );nanufacturers' 
pricing. policies with reference to various channels of 
distribution~ In. this area, partly by legal duress, the con .. 
cepts of cost and price come more closely together. , 

Dr. Thorp points out that uniform prices to all buyers 
do not prevail in manufacturing industries; that there are, 
per contra, numerous schemes 'of ,pxstomer classification 
for pricing purposes based broadly on· four groups: (1) 
other manufacturers, (2} those who resell to other distribu
tors, {3) those who sell to the ul~ate consumer, and {4) 
customers who are in fact consumers. (The last is not a 
very satisfactory type of classification.) Elements which 
form the bakground for customer classification are listed 

The idea that a distributive enterprise should under- as: (1) location of the performance of various functions, 
take to allocate operating expenses to lines of merchandise (2) special interests of the manufacturer, {3) differences in 
leads directly to the next paper, that of Dr. Frank M. the costs of selling to various types of customers (differing 
Surface, on "Disribution Cost Analysis." This paper operating costs of the customers themselves are an equally 
describes in detail a method of approach to the problem important consideration), {4) peculiar conditions in special 
of cost allocation based to a substantial extent on proce'- markets, (5) particular competitive cond,itions among 
dures developed by the United States Bureau of Foreign buyers. · 
and Domestic Commerce in connection with the Louisville Dr. Thorp goes on to note four forces which may cause 
grocery survey and the St. Louis drug survey. Briefly the the existing price pattern in a given industry to deviate 
procedure is, first, to shift the conventional accounting from the ideal: (1) inertia, (2) the fact that competitors 
classification of expenses to a thoroughgoing functional force each other into new and inconsistent customer 
classification and then to determine for each of these classes, (3) the impact of buying groups, {4) the increas
functional classes criteria which can be measured and ingly prominent force of law, notably the Robinson
which fairly reflect the differential expenses incurred for . Patman Act, which adopts the basic criterion of cost in 
particular commodities or groups of commodities. Ware- establishing limits beyond which a manufacturer's prices 
housing expense, for example, is a functional expense cate- may not go in the preferential treatment of any favored 
gory for which the suitable criterion is the area of space group. . . 
occupied. Dr. Surface proceeds to give a practical ex- These are exceedingly important matters, and they lie 
ample of this general method of approach and indicates in an area in which business and economic thought have 
that a broadly similar procedure might be applied to the made only limited explorations. It is to be regretted that 
companion problem of allocating costs to customers or the space at Dr. Thorp's disposal permits only a cursory 
groups of customers. treatment. 

It is gratifying to observe that there is no implication It is clear that the complexity of the marketing structure 
here of any idea of using the cost data determined by such makes the pricing problem complex and in a majority of 
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instances rules out a one-price policy, in any narrow inter
pretation of the term. Competitive forces press in the 
direction of individual bargaining. Customer classifica
tion is a device for administering prices in such a way as 
to escape the necessity for this individual bargaining and 
so to facilitate the smooth flow of merchandise from 
manufacturer to consumer. Nevertheless, the pressure 
of competition is always in the direction of breaking down 
such devices, or of causing classification changes primarily 
calculated to permit discriminatory pricing; and in recent 
years the notable shifting of distribution functions, as well 
as the submergence of conventional commodity groupings 
by the tendency toward scrambled merchandising, makes 
.the administration of any simple classification of customers 
increasingly difficult, if not impossible. 

From an economic standpoint the notion of price based 
on cost in the short run-and these are typically short
run problems-has no place. It is therefore not clear 
what Dr. Thorp implies by the statement, "As a matter 
of fact it is frequently impossible to justify the existing 
price pattern in any given industry on strictly economic 
grounds." In spite of the fact that the controversy be
tween "just" price and "market" price was supposedly 
settled in favor of market price some hundreds of years 
ago, some business men, not infrequently under the in
fluence of "rationalization" doctrine and enamored of the 
specious idea that profit-the essence of which is uncer
tainty-can be insured, have eagerly embraced the notion 
of price as being determined in the short run by cost. On 
occasion some members of the accounting profession have 
aided and abetted this same notion; and now legislators, 
in part egged on by those who conceive it to be to their 
interest to maintain the status quo in marketing by pre
serving rigid institutional groupings, have sought to es
tablish short-run cost as a criterion of fairness in competi
tion. Many observers think that these signs point in an 
ominous direction. 

All these pricing and costing problems in the area of 
distribution constitute a notable challenge to management. 
In the immediate background are the significant facts that 
distribution expenses now require roughly hall of the con
sumer's dollar spent in retail trade, that economy in dis
tribution is as important a factor in increasing the stand
ard of living as is economy in production, but that because 
of the relation of production and distribution costs the 
essential problem is one of determining the balance be
tween them which is most advantageous to the consumer, 
and finally that modern developments have conspired 
greatly to increase the complexity of channels of distribu
tion. Against this background there is the challenge to 
management first to develop cost analyses in the field of 
distribution, not with a view to basing prices on cost but 
in order to understand more fully the behavior of distribu
tion costs. In the second place, it is essential that data 
be made available to managers in that form which will 
promote the wisest merchandising decisions and bring 
about reductions in the cost of doing business. There is 
the challenge to recognize that from a managerial stand
point the problem of profit is essentially the problem of 
maximizing operating contribution for the appropriate 
period and that this objective requires not only study of 
demand but careful analysis of variable and fixed costs. 
There is the challenge to liberate pricing from artificial 
restraints, whether legal or otherwise, and at the same time 
to develop price structures which will promote a smooth 
flow of merchandise. And there is the challenge to recog
nize that the concept of market price is fundamental to 
the existing system of private capitalism and that those 
who seek to substitute for it any notion of price as deter
mined by short-run costs are either ignorant of the essen
tial nature of the profit and loss system or actuated by a 
short-sighted desire to reap monopoly profits by halting 
or turning back the functional evolution of the marketing 
process. 
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·Distribution Cost Statistics and Gross Profit 
Dr. F. L. VAN MUISWINKEL* 

SUMMARY 
As a result of the investigations made by the "Economisch Instituut voor den Midden

stand" (Economic Research Institute for the Retail Trade and the Minor Industries) not 
only the problems connected with distribution costs, but also the problem of gross profit 
in the retail-trade has had special attention in Holland during the last few years. 

Attention has been paid to: 

a) Gross profit and distribution costs 
b) Gross profit and rate of stock turnover 
c) The influence of errors in financial stock management. 

A comparison between various branches of retail trade shows that a high gross profit 
is usually accompanied by high distribution costs (see table 1). As the articles dealt 
with move further away from prime necessities, gross profit becomes generally higher. 
A similar relation is shown between gross profit and distribution costs concerning shops 
operating in the same branch (see table 2). In this case the relation is inter alia based 
on differences in the qualities of the goods dealt with; also the purchasing power of the 
consumers is of great importance. Also in some cases a remarkable relation exists be-· 
tween gross profit and rate of stock turnover (see table 3). 

The gross profit made in a shop is, moreover, influenced by errors in the financial and 
the stock management. 

All this should be considered when setting up distribution cost statistics; this beJng 
neglected, the statistics will be practically worthless. (See final observations.) · "' 

I N ONE of the resolutions taken at the ninth Congress 
of the International Chamber of Commerce, Berlin, 

_ 1937, the followitlg observation is made with regard· 
to "The Distribution of Consumer Goods": 

The problem of improving the distributive system is many sided 
and while its solution depends very largely, and should thus depend, 
upon producers and distn"butors themselves, all sections of the con
suming public are concerned with it. Moreover, since a large part 
of the effort involved is not only valuable but common to the com
munity as a whole, every effort should be bent towards assisting 
producers and distributors to meet it successfully. Governments' 
research institutes and institutions of learning, therefore, have a 
particularly important part to play in this connection in the com
pilation of information and statistical data. 

In Holland back in the year 1930 the underlying idea 
led to the establishment of the "Economisch Instiluul 
voor den Middenstand" (Economic Research Institute for 
the Retail-Trade and the Minor Industries). 

The Institute in question owes its existence to the co
operation between the Minister of Economic Affairs, the 
Chambers of Commerce and the national Retail-Trade 
Associations. 

Since its establishment, in the year 1930, the Institute 
has published about 40 reports covering over 3500 pages. 

The activities concern private shopkeepers as well as 
small industrials. 

Within the scope of this report, special attention should 
be asked for the activities of the Institute with regard to 
the compiling of distribution cost statistics enabling re
tailers inter alia to check their results and working ex-

• Director of the ''Economisch Instituut voor den Middenstand," 
The Hague, Holland. 

penses in detail with those of fellow-shopkeepers. We 
will revert to th~ way in which the figures in question are 
published. For the present, it may suffice that the 
publications of the Institute are annually distributed in 
thousands of copies amongst retailers and that, in the 
short time of its existence, the Institute has already re
ceived nu~rous proofs of the effectiveness of the methods 
applied. . ' 

For full particulars regarding the "Economisch Instituul 
voor den Middenstand," we beg to refer to the _report pr&
sented to the "Sixth International Congress for Scientific 
Management," London, 1935. · 

To begin with, experiences gained in Holland during the 
last few years with regard to the problem of gross profits 
require investigation. 

Falling Profits and Rising Distribution Costs · 

According to investigations into the course of costs and 
profits in the retail-trade in the period 1928-1934, a sha.r,p 
disparity between gross profit and distribution costs ex
isted at the end of this period practically everywhere in 
Holland. This disparity resulted from the fact that the 
amount of gross profit in the period named was subject to 
a much stronger decline than distribution costs. 

For instance, in the 5 municipalities in which investiga
tions were made a decline was found in gross profit varying 
from 36 to 45 per cent, whilst the reduction in distribution 
costs during the said period only varied from 13 to 22 per 
cent. Notwithstanding decreased turnover and greatly 
reduced incomes of retailers, the number of persons ~
ployed was higher in 1934 than in 1928. The setback m 
the remuneration of the retailers concerned was, therefore, 
accompanied by an expansion in the services rendered. 
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It is well known that the wage-factor in general represents 
the most important cost-factor of the distribution appara
tus; together with rent, it forms in all countries more than 
one half of the distribution costs. It is evident that the 
fact that it was practically impossible to economise on 
these items led to serious results. 

The expenses of the distribution apparatus must for the 
greater part be brought under the heading of "fixed costs," 
and it is, therefore, not surprising that the decline in the 
actual amount of gross profit during the years after 1929 
was only for a small part compensated by a reduction in 
these distribution costs. Also in other countries-es
pecially in Germany-this phenomenon has been found. 
There, too, attention has since been concentrated on 
distribution costs. 

Meanwhile, it may be described as remarkable that, 
since this fact was stated, so little attention has been paid 
in the circles of retail-trade to the other side of the prob
lem, viz., that of gross profit. 

However, owing to the publications of the "Economisch 
Instituut fJoor den Middenstand," there is a growing 
interest in Holland as far as this latter point is concerned. 
This interest is inter alia being concentrated on investiga
tion of: 

a) Gross profit and distribution costs 
b) Gross profit and rate of stock turnover 
c) The influence of errors in financial and stock man

agement. 

The proportion between gross profit and distribution 
costs in Holland is reflected in table 1 as far as the chief 
branches of retail-trade are concerned (averages in per-
centages of the turnover-1934). · 

TABLE 1 

Branch 

Jewellery .......•.......••....•..•......•. 
Bread and pastry .....•....••.•............ 
Chemists and druggists ...................•. 
Ladies fashions and hats ................... . 
Various textiles ....................... , ... . 
Household furniture ....................... . 
Shoes ....................•................ 
Fuel (1935) ...................•........... 
Dry goods .............•.•................ 
Meat and meat-products ..............•..... 
Tobacco and cigars ........................ . 
Groceries ....................•............ 

Gross 
Profit 

40.96 
39.96 
37.20 
35.74 
28.78 
27.39 
24.06 
23.26 
22.75 
20.67 
19.04 
16.24 

Distribu-
tion Costs• 

46.99 
42.16 
31.71 
39.32 
32.44 
33.52 
29.44 
24.05 
24.54 
21.41 
28.36 
17.46 

• Including an estimated salary for owners and members of their 
family working in the trade. This salary has been estimated on the 
basis of local wage-standards and the number of working hours; the 
estimated salary does not include any indemnification for the under
takers risk. 

With the exception of "Chemists and druggists" the 
proportion existing between gross profits and distribution 
costs in Holland was, therefore, very disconcerting in the 
retail-trade in the year 1934. The favourable figures for 
"Chemists and druggists" may be attributed to collective 
agreements in the trade in question. 

As already stated, distribution costs as given above in
clude an estimated salary for the owner and the members 
of the family working in the trade. It may be argued, 

from the fact that distribution costs compiled in this way 
exceeded gross profits, that the remuneration of the shop
keepers, for the year 1934 in so far as there was actually 
any question of this, was considerably lower than that to 
which they may be considered as being entitled on the 
strength of their activities. 

With this state of affairs, the demand for increasing the 
efficiency of the process of distribution gains a very special 
accent. Efforts in this direction should cover both gross 
profits and distribution costs. A maximum result may 

· only be expected where the parties concerned have the dis
posal of reliable statistics of distribution expenses. 

We give below the requirements which these statistics 
should meet in order to arrive at the above aim. 

Gross Profit and Distribution Costs 
The branches for which the percentages with regard to 

the gross profit have been given above, are ranked in the 
sequence of the gross profit. This was done in order to 
make it clear that the distribution costs-with a few 
exceptions-also form a declining scale. According to 
these figures, therefore, a high gross profit is accompanied 
by high distribution costs. In itself, this phenomenon 
is not altogether surprising. As a matter of fact, it may 
be said that higher distribution costs require a higher gross 
profit. 

Nevertheless, the factors which are decisive for the 
amount of gross profit, should be carefully investigated. 
In this connection it can, for instance, be pointed out that 
the nature of the articles dealt with plays an important part. 
The figures given above for a number of branches of the 
retail-trade in Holland seem to warrant the conclusion 
that the gross profit increases according as the goods are 
further removed from first necessities of life.1 The same 
may be observed with regard to various qualities of one 
and the same article. The better the quality, the higher is 
the gross margin of profit in most of the branches. 

The gross margin of profit for "bread and pastry" seems 
to contradict this conclusion. It should, however, be 
noted that the operations in this branch-at least in Hol
land-are a combination of production and distribution. 
This branch, therefore, covers two links in the chain be
tween raw material producer and final consumer. The 
gross margin of profit, therefore, covers two elementS 
which explains the high total figure. 

After these short remarks it is not difficult to find the 
relation between the amount of gross profit and working 
expenses. As the articles dealt with are further removed 
from the first necessities of life and have a more luxurious 
character, the circie of possible buyers becomes smaller. 
Consequently, the places of sale of the articles of luxury are 
found either in the center or along the chief highways of 
the towns. This entails high expenses for the operation 
and equipment of the building and is in most cases also 
accompanied by high outlays for staff. Also, the service 
to the public increases. All this causes an increase in 
working expenses all along the line. 

An analogous reasoning can in general be followed for 
fJarious qualities of one and the same article. Also the 
standing of the customers plays a part. 

a The place occupied by "tobacco and cigars" may be taken as a 
striking evidence of the leading position which these articles occupy 
in the sale of necessities of the Dutch population. 
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Finally, if one or more elements of the production proc
ess can be found in the distribution process, higher ex
penses will be found. (For instance, higher depreciations 
on the stock and highel' items for wages.) 

If gross margins of profit and working expenses of 
individual establishments in any special branch of retail
trade are examined in the light of the above, many seem
ing contradictions will find an explanation. As an illus
tration of the contradictions which may arise within the 
limits of one branch, we give in table 2 some figures from 

TABLE 2 

Grocera Butchen DJ')'Goada 

t! il li 
.;( .. f) Cue c- Cue !1 ~~ :13 '""' e e e -- -- --- ----

1 26.47 28.80 a 30.22 27.06 I 41.94 35.56 
2 22.50 21.58 b 25.78 25.52 II 35.38 32.09 
3 16.59 15.17 c 20.51 19.38 m 26.28 27.16 
4 12.42 10.81 d 15.28 16.17 IV 20.75 17.87 
5 9.13 8.16 e 11.43 12.33 v 13.90 15.47 ---- - ---- - --

Branch Branch Branch 
average 16.24 17.46 average 20.67 21.41 average 26.82 27.72 

the statistics for distribution costs published by the "&o
nomisch I nstiluiU voor den M iddenstand" (in percentages of 
turnover 1934). 

In judging the individual establishment, attention will, 
therefore, always have to be paid both to gross profit as 
well as to working expenses. As to the consequences 
resulting for the composing of statistics for distribution 
expenses, these will be recapitulated at the end of this 
report. 

Gross Profit and Rate of Stock Turnover 

The relationship between the amount of gross profit 
imd the rate of stock turnover is similar to that between 
gross profit and distribution costs. If, for instance, the 
commodities dealt with are further removed from the 
first necessities of life, or represent a better quality, the 
possibilities of sale of the goods concerned will decrease. 
The same reasons, which under these circumstances will 
lead to operating expenses and gross margin of profit 
being on the high side, will cause relative slackness in 
turnover for this category of articles. 

In general, therefore, a high gross profit is accompanied 
by a slackness in turnover, and a low gross profit by an 
increased rate of stock turnover. 

For the purpose of illustrating the above, we give in 
table 3 the outcome of an investigation of the E.I.M. with 
regard to the rate of stock turnover in the retail dry 
goods trade (averages-financial year 1934). 

A connection as set out above, is also found in other 
branches of the retail-trade. 

From this it also follows that in no single branch of re
tail-trade can an ideal rate of stock turnover be con
structed. The rate of stock turnover should be con
sidered separately for each establishment and this in 
connection with the amount of gross profit and working 
expenses. An increase in the rate of stock turnover will 
in general practice only be possible by making changes 

in the composition of the stock to be sold. This may very 
strongly influence the character of the business and may 
give rise to the danger that the commodities offered for 
sale are no longer in conformity with the purchasing power 
of the customers who have to be served. MoreOver, it 
will always have to be realised that a change in the com
poSition of the stock usually also changes the operating 
expenses. An increase in the rate of stock turnover in the 
distribution apparatus has, therefore, in certain circum
stances a tendency to increase operating expenses. 

As it is usual to advocate increase of this rate in eco
nomic business-literature, it may be useful to draw special 
attention to the outcome of the investigations of the 
E.I.M. 

TABLE 3 

Rate of Stock Number of Shope Groa Profit In Per W01klng Ezpe~~~A 
Turnover Cent of.Tumover in Per Cent 

ofTumover 

0.65 '.2 '35.6 45.0 
0.86 7 27.4 30.9 
1.14 16 28.4 32.6 
1.38, 12 27.6 29.9 
1.60 16 24.8 28.3 
1.87 9 28.0 25.3 
2.08 9 -22.6 27.0 
2.34 5 26.1 26.6 
2.62 7 22.3 23.8 
2.89 5 25.7 ,. 25.5 
3.24 5 21 .• 8 ~ ... 22.9 

1.65 93 26.0' 27.7 

Errors in Financia~- and Stock-Management. 

The remunerativeness of the distribution apparatus is 
based on the relation between gross profit and operating 
expenses. . 

Aa we have already previously observed, since 1929 
special attention has been paid to the possibilities of 
reducing distribution costs. · 

It is remarkable to note that the other side of the prob
lem of remunerativeness, viz., the amount of gross profit 
has not received the attention which it deserves. 
. If this problem was considered from the'point of view 
of divergencies between the wholesale- and retail-prices 
in many quarters the possibility of errors in financial
and stock-management was usually overlooked. This 
lack of insight seems to be characteristic of small shop
keepers in the retail-business. 

In the publications of the "&onomisch Instilu~U voor 
den M iddenstand," therefore, special attention is paid to a 
keen control of gross profit. 

Under the multiple factors which adversely influence 
gross profit, experience has shown that especially the 
following features. should be considered: 

1. Price competition with shopkeepers in the same 
branch 

2. Unfavourable buying-terms 
3. Incorrect stock policy 
4. Theft of money and/or of goods 
5. Careless debtors-administration (colle~tion of ac-

counts) . 
6. The giving of overweight 
7. Inexpert handling of merchandise. 
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Within the scope of the present note we confine our
selves to setting out the above muses. Points 2 and 7 
contain elements which may not be neglected when study
ing questions pertainiog to the expenses of the distribu
tion apparatus. In our opinion. therefon; statistics for 
distribution oosts should be drawn up in such a manner 
that they draw a!Jention to the presence of faults. 

Final Observations 

We pointed out in the above that the phenomenon found 
with regard to the connection existing between gross 
profit, working expenses and rate of stock. turnover is also 
of importance for the drawing up of statistics for distribu
tion expenses. 

a) Tile jnl anrdu.sitnJ aWici ._ tlTmt~ is 1/uJl cosl s1aJis1ia 
trUlY 6e colletl 'fD01'IIrless if flc:l 16 llre tiCbuJl 9Jiera1Urt c
peases 1M voss flrojil is fiOI ~ For the gross margin 
of profit reflects the influence of kind and quality of the 
articles dealt with, whilst it may also throw light upon the 
purchasing power of the OJStomers. · 

Distribution oosts are also influenced by the Jast 
named factors, hen~ these expenses may only be judged 
in the light of gross profit. 

It will only be possible to draw attention to errors in the 
financial- and stock-management by comparison of the 
gross profit of individual shops.. 

The number of variations occuning on this score in 
each branch of retail-busine:ss is practically unlimited. 

b) This leads to the sutmil amdiU'ioiJ, viz., that 1M 
aJkwlaJiml of mrerotes 'fDiiA retanl 16 voss flrojil mul dis
lrilndilnJ aJSls for m«y brmrdt of retail IToile is f"odiailly 
twless. The averages referred to above an hardly be 
considered as a trustworthy aiterion for any individual 
establishment; they only have a problematic value. 

c) Statistics concerning distribution oosts, in our opin
ion. have great practical value, but only if 1M estahlisla
fllmls ineslitaJM. are one by one lllkm •P in. 1M slolistics. 
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Only if the material is published in this way can the figures 
be judged in the right manner. Moreover, the publication 
of averages has the disadvantage that the businesses which 
are being best conducted do not serve as an example. 
Present day effort aims to arrive at a better efficiency, so 
that for this reason also individual statements of separate 
c::ases are to be preferred. 

d) Fmally, the phenomenon mentioned in this report 
also gives rise to consequences with a view to the question
naires to be used for expense statistics. By means of 
these schedules, it will be necessuy, in consideration of 
the aforegoing, to collect details with regard to: 

a) Turnover, buying and gross profit 
b) Distribution oosts. 

In calculating the turnover and the gross profit, atten
tion should inter alia be paid to the state of debtors, cred
itors and stocks of goods. Under operating expenses, 
items should be taken up for interest on invested capital 
and for depreciation on certain business equipmenL 

These particulars show a dose connection and can only 
be obtained by enquiring on the questionnaires into the 
balance sheet position of the shops. 

Needless to say, control in these particulars is impos
sible if the connection of the figures does not appear 
from the questionnaires. 

Questionnaires for costs statistics must, therefore, be 
drawn up in such a manner that the accounting-system of 
the shops which are being investigated appears in big 
outline. It would be advisable for the order of .the 
questions to agree with the accounting system, viz.: 
turnover, purchasing, gross profit, operating expenses, 
net profit, balance sheet, enquiries as to staff. An 
example of such a form applied in practice by the "Ealrul
tflisci I IJSliJIIMl 'fiDDr tim Jl itltlalslarul" will be found in 
the above mentioned report presented to the ''Sixth 
International Congress for Scientific ~aement," 
London. 1935. 



Changes of Operating Expense Ratios at Different 
Price Levels 

~ ., ~ 
Ing. VILEM SADA • 

SUMMARY 

According to the :findings of a statistical study in ·Czechoslovakian retailindustry, 
retail operating expense ratios have risen to a ·considerable extent during the depression 
period. The problem of rising expenses during a period of declining prices seems to be 
a problem of the inelastic expenses in retailing. Knowing the ratio of inelastic and elastic 
expenses at a certain price level in a line of business, it is possible to compute mathema
matically the expected change of operating expense percentage at a new price level by 
means of a price level quotient. By means of a few examples, taken from business prac
tice, the practical application and usefulness of the price level quotient is shown. . This 
represents a very useful tool in budgeting and price fixing. It explains also the discrep
ancy between the development of wholesale and retail prices and shows that the problem 
of decreasing the costs of distribution is not only a question of an efficient and economical 
business organization, but also a problem in proper economic balance between production 
and consumption. This appears in the light of price relations. 

FOR many years expense ratios computed on the basis 
of sales have been used as a yardstick for measuring -
the efficiency and economy of retail establishments. 

Every retailer bas been striving to keep this expense ratio 
as low as possible and has been proud of every tenth of 
one per cent be succeeded in cutting down. 

The decline of wholesale prices, which practically began 
in 1929 (see chart 1), was followed by the fall of retail 
prices. Since the decline of price level was of a general 
character, it did not lead to an increase ~ oonsumption. 

But the economic depression, which we went through 
in the years 193G-1935 taught us a different lesson. In 
spite of all the striving on the part of retailers, operating 
expenses rose to an extent which, in many cases, threat
ened the profitableness of retailing. 

The Czechoslovakian Statistical State Office, at the 
instigation of the Institute for Business Management at 
the Masaryk Academy of Labor, made a thorough study 
of the development of operating expenses during the de
pression period in different lines of retail trade. · Below are 
quoted the most important findings discovered about 
operating expenses in retail hardware stores (table 1) 
and in retail drug stores (table 2) in Czechoslovakia, 

The study disclosed a very important fact, namely, 
that operating expenses ~ retail hardware stores rose 
from 9.89 per cent in 1928 to 15.35 per cent in 1935. 
During the same period, operating expenses in retail drug 
stores rose from 16.32 per cent to 21.46 per cent. 

There is no doubt that the rise of operating expenses 
has been caused by the rapid shrinkage of sales, which 
can be clearly seen from the respective index-numbers in 
the tables. This enormous shrinkage of sales is usually 
explained as the result of the reduction of consumption, 
which is considered a natural phenomenon accompanying 
economic depressions. 

However, a closer study of the number of people active 
in the respective retail trades, of the value of stock and of 
other different aspects statistically computed, shows that 
the reduction in consumption cannot be considered the 
only cause of the enormous shrinkage of sales in retailing. 
There seems to be another cause, to a certain degree much 
more important. This is the decline in wholesale prices. 

• Secretary of the Institute for Business Management at the 
Masaryk, Academy of Labor, Prague, Czechoslovakia. 
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TABLE 1 . 
Cuchoslurxikian Retail Hardware Sl11t'es Operations in 1929-35 

(Index numbers: 1930 = 100) 

Number 
Expenses 

of Value 
Year People of Sales Other Total 

Active Stodt Occu· Sal&- Pub- Ex- Ex-paacy ries· Jiclty penses penses 
-------- -.-------

1929 102.9 109.9 108.8 96.7 94.9 96.5 105.6 100.6 
1930 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
1931 99.1 97.5 87.0 102.1 98.2 109.6 95.1 97.4 
1932 95.9 93.7 79.4 105.4 95.9 96.7 90.0 94.7 
1933 93.1 89.2 69.3 120.4 90.6 83.0 87.4 91.4 
1934 89.9 86.4 64.2 117.7 86.2 82.1 85.3 88.3 
1935 93.1 83.3 62.0 120.4 85.7 . 84.6 79.9 85.1 

TABLE 2 
Cuchosltn!akian Retail Drug Slut'es Operations in 1929-35 

(Index numbers: 1930 = 100) 

Number 
Expenses 

of Value 
Year People of Sales 

Pub- Other Total 
Stodt Occu- Sala- Ex- Ex-Active ries llcit;y paney penses penses 

----~ ------ ------
1929 107.5 101.2 100.9 98.9 96.1 100.4 102.5 99.4 
1930 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
1931 100.0 97.5 94.2 104.8 107.1 96.2 100.0 101.9 
1932 98.1 95.1 86.6 107.2 104.1 96.4 96.8 99.7 
1933 96.4 93.0 80.0 107.9 99.3 ))9.4 95.5 98.6 
1934 97.1 92.0 78.9 109.8 98.3 101.4 92.4 97.5 
1935 96.9 92.7 77.6 110.1 97.0 94.8 89.6 96.5 

For this reason, the decline of wholesale prices resul~ in 
decreasing retail sales, which were used as the b~ for 
computing the expense ratios, although the quantity of 
merchandise handled and the quality of service given to 
the custom~r did not undergo any significant change. · 



The result of this situation has been a constant rise in 
operating expense ratios in retailing. The rise of retail 
expenses has slowed down the fall of retail prices as can be 
seen from chart No. 1, on which in 1929 the retail price 
index crosses the wholesale price index, showing that the 
decline of retail prices did not keep pace with the collapse 
of wholesale prices. Though the retail price index on the 
chart refers only to foodstuff prices, there is no doubt that 
an analogous situation exists in manufactured commod
ity prices as well. 

The reason for the discrepancy between the develop
ment of wholesale and retail prices is quite obvious to 
every retail store manager. However, it does not seem 
to be generally acknowledged on the part of manufacturers 

(i.e., those which do not keep pace with the development 
of sales). 

The problem of rising expenses during a period of de
clining prices is the problem of inelastic expenses in retail
ing. Study of operating expenses in different branches of 
Czechoslovakian retail trades shows that a large part of 
the operating expenses of retail establishments cannot 
be reduced while sales decrease. The relation between 
elastic and inelastic expenses in a retail establishment 
varies with the line of business. The relation between 
inelastic and elastic expenses in the Czechoslovakian 
retail hardware stores in 193Q-according to the above 
mentioned study-seemed to be approximatively 70:30 
(i.e., 70 per cent of all operating expenses were inelastic 

Chart 1. Movement of :Prices in Czechoslovakia 
(Index numbers: VII. 1914 = 100.) A. Index of manufactured commodities wholesale prices. B. Index of foodstuff wholesale 

prices. C. Total wholesale index. D. Index of retail foodstuff prices. E. Index of sensitive prices. 

and consumers, who very often make the retail trade re
sponsible for the constant rise in distribution costs. This 
-they say-is a serious obstacle to the growth of produc
tion and to a rise in the standard of living. 
r ·The real cause of the rise of operating expense ratios 
in retailing has to be looked for in the character of retail 
expenses. Very often operating expenses are divided 
according to their nature into proportionate, progressive 
or degressive expenses. This differentiation is correct as 
long as sales are growing-perhaps because of the growth 
of business or because of the rise of prices; but it proves 
to be untenable during a time of sales decline. It seems 
to be more appropriate to differentiate retail operating 
expenses into elastic expenses (i.e., those which keep pace 
with the growth or decline of sales) and inelastic expenses 

and only 30 per cent elastic). This ratio remains by no 
. means stable, because the proportion of inelastic expenses 
grows with falling sales and diminishes with increase of 
sales. 
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When the ratio of inelastic and elastic expenses at a 
certain price level is known, it is not difficult to compute 
mathematically the expected change of operating expense 
percentage at a new price level, by multiplying the basic 
expense percentage by a price level quotient according to the 
following formula: 

E '+E NPL 
' e 100 

Price level quotient = P LQ = N p L 



In the formula Ei represents the proportion of inelastic 
expenses, Ee the proportion of elastic expenses (Ei + 
Ee = 100); NPL is a new price level, for which we would 
like to know the corrected expense ratio and which is 
expressed in percentages of the basic price level, which 
has been taken as the basis for computing the relation of 
inelastic and elastic expenses. 

To show the practical application of the piice level 
quotient, the results of the statistical study in Czechoslo
vakian retail hardware stores may be reexamined. In 
table 3 are listed the actual expense ratios corresponding 
to the sales in different years. It can be seen, e.g., that 
the sales dropped down by nearly 30 per cent between the 
years 1930 and 1933; during the same period the expense 
ratio increased from 11.18 to 14.73 per cent. 

TABLE 3 

Index Actual Price Level Computed 
Deviation Year E•pense Expense of Sales Percentqe Quotient Percentage 

1929 108.8 10.34 0.943 10.54 +0.20 
1930 100.0 11.18 1.000 11.18 0.00 
1931 87.0 12.51 1.104 12.34 -0.17 
1932 79.4 13.33 1.181 13.20 -0.13 
1933 69.3 14.73 1.310 14.64 -0.09 
1934 64.2 15.38 1.390 15.54 +0.16 
1935 62.0 15.35 1.429 15.97 +0.62 

Taking for granted that the shrinkage in sales was 
caused principally by the decline of prices, and that the 
ratio between inelastic and elastic expenses in this line of 
business is 70:30, the increased expense percentage can be 
computed very easily by means of the above mentioned 
price level quotient: 

In this case: 

.Ei = 70, Ee = 30, NPL = 69.3 

70 + 
30 ~~ 70 + 20.79 

Plq = 69.3 = 69.3 = 1'31. 

By multiplying the original expense ratio 11.18 per cent 
by the price level quotient 1.31, a new expense ratio 
14.64 per cent is obtained, which corresponds to the new 
price level. The deviation of the computed expense ratio 
from the actual expense ratio, found by the study, is 
thus only 0.09 per cent, so that this method shows a high 
degree of accuracy. The same is also true of other cases 
listed in the table, because the deviations ranging from 
- 0.17 to +0.62 per cent are insignificant for the practical 
application of this method. 

The method of computing the changed expense percent
age at different price levels can be very useful to every 
retailer in budgeting gross margin. For example: a 
retailer maintained a gross margin of 18 per cent covering 
13 per cent of expenses and 5 per cent of net profit. When, 
he expects that his sales for the coming period will de
crease by 20 per cent, because of the decline of wholesale 
prices, he must consider in budgeting the gross margin 
also the inevitable increase of operating expenses. Tak
ing for granted that in his line of business the ratio of in
elastic and elastic expenses is 80:20, he can easily figure out 

the price level quotient corresponding to the decrease of 
prices: 

Ei = 80, Ee = 20, NPL == 80 

80 
80 

+ 
20 

100 80 + 16 
PLQ = 80 == 80 = 1.2 

By multiplying the expense percentage by P LQ, he obtains 
a _new operating expense ratio of 15.6 per cent. ~ he 
wants to maintain the 5 per cent net profit, he has to bud
get on the basis of a gross margin of 20.6 per cent instead 
of 18 per cent. 

This method has the same value for correct price fixing 
in the case of brand commodities, where the gross margin 
is represented by the trade discount granted by the manu
facturer to the retailer. The discount has to be sufficient 
to cover retail operating expenses and leave to the retailer 
an adequate net profit. If this is not the case, the manu
facturer runs the danger that his article will be neglected 
by retailers, who will foster another brand carrying more 
profit. · . · 

For instance, a manufacturer of radio sets sells his prod
ucts through retail outlets at a discount of 20 per cent. 
If the expense percentage of this line of business were 15 
per cent, a discount of 20 per cent leaving 5 per cent of net 
profit for the retailer would be sufficient. But this situa
tion would change if the price of a radio lieti which was 
sold for -150 ~ was reduced to 100 $. The result of this 
would be that the sales of the radio retailer would drop 
down by 33 per cent. In case the ratio between inelastic 
and elastic expenses in this line was 70:30, a decrease in 
sales of 33 per cent would result in an increase of operating 
expenses from 15 to 21.76 per cent. This increase can be 
figured again by means of the price level quotient as fol-
lows: 

Ei = 70, Ee = 30, NPL = 66 

70+30~ 
PLQ = . 100 = 89.8 = 1.451; 

. 66 66 

is% x 1.451 = 21.76%. 

The increased expense percentage would not only eat up 
the whole discount, but also lead to a net loss of 1.76 per 
cent. In such a situation, the radio manufacturer cannot 
expect retailers to be interested in promotion of his brand. 

There is still another case in which the method of com
puting the change in operating expense percenta~e at 
different price levels can be very useful. As was saxd at 
the beginning, the expense ratio based on sales has been 
used as a yardstick for measuring the efficiency and econ
omy of retail establishments. The gro~th of expe~ 
ratio during the p~riod of declining pnces made this 
measuring impossible. It was difficult to ;;aY whether 
the operation of business has been more effioent, because 
the savings in operating expenses have been. overbalanced 
by the increase of expenses due to the declin~ of sal~. 

In order to be able to compare expense ratios at differ
ent price levels, it is necessary to reduce them to the same 
basis. This again can be done by means of the above 
mentioned price level quotient. 
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For example: a retail store, having a relation between 
inelastic and elastic expenses 70:30 shows an expense ratio 
of 24 per c:enL While the sales are declining, the expense 
ratio increases up to 30 per c:ent as seen in table 4.. To 
find out whether the store made any progress in decreasing 
its expenses, it is necessary to reduce the actual expense 
ratios to the original basis by multipl}ing them by the 

reciprocal value of the price level quotient (p ~) 
TABLE 4 

~R.dias 

~-SaJrs 
Adaal ~ 

,..,.,., ,..,.,., 
100 24 24: 
80 26 22.12 
70 28 21.53 
()() 30 20.4:9 

To reduce, e.g., the expense ratio 30 per cent ·corre
sponding to the sales index 60, compute as follows: 

Reduced expense ratio = 30 p~ = 30 X 0.683 = 20.49 

60 
70 + 30100 88 

PLQ = 
60 

_ 
60 

= 1.466; 
1 

PLQ = 0.683 

The constant decrease of reduced expense ratios listed 
in the third column of the above given table show5 that 

7l 

the store operations have been made more efficient in 
spite of the increase of actual expense perc:entage. 

In a few examples, taken from business practice, was 
shown the practical application and usefulness of the 
price level quotient in determining the adequate expense 
ratio. The price level quotient represents a very useful 
tool, which helps to improve budgeting and calculations, 
exactly at times when sudden price changes make any 
budgeting very difficulL 

The mathematical accuracy of the results obtained by 
this method depends entirely upon the extent to which one 
succeeds in determining the correct relation between elas
tic and inelastic expenses in the respective lines of busi
ness. 

But even there, where it is not possible to determine the 
exact relation between inelastic and elastic expenses, the 
mere fact that retail operating expenses rise in the face of 
declining prices-a circumstance that cannot be denied
characterizes the method as one of utmost importance 
for the whole retail trade. 

The Czechoslovakian study of retail operating expenses 
shows very clearly that the rising costs of distribution to a 
large extent are caused by circumstances for which 
retailers cannot be held responsible. The study shows 
very definitely that the problem of decreasing the costs 
of distribution is not only a question of an efficient and 
economical business organization, but in the first instance 
a problem in the proper economic balance between produc
tion and consumption, as now appears in the light of price 
relations. 



Les Limites De La Recherche Des Benefices 
ROBERT CAUSSIN* 

SUMMARY 
Distributors wishing to improve the :financial results obtained in business cannot always 

expect more profits from an indefinite increase of selling prices, from a drastic cutting of 
costs, or from an extensive development of sales. , 

Any of these actions, pushed too far, may bring unfavourable results. The problem 
must be considered as a whole; and prices, costs and sales have to be_ thoroughly analysed 
with due regard to their respective reactions. 

A careful move, based on a scientific study of the involved factors will bring increased 
profits with more certainty and less effort than-any empiric method. 

PERSONNE ne conteste plus aujourd'hui que la 
fonction sociale des distributeurs doit s'accomplir 
dans des conditions economiques qui procurent au 

consommateur le maximum de valeur et de service pour 
le moindre prix, de maniere que chacun particlpe aux 
avantages de la production industrielle en masse et retire 
de ses depenses la plus grande satisfaction. 

Mais si, en Europe, les distributeurs se rendent compte 
que !'amelioration du pouvoir d'achat du consommateur 
est un but altruiste et genereux vers lequel ils doivent 
tendre et dont la realisation aura, du point de vue econo
mique et du point de vue social, les co~quences les plus 
heureuses, i1s sont toutefois guides en ce moment par 
un autre souci, d'ordre plus immediat: ils relevent d'une 
crise grave et leur premier objectif est de restaurer la 
marge de benefice qui doit leur permettre de vivre. 

Comment peuvent-ils restaurer cette marge de benefice 
en tenant compte des le~ons de la crise et des circonstances 
nouvelles qu'illeur faut envisager? C'est ce que nous 
allons nous eft"orcer d'examiner rapidement. 

Trois possibilites, que nous aborderons successivement, 
s'offrent aux distributeurs: 

1. Augmenter les prix de vente; 
2. Reduire les frais; 
3. Vendre davantage. 

Augmenter les prix 

Pour ameliorer le rendement de la vente-ce qui, 
pour les distributeurs, veut dire "realiser un benefice net" 
plus considerable-la premiere solution, la plus simple, 
consiste a majorer les prix de vente de maniere a a voir une 
marge plus forte, couvrant la totalite des frais de vente et 
un certain surplus qui sera le benefice proprement dit. 

La plupart des distributeurs font le calcul suivant: 
"Voila un article qui me coOte 100 francs, prix d'achat; 
"j'ai 35 frs. de frais; j'ajoute mon benefice, 15 francs; 
"il faut done que je le vende 150 francs." 

Ce raisonnement est, en apparence, parfaitement logique 
et legitime. Dans des circonstances normales, il ne 
souleve pas d'objections. La clientele achete !'article et 
paie le prix; le distributeur est rembourse de ses frais, 
encaisse son benefice, prix de son travail, et renouvelle 
sa marchandise. 

Mais les conditions economiques viennent a changer: 

• IngEnieur commercial, Directeur des services techniques du 
Com.it~ national beige de }'Organisation Scientifique; Member of 
Executive Committee of C. I. 0. S., Belgique. 
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une crise survient, 1a clientele se trouve privee- d'une 
partie de ses ressources-est reduite au ch6mage, n'en
caisse plus de dividendes, subit des pertes en Bourse
et, obligee de limiter. ses depenses, ne consacre plus 
celles-ci qu'a se procurer des objets de premiere necessite. 

Elle va done supprimer toute depense afferente a des 
objets de luxe relatif, et, pour les choses dont elle ne 
peut se passer, va se tourner vers des ·articles de prix 
moins eleves, sacrifiant m~e souvent l'avantage de la 
qualite a l'avantage du prix. Elle n'achetera plus 
!'article a 150 francs, mais cherchera un article similaire a 
120, 100 ou 80 francs, auquel elle donnera sa,.preference. 

Or, notre distributeur a en magasin un arucle qui lui 
coOte toujours le m~e prix, et ses frais sont restes les 
m~es. n ne se resigne que difficilement a abandonner 
son benefice d'abord; sa marge de frais ensuite, et il doit 
m~e se resoudre, a un certain moment, a vendre sa 
marchandise en-dessous de son prix de revient. 

Quel enseignement doit-il tirer de sa mesaventure? 
Mais tout simplement que son raisonnement n'etait pas 

exact, et qu'il n'y a entre le ·prix de revient d le prix de 
fJente d'un artide aucune relation de cause a e.ffd, aucun 
lien de causalite. 

n n'est pas vrai de dire "ce qui coOte tant doit etre 
vendu tant," en appliquant mentalement un coefficient 
que l'on estime equitable. 

En realite, comme l'a fort bien dit M. Landauer,! 
le prix de revient, c'est le total des depenses qui ont ete 
faites pour fabriquer et aussi pour distribuef' une marchan
dise. Le prix de vente, c'est la somme que le consomma
teur est dispose a payer pour Ia dite marchandise. 

Le premier est une simple addition. Le second est Ia 
resultante de nombreux facteurs tres complexes dans 
lesquels interviennent le pouvoir d'achat de l'acheteur,. sa 
psychologie, !'action de la concurrence, celle de la loi de 
l'offre et de Ia demande et beaucoup d'autres encore. 

Si un mauvais industriel produit une bicyclette a un 
prix tres eleve, ce n'est pas une raison pour que le public 
paye la' ran~on de son incapacite. Par contre, si un autre 
est parvenu a etablir une bonne bicyclette a un prix de 
30% inferieur a celui de ses concurrents, ce n'est pas une 
raison pour qu'il se contente d'un benefice de 3% s'il vend 
tout ce qu'il peut produire. 

Le prix de vente doit etre etabli en etudiant le marche, 
le client et ses possibilites •. Une fois etabli, mais alors 
seulemenl, il doit etre compare avec le prix de revient afin 

1 Edmond Landauel'-Nole nw l'llude tlu It# tU '"'""'· 



de voir si !'article est susceptible ou non de laisser un 
benefice. 

Ce n'est done pas le prix de revient qui sert a fixer le 
prix de vente des produits de grande consommation; ce 
n'est pas non plus le vendeur qui fixe ce prix. C'est en 
Iialire l'acheteur, le client, le consommateur qui, d'une 
fa~on generale, fixe le prix qu'il veut payer. 

Les prix de vente resultent notamment du pOU'Doir 
d'achal et de ce que l'on pourrait appeler le "POuloir 
d' achat" de la masse des consommateurs. 

Lorsque le pouvoir d'achat baisse, il faut que les prix 
s'adaptent et diminuent aussi, sinon la clientele se toume 
vers d'autres articles. Lorsque le pouvoir d'achat se 
retablit, les prix peuvent a leur tour augmenter. 

n importe done, quand on determine le prix de vente 
d'un article, de choisir entre deux politiques. La pre
miere consiste a fixer un prix un peu moins eleve que le 
prix habitue! pour des produits analogues, de maniere a 
donner !'impression que le produit en question est d'une 
qualite superieure a la moyenne, et a attirer la clientele de 
cette petite categorie d'acheteurs qui apprecient une 
cliose en proportion de ~n prix. 

L'autre politique consiste a vendre a un prix moins 
eleve que l'on en a !'habitude pour des produits dequalite 
similaire, de maniere a attirer la grande masse des con
sommateurs et eiargir ainsi considerablement son marche. 

Qu'une politique de reduction des prix 8a.rgisse le 
marche, permette d'atteindre de nouvelles couches 
d'acheteurs et contribue ainsi a developper les ventes, est 
bien demontre par l'exemple grandiose de Ford, qui n'a 
cesse de reduire le prix de vente de sa voiture modele ~'T" 
eta ainsi vu s'accroitre ses ventes dans des proportions 
considerables. 

n semble done qu'entre les deux politiques: fJetldre cher 
a "" petiJ nomlwe de dienls ou 'llendre bon marche a la masse, 
1a plus stire pour realiser des benefices, soit de fabriquer ou 
de vendre un article d'une qualire convenable a un prix 
aussi bas que le permettent de saines methodes com
merciales. 

n faut done avant tout tine connaissance approfondie 
des prix de revient et des depenses, de maniere a savoie 
jusqu'a quel point il est possible d'augmenter ou de 
reduire les prix de vente et quelle est la limite qu'il ne 
faut pas depasser, dans un sens ou dans I' autre. 

Reduire les frais 

Si l'on veut se trouver dans la disposition d'esprit 
convenable pour juger du resultat des methodes sus
ceptibles d'ameliorer le rendement d'line entreprise de 
distribution, le moyen le plus simple semble etre de s'in
staller pendant quelques instants, par la pensee, dans le 
fauteuil du chef de maison a qui, pour la premiere fois, le 
chef de comp~ilire vient de presenter un bilan soldant 
par un deficit. 

Si c'est un de ces optimistes insouciants, dont la race 
tend malheureusement a disparattre, il se dira: . 

"C'est bien ennuyeux .•• mais, apres tout, c'est la 
crise! Mes concurrents sont loges a 1a meme enseigne, 
il n'y a qu'a attendre; cela ira mieux l'an prochain." 

Mais, le plus souvent, la mauvaise nouvelle suffi.t 
a eteindre cette belle insouciance, et notre chef de maison, 
justement alarme par le retoumement d'une situation 
jusque lA favorable, va prendre des mesures energiques et 
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decreter un regime d'economies a outrance. n va se 
faire apporter par le comptable le detail des frais generaux, 
et arme d'un crayon rouge, se livrera a des coupes sombres 
dans les postes les plus importants, qu'il qualifiera de 
"frais improductifs": 

Personnel. D yen a trop; on en supprimera une partie. 
n y a d'anciens employes qui coutent cher, on les rem
placera par des jeunes a meilleur marche; les autres, on 
les diminuera. 

Representanls. On renverra ceux dont le chifire n'est 
pas suffi.sant. 

Succursales. D y en a qui ne donnent pas assez de 
ventes, elles seront supprimees. 

Enlretien-reparalions. Cela peut attendre, on verra 
plus tard. 

Loyer-impots. LA, rien a faire, c'est ennuyeux! 
PubliciJe. Ah, ici on peut faire des compressions. On 

biffe tout simplement a grands coups de crayon rouge, et 
ce sont des milliers de francs d'economies! 

Depreciation sur stocks-amorlissement. Ce n'est pas 
indispensable, on s'en passera! . 

Et arrive au bas de la page, apres une recapitulation 
rapide, notre chef d'entreprise relevera la tete satisfait. 
n aura fait de la bonne besogne, redresse une situatiol) 
menacee. 

S'il fallait choisir entre Ia methode du chef d'entreprise 
qui "ne s'en fait pas" outre mesure, et celle du patron 
nerveux qui, d'un coup de crayon, bouleverse toute 
!'organisation de sa maison, croyant faire oeuvre saine 
et utile, on pourrait se demander si ce n'est pas encore 
celle de l'optimiste qui est preferable. Sans doute, il 
est en train de laisser mourir son entreprise, mais !'autre 
en croyant reformer sa methode de travail court tout 
aussi stirement a sa perte. 

nne va pas tarder a s'apercevoir qu'il a moins d'em
ployes, d'agents, de succursales, qu'il fait moins de 
publicite, et qu'il a moins de frais, mais en meme temps, 
comme ses clients sont mains visites et moins sollicites 
par ses reclames, et comme ses succursales font mains 
d'efforts, il recolte aussi moins. de ventes. La courbe du 
chiffre d'affaires, apres s'etre maintenue quelque temps 
par la force de Ia vitesse acquise, tombe plus rapidement 
que Ia courbe des frais. 

Cette solution sommaire-on serait tente de dire: 
cette execution-si elle peut etre utile dans le cas d'une 
affaire qui a ere mal dirigee, lorsqu'un "nettoyage" est 
necessaire, n'est done pas, dans la plupart des cas, Ia 
solution revee. 

n convenait cependant, de la signaler afin d'illustrer 
la necessite, pour le chef d'entreprise, d'aborder l'etude 
de ses frais de distribution avec un esprit constructif. 

On parle trop souvent de !'obligation imperieuse de 
reduire les "frais," et l'on prend, pour prononcer ce mot, 
un accent pejoratif, en oubliant que ces frais ne sonl pas 
des elements nuisibles qu'il Jaul eliminer a toute force ou 
qu'il faut diminuer par tous les moyens, mais que ce sont, 
en realire, des "depenses d'exploitation," c'est-a-dire des 
elements d'activite de l'entreprise, des moyens d'adion a 
l'aide desquels celle-d realise son programme. 

Pour le chef de maison, le mot "frais" doit ~tre pris 
dans un sens positif et, comme sa traduction anglaise 
"cost" (cout) doit impliquer l'idee d'une contre-partie, 
evoquer un effort vers un but. Ce qui compte pour le 
chef, ce n'est pas tant de limiter son effort, d'economiser 



sur Ia depense, mais d'atteindre le but vise. Son premier interessants? Quels sont ceux dont les achats laissent le 
souci doit done ~tre de tirer de ses frais le meilleur rende- plus gros bent!fice? L'analyse des frais et des ventes va, 
ment possible, de guider ses depenses avec le plus grand une fois de plus, donner la reponse a ces questions. 
effet utile. ' . ' . . La premiere chose a faire sera de classer la clientele par 

Pour cela, il devra se mettre a scruter son entreprise en categories et de calculer, pour chaque categorie, le volume 
detail, a l'ausculter comme le medecin ausculte son patient des affaires traitees, de maniere a connaltre !'importance 
pour decouvrir la cause de soq mal; c'est-a-dire qu'il devra relative de chaque debouche. Ceci suflira parfois a 
etudier Ies ventes et les frais de vente en apportant a montrer que l'on risque de mecontenter une clientele 
cette etude tout le sang-froid et toute la methode que le importante en voulant servir directement un debouche 
medecin met a etablir son diagnostic. .relativement minime. 

1. D analysera les frais en eux-m@mes et cherchera a Puis, etant donne les prix differents appliques a chaque 
se rendre compte de leur importance relative. categorie, il convient de mettre en parallele Ie chiffre 

2. n distinguera entre les frais fixes et les frais variables, d'affaires avec les marges brutes prelevees et surtout avec 
ce qui lui permettra de determiner quel doit ~tre le volume Ies frais de vente, de maniere a degager Ie benefice net qui 
des ventes pour un certain montant de frais. resulte des transactionS avec les divers groupes. 

3. D les repartira le plus exactement possible entre Ies On voit ainsi qu'a mesure qu'on passe de la clientele 
divers articles et les diverses categories de ventes, afi.n de de gros a la clientele de detail, c'est-a-dire d'un stade de 
faire la distinction entre celles qui lui procurent des Ia distribution a !'autre, Ia marge de benefice brut aug
benefices et celles qui entralnent des pertes. inente, mais qu'elle est generalement absorbee par les 

4. D etudiera Ia vitesse de circulation· du capital en- - frais correspondants, et procure finalement des resultats 
gage, de maniere a eliminer les pertes dues aux immobilisa- moindres pour un effort beaucoup plus grand. 
tions prolongees de certains articles. _ Un autre aspect du m@me probleme est celui des com-

Pareille etude ne manquera pas de lui suggerer une mandes qui ne rapportent pas, parce qu'elles sont trop 
ligne d'action infiniment plus judicieuse et plus profitable peu importantes. · 
qu'une brutale compression des frais. Lorsque les commandes sont petites, elles sont souvent 

Developper les ventes 

D reste un troisieme facteur sur lequel le distributeur 
peut agir: le flolume des flenles, dont !'influence sur Ies 
benefices a 4te signalee plus haut. 

Ce troisieme facteur n'a-t-il pas, lui aussi, ses in-
convenient&. . 

Certaines marchandises comportent plus de frais que 
d'autres: il est done indispensable, si l'on veut developper 
ses ventes par l'adjonction de nouveaux articles, tout 
en ne prenant qu'une marge raisonnable, de ne choisir que 
des marchandises a frais peu eleves. On evitera egale
ment les marchandises qui, a benefice egal, ont une rota
tion trop lente, etc. 

De m@me la vente dans certaines regions et a certaines 
epoques ca~se plus de frais qu'a d'autres endroits ou a. 
d'autres moments. Par consequent, en abordant de 
nouveaux territoires, il importe de veiller a ce qu~ l'exten

1
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sion du volume des ventes n'entralne pas un accroJ.Ssemen 
du pourcentage des frais, et de ne pas etendre son activite 
uniquement a des territoires ou la vente est onereuse, a 
moins de les travailler suivant des methodes plus eco-
nomiques. • 

Lorsque la difficulte de vente s'accroit, ce qw est le 
cas lorsqu'on s'attaque a de nouveaux I?r~uits! a. de 
nouveaux clients ou a de nouveaux temto1res, il faut 
faire plus de publicite, plus de visites, accorder pl';ls de 
credit, d'escom{ltes, de commissions ••• et les fraiS de 
vente augmentent. • . 

Beaucoup d'entreprises industrielles, P?ur av?Ir ~eg~ge 
ces simples precautions et avoir entrepns Ia distrtbu~on 
de leurs produits sur une base trop large, ont appn:' a 
leurs depens, et non sans amertume, que si c'eslla. dem~e 
piece qui co12te le mains a produire, c'esl ceUe dernwe piece 
qui coflte le pltiS a vendre. 

nombreuses, mais Ia place qu'elles prennent dans Ie 
chifire d'affaires ne semble pas @tre bien importante. 

Nous avons rencontre le cas d'une ma.i.on dont 45% 
du nombre des commandes formaient ·seulement 12% du 
chiffre d'affaires. 

Lorsque la direction de· cette maison et1t determine 
ce qu'il en cot1tait de vendre a cette categorie de clients, 
elle cessa entierement Ia vente aux clients qui achetaient 
pour moins de 3.000 francs par an, retenant seulement les 
clients dont la situation geographique permettait des 
visites et des livraisons aisees et peu cot1teuses. 

Le resultat fut que les frais de vente pour toute I' entre
prise tomberent a 4.75% du chiffre d'affaires, exactement 
la moitie de ce qu'ils etaient auparavant; tandis que le 
chiffre d'affaires total, enregistrait une chute de 23%. 
Cette chute ne causa aucun mecontentement a Ia direc
tion, car elle permit de transformer le deficit d'exploitation 
anterieur en un benefice substantiel. 

D ressort de cet exemple que Ie distributeur avise 
evitera de se Iaisser dominer par Ia hantise du chiffre 
d'affaires; il saura voir avant tout Ie resultat que pro
curent les ventes. Ici encore, comme pour les prix et 
comme pour les frais, il importe en premier lieu d'analyser, 
de mesurer et de savoir, avant d'agir. 

Conclusion 

Si Ie distributeur veut ameliorer le rendement de son 
entrep~, il ne doit pas chercher d'emblee une solution 
dans Ia majoration des prix de vente, ou la compression 
arbitraire des frais, ou le developpement exagere des 
ventes. 

Chacune de ces actions peut a voir des resultats fA.cheux. 
n faut qu'il etudie le probleme dans chaque cas et qu'il 
l'etudie en s'inspirant de la methode scientifi.que: 

Du point de vue du distributeur, le pro~leme se pose 
en pratique de la fa~on suivante: Y a-t-il. des clie?ts 
qu'U est avantageux de servir et d'autres qw sont molDS 
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Une action raisonn6e, basee sur !'analyse systematique 
des ventes et des frais, avec toute la rigueur des methodes 
scientifi.ques, conduira a des resultats favorables avec plus 



de certitude et une depense d'efforts moins considerable, 
c'est-8.-dire avec un rendement meilleur, que n'importe 
quelle methode empirique. 

En matiere de distribution, s'il est necessaire, comme 
partout ailleurs, de Iutter sans cesse pour atteindre de 
meilleurs reswtats, i1 faut apporter dans cette lutte Ia 
discrimination Ia plus attentive. nne faut jamais perdre 
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de vue Ia rEaction des ventes par rapport aux prix, ne 
jamais oublier qu'une depense represente un effort pour 
atteindre un but. Si l'on suppri.me aveuglement Ia 
depense, on annule }'effort; si l'on vise A un volume de 
vente peu proportionne aux poss1"bilit&, on fait des efforts 
exageres ou vains. De toute maniere, on s'ecarte du but 
que l'on s'est fixe: Augmeme, lu benljias. 



Distribution Cost Analysis 
. FRANK M. SURFACE* 

SUMMARY 

Methods of cost analysis have been available to the manufacturer for many years 
which enable him to know with reasonable accuracy how much it costs to produce indi
vidual products. Corresponding methods in- the :field of distribution have never been 
developed to anything like the same extent. The problem is far more difficult in distri
bution because a so much larger proportion of total costs must be allocated to commodities 
by more or less arbitrary methods. 

The present paper describes in detail and with an example one method of approaching 
this problem. Briefly this method is :first to break down the ordinary accountant's 
record of expenses into groups which represent functions that are performed. The next 
problem is to :find readily measurable criteria which inay be used to allocate these func
tions to commodities. For example, the per cent of total warehouse space occupied by 

· any commodity may be assumed to measure the amount of the total expense of maintain-
ing that warehouse which should be charged to that product. . _ 

Once a reasonable allocation of expense to ·commodities is obtained, we are in a position 
to determine which commodities are making a net profit and on which we are losing 
money. Experience has shown that such details frequently enable management to 
change their methods of handling certain items so as to render them more profitable. 

A companion problem equally important is the allocation of cost to customers or groups 
of customers. Space does not permit a detailed discussion of this latter problem bu,.t & few 
suggestions are given. 

I N a relatively free economy men engage in business 
primarily for the profit they hope to secure. That 
these hopes are not always realized is clearly shown 

by readily available statistics. For example, even in the 
highly prosperous years prior to the 1929 depression, 
Standard Statistics compiled figures showing that only 41 
per cent of th~ corporations in the United States making 
public reports showed a net profit. 

Records of business mortality, particularly in the dis
tribution field, show a surprising number of failures. 
Data compiled some years ago by the University of Buffalo 
showed that 60 out of every 100 retail grocery stores lasted 
less than one year and that tl:lere were only five chances 
out of 100 for a grocery store to continue in business for 
ten years. 

The records for other lines of merchandising may not 
be quite so bad, but failures are still so large as to 
constitute an enormous burden on society. Further
more, even in those firms that survive, uneconomic 
methods cause vast losses which ultimately are reflected 
in the cost of commodities to the ultimate consumer. 

The causes of these failures are far too numerous to 
discuss at this time. Suffice it to point out here that one 
of the chief causes of these losses is the failure of manage
ment. The rule for making money in merchandising is 
the simplest thing in the world. All that has to be done 
is to sell goods at a margin greater than the cost of hand
ling them. 

The difficulty is that in the field of distn"bution we have 
no good criteria to tell us when our margin is greater 
than our costs. True, most reputable merchandising 
establishments have financial records which show their 

• Director of Sales Research, Standard on Company of New 
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total volume of sales, their total gross margin and their 
total expense of doing business. From these we can 
determine the average gioss margin and average total 
expense per dollar of sales. Although this is useful, we 
know that the handling of some commodities involves· 
much more cost per unit of sale than others. Hence, if 
we attempt to apply an average cost to these commodities 
we would be losing money on them. Average costs may. 
frequently be more misleading than helpful. . 

What we need, therefore, is some method of allocating 
expenses to individual commodities. Since distribution 
costs are also materially affecled by customer character
istics, we need to have some method of knowing what it 
costs to serve individual customers or classes of customers. 

For many years manufacturers have had available to 
them fairly satisfactory methods of determining what it 
costs them to produce individual products in their line. 
Few manufacturers today would attempt to carry on 
their business without some knowledge of what it costs 
to produce individual items. 

Yet in the field of distribution almost the reverse is 
true. It is the rare exception to find a wholesale or retail 
firm which has any conception of how much more it cost 
to sell and handle one item over another. Furthermore, 
the manufacturer who has. the most detailed system for 
determining the cost of producing each item in his line 
probably has no information as to what it costs him to 
sell and distribute each of these items. And yet, where 
such studies have been made it has been found that these 
distribution costs differ widely for different items. Take 
for example my own company in the handling of petro
leum products. Up until a few years ago, it was assumed 
that it cost the same to handle a gallon of one product as 
of another and all policies were predicated on that basis. 
Yet in the matter of delivery costs by ~ck very careful 



studies involving data from thousands of transactions 
show the following average delivery costs: 

Cnr!s~ 
GdJ/MI 

Product A ...................................... 0.45 
Product B ........................... : .......... 2.52 
Product C ...................................... 4.51 
Average all bulk products ........................ 0.63 

It is clear, therefore, that if products B and C cost from 
6 to 10 times as much to deliver as product A, then the 
former must carry a much wider gross margin if we are 
to handle them at a profit. Likewise, if we assume that 
the average cost of handling all bulk products is applicable 
to each item, we find that we are in serious difficulty. 

The problem of allocating distribution costs to indi
vidual commodities is much more difficult than the cor
responding problem of determining production costs of 
manufactured products. In a manufacturing operation 
the cost of raw material, semi-manufactured material or 
parts usually make up a fairly large proportion of the 
total. Such costs can usually be determined very ac
curately for any given product. 

Labor, the next most important item, can also usually 
be very definitely allocated. At any given time individual 
workmen are usually engaged on one or a few products 
and simple time studies are sufficient to give quite ac
curate allocation. There remains, therefore, chiefly 
factory overhead, administration and financial costs 
which have to be allocated on more or less arbitrary 
bases. 

In the case of a merchandising establishment the 
problem is usually much more complicated. Take a 
wholesale grocery for example. Such a firm will usually 
handle from 500 to 1,000 or more individual items pur
chased from 20 to 50 different sources. Each of these 
items has to be bought, received and stored in the ware
house, sold by salesmen, assembled in individual customer 
orders, delivered to the customer, billed and collected for. 
No two orders are likely to be made up of the same items 
in the same proportions. Wages and salaries make up 
the predominant portion of total expense. It is no easy 
problem to determine how much of a warehouseman's 
time should be allocated to each of these items and when 
it comes to a salesman's time the problem is even more 
complicated. Since no one person is ordinarily engaged 
for any length of time on any one of these items, it is 
necessary to use more or less arbitrary methods of alloca
tion for a very large portion of the total costs. Experience 
has shown, however, that fairly accurate costs can be 
obtained, but these require very careful study of a great 
many details and, of course, the problem is different for 
each kind of business and usually for each individual firm. 

In order to give some concrete idea of what has to be 
done we propose first to outline the principles of one 
approach to this task and then to follow this with an 
illustration of a simplified case of actual cost allocation to 
commodities.1 

1 To a very large extent the methods outlined here are based upon 
pioneering work in this field by the U. S. Bureau of Foreign and 
Domestic Commerce in the years prior to 1933. Much of this funda
mental work was done in connection with two important studies 
known as the Louisville Grocery Survey and the St. Louis Drug 
Store Survey. Much of the credit for developing these methods 

The average accounting record of a firm is usually not 
arranged in such a way that expenses can be directly 
allocated to commodities. While, of course, the ac
countant's record of expenses will be set up differently for 
different businesses and different firms, the following may 
be regarded as typical of the general headings under which 
expenses can usually be assembled from such records. 
Of course, under each of these headings details are avail
able showing wages by classes of employees, traveling 
expenses, rent, interest, repairs, telephone and telegraph, 
taxes, etc. These details will have to be used in breaking 
many of these groups down into functions as explained 
later. · 
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The main groups of expenses shown by the typical 
accounting record may be set down as follows: 

1. Office and Administrative Expense 
2. Selling Expense 
3. Buying Expense 
4. Warehousing Expense 
5. Delivery Expense 
6. Financial Expense 

Our next problem is to determine criteria which can 
readily be measured and which can be assumed to vary 
in proportion to expenses incurred by commodities. For 
example, the cost of warehousing for individual items may 
be expected to vary in proportion to the space occupied. 
If one item occupies twice as much space as another it 
ought to bear twice as much of the expense of maintaining 
that warehouse. However, when we come to examine 
the accountant's group of warehousing expense, we find 
that he has included not only the rent and maintenance 
of the warehouse, but also the wages and expenses of the 
warehousemen. It is obvious that these wages do not 
necessarily vary in proportion to space occupied. So 
we see the necessity of breaking down the accountant's 
expense record into functional groups before we can 
proceed. 

Without going into detail and with the full recognition 
that other businesses or other conditions will require 
different grouping, we may set down the following as 
typical of the functional expense groups in a fairly simple 
merchandising business: 

Warehousing (Space) 
Handling 
Delivery 
Selling 
Clerical 
Investment 
Promotion 
Reimbursement 

The Warehousing function as we interpret it here would 
include the rental or its equivalent in depreciation, inter
est, repairs, etc., heat, light, power, cleaning, etc. All 
of these expenses can be prorated to commodities on the 
basis of the per cent of total floor space occupied by each 
commodity. 

By Handling expense is meant the cost of receiving 
goods in the warehouse, storing it, assembling orders, 
breaking cases and other physical handling. The method 
of allocating these expenses to commodities will vary 

belongs to Mr. Wroe Alderson and Mr. J. W. Millard during their 
connection with the Bureau in those years. 



somewhat. In any event it will require a careful time 
study usually over a week or more. From this we can 
determine the amount of time each man spends on each 
commodity and these figures weighted by the wage rates 
for each man will give a series of percentages upon which 
this group of expenses can be prorated. Another method 
is to determine the time of handling some standard unit 
such as a case of canned goods in a wholesale grocery. 
Then all other items are expressed in terms of this standard 
unit and expenses are prorated to commodities on the· 
basis of the percentage of. equivalent standard units . 
handled over a given period of time. 

Delivery expense includes the cost of handling com
modities after they leave the warehouse door. The 
expenses included are wages of the men engaged in driving· 
the truck or delivering, the depreciation, interest, in
surance, taxes, etc. on the trucks as well as repairs, prod
ucts used, etc. In the case of hired trucks this expense 
would be included. Here again, a time study showing 
the time consumed in loading, traveling, with the customer 
and the make-up of individual orders can be utilized,. 
but in most instances the proration of trucking expense 
between commodities will need to be on the basis of the 
pounds hauled. In the case of small high-value items 
some other provisions will need to be adopted. H the 
method of standard handling units· is used in connection 
with "Handling" expense these can irequently be used 
for delivery expense and these two groups of expenses can 
then be allocated to commodities in · one operation. 
(See table 4.) 

Selling expense should include the salaries, traveling 
and other expenses of salesmen engaged primarily in · 

- commodity selling. It should not include the salaries or 
expenses of missionary or other promotional salesmen or of 
demonstrators or of general advertising. Even with this 
limitation, the proration of this . expense presents many 
difficulties. H the salesmen are essentially order takers 
and do little promotional selling, their expenses can be 
prorated to commodities on the basis of the number of 
items ordered. This can be determined by a line count of 
invoices, say over a month or two months. The per
centage of the total number of invoice lines will give a fair 
division between commodities for this type of selling. 

H, however, the salesmen are accustomed to pushing 
certain items or are doing educational or other types of 
promotional work along with order taking, then it will 
probably be necessary to use a more involved technique. 
Fairly satisfactory results have been obtained by making 
a time study of a group of representative salesmen. In 
doing this it is important to win the salesman's coopera
tion by assuring him that we are interested only in costs 
and are not checking on his efficiency as ·a salesman. 
Otherwise, he can put on a show that will be quite different 
from his normal procedure. Such a time study should ~e 
carried on for two weeks with each selected salesman, if 
possible. 

Another method is to determine from observation and 
consultation the approximate per cent of time spent on 
order taking and prorate that on invoice lines throwing 
the remainder under promotion as discussed below. 

By Clerical expense is meant the cost of invoicing, che~
ing goods received, preparation of accounting and statis
tical records and all similar work except that connected 
with reimbursement discussed below. 

Clerical cost can best be allocated to commodities on 
the basis of the percentage of total invoice lines. Where 
a line count is used to allocate salesmen's e.Jq>ense these 
two groups can be allocated in one operation. 

Investment expense should include interest on the money 
invested in merchandise stock, all items of insurance, 
licenses, taxes, etc. Such expenses can best be allocated 
to conu;no~ties on the basis of percentage of total in
ventory value represented by each item. 
. Promotion expense includes advertising expense, any 

portion of selling expense which is of a promotional nature, 
all institutional promotion, etc. Since in theory at least 
such promotional efforts are made for the purpose of 
increasing the total gross profit, it has been customary 
to use the per cent which each item contributes to total 
gross profit as a basis of allocation. In many instances 
some modification of this will be needed. For example, 
if promotional salesmen are devoting all or most of their 
time to one or a few items this should be charged direct 
to those items. Similarly, direct commodity advertising' 

TABLE 1 
Proji# and Loss Swlemenl 

Sales Value ....• , , •.•...••.•.....•.. 
Cost of Goods ••••••••••••••••• : •••• 
Gross Profit .•...................... 
Expenses .. .- .. •., •.•.... ·.• .•...•..... 
Net Profit .•..........•............. 

'l'ABLE 2 

Amount 

$600,000 
490,000 
110,000 
100,000 
10,000 

Per Cent of 
Sales Value 

100.0 
. 81.7. 

18.3 
16.7 
1.6 

· Per Centcif' 
Amount Total 

1. Office and Administrative ...•..•.•.•.•• 
2. Selling Expense ....... :~ ... • ........ .. 
3. Buying Expense ••.•.•.•.••...••.•.•.. 
4. Warehousing Expense ...•..•...••...•• 
S. Delivery Expense ..••••.•.•.•...•..••• 
6. Financial Expense ..•......•.•••.•.... 

$10,000 
32,800 
3,400 

19,000 
5,800 

29,000 
1---

Ezpense 

10.0 
32.8 
3.4 

19.0 
5.8: 

29.0 

Total. ................................ $100,000 100.0 . 

might be so charged unless it is judged that it also helps 
to sell the entire line, in which case perhaps only a part 
should be charged direct to the products advertised. 

Reimbursement is the cost of receiving payment and 
collecting accounts. It is the cost of maintaining a return 
flow of money for the commodities distributed. It sholli:d 
include all costs of maintaining ledger accounts, a credit 
department, billing, cashier's office, bad debt losses, interest 
on accounts receivable, etc. This group of expenses 
should be allocated to commodities on the basis of the 
per cent of total sales ~alue represented by e:"ch item. 

With this explanation of a set of functi~~ expense 
groups which can be allocated to commodities on the 
basis of readily measurable criteria we are ready to see 
how this might work out in practice. To do this, let us 
take a theoretical merchandising establishment for 
which the profit and loss statement is as shown in table 1. 

Expenses broken down by the six .accounting groups 
previously mentioned show the results m table 2. 

Let us assume further for simplicity that three items 
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A, B and C show the sales and gross margin given in 
table 3 and it is our problem to allocate the proper amount 
of expense to each item in order to determine whether we 
are making a net profit on them or not. 

TABLE 3 

Sales Value Gross Margin 

Amount Per Cent of Amount Per Cent of 
Total Sales Sales Value 

A $72,000 12.0 $8,000 11.1 
B 60,000 10.0 12,000 20.0 
c 60,000 10.0 9,000 15.0 

All Other 408,000 68.0 81 ,000 20.4 

Total ..... $600,000 100.0 $110 '000 18.3 

The next step is to attempt to break down the accounting 
expense groups into the eight functional gJ:oups as out
lined. Since we propose to use standard handling units 
for the allocation of both handling and delivery expense, 

invoice lines accounted for by each item, etc. For ou1 
hypothetical firm we tabulate the results of these severa. 
studies (table 5). 

As indicated earlier we are showing the detailed figureE-1 
for only three major items in this firm's business. Iru1 
practice, of course, there would be many other individuaL 
items or groups of items which we have covered under 
"all other." 

We are now ready to allocate to these commodities the 
grand total expense classified by functional groups as 
shown in the next to the bottom line of table 4. The 
details of this allocation are shown in table 6. 

The next and final step is to compare for each item the 
sales, gross margin and allocated expense and to show the 
net profit or loss on each item. This is done in table 7. 

These results show that Item A lost money for the 
company largely because it did not carry a large enough 
gross margin. Item B was a good profit maker largely 
because it carried a larger gross margin than the average 
and because its expense ratio was about normal for the 
company. Item C, however, carried less than the normal 

TABLE 4 
The Distribution of Accounting Expense Groups to Functional Groups 

Total Expense 

Accounting Expense Group Warehousing Handling and 
Delivery 

Functional Expense Groups 

Selling and 
Clerical Investment Promotion Reimbursement 

-----------1---1-- ---- --- -- ---- --- -- -- ----- --
Selling ......................... . $32,800 32.8 ....................... $23,500 23.5 ............ $9,300 9.3 ........... . 
Buying ......................... . 3,400 3.4...... .. .. . .. .. .. . .. .. . 1,200 1.2 $2,200 2.2 ....................... . 
Warehousing .................... . 19,000 19.0$6,000 6.0 $8,000 8.0....... .... . 5,000 5.0 ....................... . 
Delivery ....................... . 5,800 5.8...... .. .. . 5,800 5.8 ............................................... . 
Financial ....................... . 29,000 29.0...... .. .. . .. .. .. . .. .. . .. .. .. . .. .. . 9,000 9.0 ............ 20,000 20.0 
-------------- -- -- ---- ----- -- -- ----- -- ----
Total Distributed................ 90,000 90.0 6,000 6.0 13,800 13.8 24,700 24.7 16,200 16.2 9,300 9.3 20,000 20.0 
Administrative................... 10,000 10.0 667 0.7 1,533 1.5 2,745 2.7 1,800 1.8 1,033 1.0 2,222 2.2 
------------ ----1-- ---- --- -- ---- --- -- ----- ----

Grand Total ................... $100,000100.0$6,667 ..... $15,333 ..... $27,445 ..... $18,000 ..... $10,333 ..... $22,222 .... . 

Per Cent Total Expense ........ . 100% 6.7% 

these two can be grouped together. Likewise selling and 
clerical expense will both be allocated on the basis of 
invoice line count and can be considered together. There 
will thus be six functional expense groups to be con
sidered. 

If we take the accountant's group of selling expense for 
this firm amounting to $32,800 we find first that this 
includes $9,300 for advertising of a promotional nature 
and the remainder of $23,500 represents the salaries and 
expenses of salesmen engaged essentially in order taking 
for the full line. 

In table 4, we have shown how each of the accounting 
expense groups is broken down into functional groups. 
Perhaps, the only further explanation of this table that is 
needed is to say that office and administrative expense is 
distributed to functional groups in the same proportion 
as the total of all other expense. In some instances it will 
be possible to determine some method of distributing part 
of this directly to functional groups. 

The next step is to assemble the data from such special 
studies as it has been necessary to make, show the per cent 
of warehouse space occupied by each item, per cent of 

15.3% 27.4% 18.0% 10.3% 22.2% 
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ratio of gross margin, but because its expense ratio was 
low it proved to be the best money maker for the company. 

By reference to earlier tables, it is easy to see just which 
expenses are relatively out of line for any given item and 

TABLE 5 

Per Cent of Total 

Item Ware- Standard lnven-
house Handling Invoice tory Gross Sales 
Space Lines Invest- Margin Value 

Occupied Units ment 
-- ----

A 18.3% 8.8% 7.2% 3.5% 7.3% 12.0% 
B 8.5 12.9 6.2 12.4 10.9 10.0 
c 4.2 6.7 3.0 4.8 8.1 10.0 

All Other 69.0 73.9 83.6 79.3 73.7 68.0 
------

Total ...... 100.0 100.0 100.0 100.0 100.0 100.0 

this very frequently enables something to be done to 
decrease these expenses. 

Although the case chosen to illustrate this method is 
relatively simple, it is believed that anyone with a reason-



able amount of ingenuity could apply a similar method to 
any individual firm. 

There are, of course, other methods of approaching this 
problem. In one form or another a considerable number 
of companies are experimenting with some method of 
distribution cost allocation and the results so far attained 

characteristics. Among these are size of order, frequency 
of order, distance from plant, special services demanded, 
etc. We know from studies made by many firms that 
ordinarily around 80 per cent of the business is obtained 
from about 20 per cent of the customers. This inevitably 
means that some portion of this other 80 per cent of 

TABLE 6 
Jf.llocation of &pmse lo Items 

Item A ItemB 
Total 

ItemC All Other 

Espena Per Per Per Per 
Cent Ezpeue Cent E.- Cent Espena Cent .Expeue 

-- --
Warehousing ..................•.•..•..... $6,667 18.3 $1,220.06 8.5 $566.70 4.2 $280.01 69.0 $4:,600.23 
Handling and Delivery .......•••..•.. 1 ••••• 15,333 8.8 1,349.30 12.9 1,977.96 4.4 ' 674.65 73.9 11,331.09 
Selling and Clerical •••••.........•••...•.. 27,445 7.2 1,976.04 6.2 1,701.59 3.0 823.35 83.6 22,944.02 
Investment .••..•••...•.•••••••..•....... 18,000 3.5 630.00 12.4 2,232.00 4.8 864.00 79.3 14,274.00 
Promotional .•.•.•.•.•.•....•...•..• "' •... 10,333 7.3 754.31 10.9 1,126.30 8.2 847.31 73.6 7,605.08 
Reimbursement ............•...•.•.....•.. 22,222 12.0 2,666.64 10.0 2,222.20 .10.0 2,222.20 68.0 15,110.96 --

Total ...•......•....................... $100,000 8.6 $8,596.35 9.8 $9,826.75 5.7 $5,711.52 75.9 $75,865.38 

TABLE 7 
Computation of Net P~ofi' or lAss by Items ., 

' 
Gr-Hargin Allocated Espena j ,Net Profit or Lou 

Item Sales Value 
Per Cent of Per Cent of Percent of Amount Sales Value Amount Sales Value Amount,;; Sales Value 

A $72,000 $8,000.00 11.1 $8,596.35 11.9 (-$596.35) (-0.8) 
B 60,000 12,000.00 20.0 

' 
9,826.75 16.4 2,173.25 3.6 

c 60,000 9,000.00 . 15.0 5,711.52 . 9.5 3,288.48 
' 

5.5 
All Other . 408,000 81,000.00 19.9 75,865.38 18.6 5,134.32 1.3 

Total ...... $600,000 $110,0oo.OO 18.3 $100,000.00 16.7 $10,000.00' 1.6 

promise to affect Inaterially many merchandising prac"' 
tices and to decrease our costs of distribution. 

Only the problem of allocating distribution costs to 
commodities has been dealt with here. The companion 
problem of allocating costs to customers is of equal im
portance, but the limitations of space will not permit u~ 
to deal with that at this time. The chief problem here 
consists in finding factors which measure eustonier 

customerS is unprofitable and cost more to serve thli:B they 
return to the company~ Some of these customers will 
have to be continued in any event for other reasons but 
~nee the facts are known it' has been found possible 
to co~vert Inany of them to- profitable accounts while 
still others need to be dropped or at least their business 
solicited in some other manner. 
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Pricing Policies and Customer Classification 
WILLARD L THORP* 

SlThi:MARY 
In organized markets and in retail trade, prices are usually uniform to all buyers, but 

in manufacturing industries discounts frequently vary according to some schemes of 
customer classification, Customers may be grouped broadly into four types-other 
manufacturers, those who resell to other distributors, those who sell to the ultimate 
consumer, and customers who are, in fact, consumers. On this simple skeleton an 
elaborate structure may develop with innumerable sub-classes. 

Certain fundamental elements which form the background for these complicated 
classification structures include the location of performance of various functions, varia
tion in costs among types of customers, peculiar conditions existing in special markets, 
and groupings which arise primarily out of competitive conditions among buyers. 

It is frequently impossible to justify the existing price pattern in any given industry 
on strictly economic grounds. Four forces may cause it to deviate from the ideal
inertia, the fact that competitors force each other into new and inconsistent customer 
classes, the impact of buying groups themselves, and the increasin~ly prominent force of 
law. . 

Customer classification determines to a large extent business life or death. Our legal 
insistence on independent action is intended to provide a defense against arbitrary 
control over economic evolution by groups of sellers or buyers. Legal restrictions do not 
provide guides, but rather establish limits beyond which a business man may not go. 
Tradition and competitors' behavior impose additional limits, but there frequently 
remains an appreciable area for the exercise of his judgment. Customer classification 
is one method for capturing and maintaining his place in the market. His price structure 
should be directed at the channels of distribution which he wishes to reach. 

Customer classification is one way of escaping from the process of individual bargaining, 
but to be effective it must be clearly defined and carefully maintained. 

THERE is a principle taught in every elementary 
economic class known as "The Law of Single 
Price." This "economic law" declares that in 

any given market at any given time, a given commodity 
can sell at only one price. The logic back of it is that it 
must be so, because no buyers will enter the market at a 
higher price and no sellers will consider a lower price 
than that which prevails at the moment. This law can
not be disproved, but it can easily be shown that its 
necessary assumptions are so narrow that it does not 
establish universally the simple price situation which it 
appears to imply. The phrase "given commodity" must 
be interpreted to mean not only an identical product but 
also identical terms, conditions and considerations in
volved in the contract of sale; and the phrase "given mar
ket" is not solely a geographical concept but also must be 
narrowed down to refer to more or less similar buyers. 
The fact is that many commodities have extremely elab
orate price structures, so that at a given moment of time 
very wide differentials may exist. One of the main types 
of differential is according to classes of customers. 

In the case of those raw materials where organized mar
kets exist, and also in most retail establishments, no dis
tinction is made between customers. The product is 
placed in the market for sale and the price is no respecter 
of persons. There is no individual bargaining looking 
toward an adjustment of price in connection with some 

• Director of Economic Research; Editor, Dun's Re~~iew, Dun & 
:Bradstreet, Inc., New York City, U.S. A. 
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individual transaction or particular buyer. Of course, 
there are important exceptions even within these areas, 
such as the case of automobiles and radios, where the 
flexible character of the trade-in allowance opens the door 
to old-fashioned bargaining. However, for nearly all 
products at retail, the law of single price controls-one 
price at a given moment at a given point of sale. 

This is not true of the price patterns in many manufac
turing industries. Here, customers are frequently classi
fied on one basis or another and price differentials or 
discounts according to class are recognized and even tradi
tional. Thus, at any given moment of time a manufac
turer may be selling an identical product at ten different 
prices, even without including the further complications 
which may arise from freight, delivery, packaging, credit 
terms, and other possible causes of variation. 

There is no standard form of customer classification. 
Wide differences appear in various industries. However, 
the form taken is usually some variation or development 
of the basic distinctions among four types of customers. 
First, and usually receiving extremely favorable treat
ment, are other manufacturers who use the product as an 
integral part of their final products, such as tires for 
automobile manufacturers, electric flashlight batteries for 
toy manufacturers, flexible cords for wiring device manu
facturers, radio tubes for radio manufacturers, and elec
tric motors for refrigerator manufacturers. The second 
level includes those who take the product for resale to 
other distributors, such as wholesalers, jobbers, dealers 



and the like. The third level includes retailers, those who 
sell to the ultimate consumer. The fourth level includes 
those customers who are, in fact, consumers. This con
sumer group would include such cases as the sale to in
stitutions, as hotels or the Government, as well as direct 
sale by manufacturer to individual consumer. There are 
a few additional classes which do not come within this 
general pattern, but which appear only in special cases ast 

- for example, special discounts to educational institutions 
in the case of products such as electric motors and arc 
welding apparatus. 

On this simple skeleton, a most elaborate structure 
may develop with the creation of innumerable sub. 
classes. Classes may be created with the only distinction 
that of location (at one time radio tubes carried a special 
discount for dealers in the New York metropolitan area). 
Wholesalers who carry stock may be distinguished from 
those who purchase only for direct delivery to their cus. 
tomers. Frequently, sub-classes provide a concealed form 
of quantity discount (flexible cords at one time had a dis. 
tinction between chain stores A and chain stores B; 
radio tubes distinguished between dealers selling 600 per 
year and those below). Sub-classes may be based on 
various other distinguishing characteristics, such as con- . 
signment purchasing, warehousing, activity in promotion, 
and the like. In one unusual case, a customer classifica..; 
tion was based on whether or not the buyer had been a 
customer for more than ten years. The user of this classi
fication claimed that it made a fairly accurate distinction· 
between more desirable customers, and a new and rela
tively unstable group of buyers. 

It should not be assumed for a minute that customer 
classifications are always exact and neat devices. They 
may appear to deal clearly with all problems of price 
differentials, while still permitting considerable flexibility. 
A class such as "large dealers" or "mass distributors" 
leaves many border-line cases where the seller can enter 
into individual negotiations. In other cases, the structure 
may not be complete, but may leave some of the more 
important customers unclassified, permitting special dis. 
counts. Where publicity was required in connection with 
mandatory price-filing under certain NRA codes, some 
recalcitrants filed such blind entries as "50 per cent dis. 
count at manufacturer's option." Nevertheless, even 
in such cases the classification scheme does at least provide 
a base from which individual bargaining must proceed. 

Back of these complicated classification structures lie 
certain basic considerations. To the superficial eye it 
might look as if the manufacturer's job was the same re
gardless of who the customer might be--the product has 
to be made and either made available at the shipping door 
or delivered at destination. However, the fact is that 
there are a number of functions involved in the movement 
of commodities which can be performed by any one of 
several people involved in the process. Thus, for ex
ample, the warehousing of goods at central distribution 
points may be handled by the manufacturer or by a whole
saler, or the product may require installation or servicing. 
Obviously, the manufacturer can afford to pay in the form 
of a discount whenever the wholesaler undertakes any 
one of these variable functions. 

Another element in the establishment of differentials 
relates to those functions in which the manufacturer has 
a special interest, such as a special discount to customers 

whose promotion activity warrants special encouragement. 
A third consideration enters when the manufacturer finds 
that his costs are regularly different in connection with 
sales to various types of customers. One class may in
volve a greater credit risk. Some other group may not 
require the same amount of selling effort. Under this 
same heading are classifications which are, in fact, con• 
cealed ·quantity discounts, such as the recognition of a 
customer class of "mass distributors." Fourth are the 
classifications which apply to special markets in which 
peculiar conditions may exist, as in the sale of automobile 
tires to automobile manufacturers, or in sales to municipal
ities. Finally are the groupings which arise primarily out 
of competitive conditions among the buyers and their 
demands to be able to compete on a fairly equal basis for 
the support of the final consumer, as well as their demands 
to be given special advantages.· . 

The underlying factors listed above. should be sufficient 
to demonstrate that customer classification does not neces
sarily evolve according to any rational plan for the wisest 
price structure, in terms of an equitable or efficient or
ganization of the distribution process. As a matter of 
fact, it is frequently impossible to justify the existing price 
pattern in any given industry on strictly economic 
grounds. At least four factors bear on the development 
ofi customer classification and, unfortu~tely, may help 
to make it depart from what might.seem to be the most 
desirable setup. The first is the factor .of inertia. Cus. 
tomer classifications tend to become traditonalized and 
frequently continue year after year without variation, 
even though the character of the customers and their 
activity may change. The second is the fact that com
petitors force each other into establishing new and incon· 
sistent customer classes, for whenever a special c.oncession 
is made to some group of buyers by one seller, the ~nd
ency is for it to be generalized quickly throughout the 
industry. Thus, two manufacturers, each with a rational 
customer classification, may force each to adjust to the 
other, creating an absurd net combination of the two sys. 
tems. The third is the impact of the buying groups them
selves. Their success, and even survival,maydepend upon 
the differential of their purchase prices, and where bar
gaining power exists they may try their best to impress 
it on the price structure. Finally, there is the force of 
law. Only in recent years has the problem of customer 
classification been subject_ to specific legal requirement, 
but the Robinson-Patman Act now sets very definite 
limits on the differential treatment of classes of buyers. 

The Robinson-Patman Act neither requires. nor pro
hibits the establishment of price differentials. Rather it 
fixes limits beyond which preferential treatment of any 
favored group may not go. The basic criterion adopted 
is that of cost, the burden "()f proof being placed on the 
seller to show that his discounts do not exceed savings 
which he obtains from the particular class of customer in 
terms of manufacturing, selling or delivery outlay. The · 
detailed application of the law must await the outcome of 
judicial decision, but the emphasis which it places on cost 
must be recognized by all those concerned with the de
fense of any particular scheme of customer classification. 

One added limitation on one's approach to this general 
problem stems back to the Sherman Act itself which, with 
the aid of court decisions, establishes the impropriety of 
group action whereby an industry might agree on the 
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general price pattern to be followed. The prohibition of 
price-fixing by concerted action appears to have been 
extended to cover agreements which relate to any part of 
the price structure. In fact, a number of recent actions 
by the Federal Trade Commission have arisen out of 
attempts to define or control distribution channels. This 
means that an industry with a confused and disorganized 
customer classification situation, cannot deal with it in 
combination, but must hope that the situation will gradu
ally clear, through the processes of individual and in
dependent action. 

In this connection, it is important to realize that the 
power of business life or death lies in customer classifica
tion. Our legal insistence on independent action is 
usually justified as a protection against arbitrary control 
over our economic evolution by groups of sellers, or even 
by pressure exerted by some strong buyer group. If 
sellers were allowed to agree that wholesalers, who cus
tomarily received a 10 per cent discount, were to receive 
only 5 per cent, it is obvious that many wholesalers would 
find life exceedingly difficult. Or some industry might 
decide that it would encourage middlemen, placing a 
high cost on all direct sales, thus forcing the product to 
flow through wholesalers' hands. Under our present 
principles of economic operation, such arbitrary adjust
ments cannot be permitted, but rather the interaction 
of independent judgment is assured to keep price struc
tures in fairly reasonable form. · 

From the point of view of management policy, the legal 
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restrictions described above do not provide guides, but 
rather establish limits beyond which the business man 
may not go. Further limits may be imposed by tradition 
and by the behavior of his competitors. Nevertheless, 
there frequently remains an appreciable area for the exer
cise of judgment. Basically, he must recognize much 
more than the legally sanctioned factor of costs. He must 
concern himself with more or less intangible values. After 
all, customer classification is one of the methods of cap
turing and maintaining one's place in the market. A 
decision must be made as to preferred channels of dis
tribution, and then the price structure must be modified 
accordingly. If he wants to develop chain-store distribu
tion, then his price structure can assist. If he prefers 
small independent retail distribution, he must favor the 
wholesale-retail channel. A wise customer classification 
can help develop the enterprise toward whatever ends 
seem desirable. 

Finally, customer classification can provide an escape 
from the process of individual bargaining. However, 
if it is to do so, it must be clearly defined and strongly 
held. It should not be subject to whim or continual 
shift. Of course, it should have occasional revision. But 
above all, once any classification is established, it should 
be carefully maintained. . Otherwise, concessions based 
on short-run expediency will destroy the value of any 
attempt to establish and maintain an orderly price 
structure. 
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Merchandising-Advertising. and· Sales Promotion 
A Critique Prepared by 

F. K. DOSCHE~,* Rapporteur 

A summary of the papers presented in this group clearly 
indicates the quickening tempo of advancement in modem 
promotional technique to influence consumers to a higher 
standard of living. To Management this means the pur
chase of more goods in greater variety and the expansion 
of markets so that the producer may benefit from the 
savings of mass production and increase employment for 
the worker. Because business has employed the l::est 
available brains, we have today highly specialized methods 
to stimulate sales by scientific analysis of the functions o~ 
advertising and sales promotion and the coordination of 
these elements into a plan of procedure that aims to accoml 
plish the maximum result in terms of profitabl~ sales ex~ 
pansion and service to the community. This objective 
emphasizes the responsibility of Management to eliminate 
waste, and control the expense ratio to the profit contribu
tion for each phase in the cycle of product promotion by 
seeking standards of e.ffectiveness through extensive . .re-
search.' . . 

To alleviate economic distress of nations, industry today 
should be prepared to take the initiative and learn more of 
human needs, and then, with our vast production facilities, 
provide more and better goods at prices the consumeris 
willing to pay. 

In examining these various techniques let us consider 
the education of consumers as outlined in the paper by 
Mrs. E. Lilliehook which relates specifically to Sweden, 
but has its counterpart in other countries. Here we find 
the practical question concerning the limitations of modern 
advertising and promotion technique where the consumer 
has a limited appreciation of the qualities and services of 
the product. Likewise, where the effectiveness of any 
marketing plan is limited in proportion to· the competence 
of the retailer to understand the value and utility of the 
product plus his opportunity to merchandise it. Accord
ingly, we have the problem of educating the consumer to 
an appreciation and understanding of new products before 
advertising and promotional methods can create the urge 
to acquire them. Taking a long-range viewpoint, this re
quires a program of consumption education to be taught 
to the youth in schools, and beyond that, close cooperation 
between producers and voluntary groups of consumers on 
the premise that people generally want to gain knowledge 
and possess more of the world's goods. Unless Manage
ment recognizes this need, the increasing variety of pro
ducts will be perplexing indeed to the masses of potential 
customers who are unqualified to make a selection. 

In those countries where there is a high standard of 
living and the process of consumer education has been 
progressing over a period of years as a result of advertising 
and advanced systems of education, let us examine the 
influence of the modem package as discussed by Mr. I. D. 
Wolf. Long ago we recognized the physical requirements 
of the package unit from a ~tility standpoint; today we 
find the modern package a vital force in influencing the 
consumer at the' point of sale; not only because of its 
<:onvenience, but more because of its impulse selling ap
peal. As a. result, new types of retail outlets have sprung 
up such as the self-service super-markets where the pack..: 
age through its attractive design and easily understood 
sales message sells th~ product witho~t ili'e aid of personal 
salesmanship. . '·· 

.This transition has far-r~g effects upon the ~ntire 
distribution structure. To Management this is a con
structive b:end because it. makes an increasing variety of 
goods more accessible to greater J;J.umbers of consumers 
over wide market areas •. Through the use of new packag
ing materials and the development of automatic packaging 
machinery new industries have been created thereby in
creasing employment and purchasing power. However, 
Management should weigh carefully the effect of the pres
ent trend toward smaller package units which not only 
add -considerably to- the manufacturing cost, but .. also 
decrease the unit of sale at the point of purchase; the result 
must necessarily increase the cost to the consumer and 
possibly awaken a feeling of resentment that he is paying 
more• for the enclosure than the · procfuctl · 

Today, no producer can deprive himself of the full use 
of modem packaging technique if he is to survive in a 
highly competitive market. The design of a packa~ is 
often more stimulating to the urge to purchase than the 
product itself. Therefore, Management is faced with the 
necessity of having correctly designed packages and also 
of accepting the frequent changes necessary to keep abreast 
of the rapid advances being made in the use of new mate
rials and technique. Management must recognize that 
good design of the product and the package is a stimulant 
to the entire marketing program. Therefore, it becomes 
apparent that the marketing executive is faced with a . 
new dilemma; regardless of the quality of~ produc~ 
its convenience and utility plus goodreputation, a medi· 
ocre design or one which is "old fashioned" will stifle sales 
and have a negative effect on every phase of his pro
motional activity. Conversely, if he employs good design 
he will accelerate his volume, give more interesting mate-

• Sales· Executive, Lily-Tulip Cup Corporation; Instructor of rial to his advertising and promotional departments, and 
Marketing, Pace Institute, New York City, U.S. A.· add to his prestige. 
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But, can Management be self-sufficient in a function 
which is so highly specialized and where the risk of error 
is so costly? Mr. W. D. Teague shows that the art of 
industrial design reaches not only the product and the 
package, but also packing cases, labels, delivery trucks, 
and every item within a business that has any form of 
public contact. This requires that Management seek 
the professional industrial designer who has a business 
conception of the need to reduce costs through better 
methods to increase profitable volume; he must be a 
combination of artist, engineer, and salesman, and one who 
will pre-test ideas through consumer research before 
substantial expenditures are made in product changes, or 
promotional appropriations. It is obvious, even to the 
casual observer, how readily Management might add 
costs to the distribution of merchandise. Justifiable 
criticism is directed toward business today on the basis 
that too large a part of the price paid by the consumer is 
represented in distribution costs. · 

Management is accepting that challenge and shares the 
interest of the consumer in lowering costs to make more 
goods available and increase production with its attendant 
employment and economic prosperity. One phase of this 
question is covered in the Swedish report on the "Ration
alization and Standardization of the Distribution of 
Goods," by Mr. R. Rausing. The methods employed to 
standardize the distribution of flour in packages are com
mendable because they followed factual results of a char
acter that could readily be interpreted into a workable 
procedure that meant profit to the producers, time saving 
for the retailer, satisfaction on the part of the consumer, 
and an opportunity for advertising to promote the product 
and establish brand preference. 

Notwithstanding the high degree of specialization in 
each segment of the marketing plan, Management must 
be increasingly aware that no one element can be con
sidered as an entity unto itself. As Mr. Frank R. Cou
tant states, Scientific Management must correlate each 
function into a well rounded plan of procedure based, not 
upon opinion, but upon standards which have been tested. 
It is significant tliat one author expresses his opinion that 
only a limited number of firms base their advertising on 
clear-cut facts concerning the markets, the habits, and 
identity of present and prospective customers and thus 
keep up to date through scientific fact-finding. Such an 
observation infers that the great majority of producers 
who spend vast amounts on advertising appropriations 
(which must necessarily be reflected in the cost to the con
sumer) are merely guessing the profit relation of their ad
vertising budget to sales effectiveness. If successful, it 
is more a matter of good fortune than expert manage
ment! 

Those who urge a more scientific approach to the prob
lem of measuring the sales results from the advertising 
dollar set forth a method that begins with the premise that, 
"it is easier to produce merchandise in abundance than 
to sell it profitably to a mass market." Accordingly, 
they give emphasis to the need for salability tests of the 
product itself before it is given advertising support. 
Then, attention is focused on the market itself and the 
advantages of a market analysis by segments so as to dis
close characteristics which have a direct relationship to 

sales potentials to the extent that some markets cannot 
justify the expense of intensive development through the 
medium of advertising. Like the market, the consumer 
mass is also segregated and classified under headings use
ful in arriving at workable standards. 

The objective of Advertising Management must be 
continuously directed toward better control through ex
pense analysis to eliminate waste and find practical stand
ards to measure effectiveness. Advertising is judged by 
its usefulness to influence consumers; there is little rela
tionship between the result of the idea presented and the 
amount of money spent for circul.ation media, or methods. 
Numerous methods of testing to measure the effectiveness 
of advertising technique have been proposed, as shown by 
Professor Neil H. Borden; but the critics are many who 
question the reliability of any tests to predetermine the 
sales contribution of the advertising dollar. Apparently, 
there is no scientifically correct method. However, there 
appears to be a group of advertising minds who believe 
that a new art is in the making whereby scientifically con
trolled advertising will eventually produce results on a 
predetermined basis. Their problem is one of extreme 
difficulty because advertising does not stand alone like 
production; it is but one integral part of the complicated 
function of marketing. We see a recognition of this in 
the development of the advertising agency which no 
longer limits its scope to the selection of media, and the 
production of the advertisement. 

On the contrary, Mr. Stanley Resor brings out that the 
modern advertising agency assumes a professional re
lationship with the client and offers an ever-increasing 
number of specialized services, each under the direction 
of an expert. As an example, consumer and market re
search facilities have been greatly advanced by the modern 
advertising agency as the most efficient method to assist 
the client in product development (either new or improved 
design), sales territory analysis, and the segregation of 
consumer groups in relation to purchasing power and buy
ing habits. There are business men who question the 
position of the advertising agency as to whether or not the 
agency is the agent of the advertiser, or the agent of the 
advertising media. However, Scientific Management 
expects more from the modern advertising agency than a 
professional service limited to the scope of advertising as 
such. It is expected that the progressive agency will con
tinue to expand its services and facilities so as to assist 
the advertiser in every detail of his marketing plan by the 
application of scientific methods to maintain the necessary 
profit ratio for the sales results obtained. Forward think
ing minds in the agency field look beyond the creation of 
human desires for better things so as to pave the way for 
the sale of particular products. There is a new perspec
tive which recognizes in the force of advertising technique 
a vast opportunity to create mass understanding in terms 
of human tolerance and cooperation to counteract social 
unrest which inevitably leads to economic distress and a 
severe drop in the sales curve. 

There are times when Management is faced with the 
problem of influencing the consumer mass but where 
usual advertising and promotional technique would either 
be ineffective or too expensive. In such instances, Scien-
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tific Management often successfully employes propaganda. 
This medium can be highly effective if guided by the expert 
and supplemented by consumer and market research. An 
illuminating example is outlined in the paper "The Sales 
Promoting Activities of the Svenska Sockerfabriks Aktie
bolaget." rn this case consumer research quickly dis
covered a natural resistance on the part of the public be
cause of an inherent idea that the product was a luxury and 
therefore unnecessary in daily life. It is interesting to. 
note how the intensity of the propaganda was varied in 
direct proportion to the seasonal movements of the sales 
curve. Here we have an indication of the capability of 
modem Management to employ those scientific methods 
which promise results with a high degree of certainty. 

The extensive activities w~ch have been prompted by 
Management in an attempt to distribute more goods and 
at the same time reduce selling costs have brought great 
emphasis to the unlimited possibilities of what is called 
sales promotion. As a result, Scientific Management 
includes in the technique of sales promotion, as set forth 
by Mr. W. GOransson, the coordination of all the elements 
within the function of marketing which have a direct or 
indirect bearing on the efficient and economical movement 
of goods from the factory through the various channels of 
distribution to the ultimate consumer. Some business 
men still think of sales promotion as a subdivision of ad
vertising. But, a review of all that is included in modem 

sales promotion technique indicates clearly a function so 
broad and far-reaching that it stands out as a dynamic 
force-well beyond the experimental stag~in the mar• 
keting plan. 

The two papers by Messrs. J. C. Aspley and C. B. L~ 
bee deal so inclusively with this essential aspect that they 
establish their own challenge for enlightened Management 
and formulate the primary questions which should under-
lie any progressive marketing program. · 

In conclusion, if Business Management is to be called 
"scientific," it must be relentless in the search for better 
and proved methods for the effective control of every 
function of the business enterprise. Notable accomplish
ments have long since been made in the fields of production 
and accounting. Now, there is a vast opportunity within 
the function of the marketing plan to discover, through 
research and experiment, reliable methods to measure the 
sales effectiveness of the various methods so as to keep 
each element involving expenditure under control in 
proper relation to its profit Contribution. This element 
of Management control is vital to the progress of creative 
marketing-and definitely in the public interest. With
out it, the severity of ruthless competition may so pyramid 
advertising and promotional costs ~at t1ie consumer will 
lose all faith in the producer and his goods. 
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Educated Consumers-Improved Production 
. ' 

ELEONOR LILLIEHOOK* 

SUMMARY 

It is a generally accepted rule that the producer should know the requirements of the 
consumer. That I'lll;e is. contin~ent, h?wever1 o!l con~um~rs themselves knowing what 
the~ want and cons1~ermg therr requrrements m · therr Wider social and cultural con:.. 
~eXIo~. If ~' unenlightened body of consut?ers should inform _the producer of its 
reqUirements by the goo~s they demand, this may contribute to keeping production 

on a low level. Informatlon regarding products, now increasingly disseminated by 
modem industry, falls short of maximum result as long as the consumer who has the 
last word in the matter of buying, fails to appreciate the value of the go~ or to dis-
criminate between goods of high and inferior quality. · . ' -

Consumers themselves ought, of course, to be .the first ones to insure that instruction 
regarding choice is made available. The National Federation of Housewives in Sweden 
and to some extent also the consumers' associations, have long been doing just this: fu 
r~cent years the Federation of Social Democratic Women has also taken up such activi~ '· 
ties, and several of the large organizations' are planning similar work. · With the support 
·of the Swedish Society of Arts and Crafts-the object of whicb." is to stimulate manu- · 
facturers to produce high quality g~ods and the public to consume them-large groups of 
consumers might agree to study their requireiQ.ents thoroughly, and to inform the manu-. 
fac~ure~s respecting them.. ~e m?veme~t for the voluntary. educatio~ of 1;he people, .. ~ 
which IS strongly developed ~ Swed(!n,. ,sh<;>uld b~ inqeas4lglYi utilized for .the saine . 
purpose. . . . · ·· ... · . '· .. · . . ..: . · 

Proper education of the consumers, however, should also be intluded in. all civic train
ing, and form part of the school curriculum beginning with .the last year ii1 elementary. · 
schools. The Housewives'· Federation has made recommerl.dation to the Central Board · 

· of Education to that effect;· Some of Sweden's numerous People's High Schools an<t ·, 
rural schools of domestic· economy have done excellent pioneering work in this respeCt/· 
Instruction, which directs the thought pf pupils to their future homes, may well prove· 
stimulating and fruitful to the younger generation. ,'Furthermore, inasmuch . as such

1 

studies contribute to a fuller appreciation of.~e ne~ds of daily life, and to a critical · 
examination of customs and habits of life, they will have direct educational value.· 

THAT the producer should know the. consumer's 
requirements is a fundamental rule to which both 
producers and consumers agree. But that rule is . 

contingent on an assumption, which is not always correct, 
viz: that the consumer knows his own requirements and 
their wider cultural, hygienic, and social aspects. . If be 
does not, the consumer helps to keep national production 
on a low level. The consequence of deficient culture in a 
consumer-group is reflected in the goods demanded by and 
supplied to that group. 

The enormous variety of goods produced by modem 
industry, and effectively distributed to all parts of even 
sparsely populated countries, would seem to make selec
tion and buying a very easy task. Actually, however, 
that task is very difficult, and very few indeed have mas
tered it. Frequently the bulk of the consumers have re
ceived no training whatever in the important subject of 
consumption. In Sweden, instruction in articles of food 
and their preparation forms part of the Domestic Economy 
course that is now part of the curriculum in one-third of 
our elementary schools, and will eventually be included in 
all popular education. But no universally available in:-

• President, National Federation of Housewives in Sweden. 
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. . 
formation is provided respecting any other goods needed 
in the home. . Hence, very large groups of consumers must 
be definitely unqualified for the~ task of selecting and 
buying. It may be that this large body of people (who 
inform producers of their "requirements" by their demand 
for some article, and insist on having that demand satis
fied) helps to keep production on a low level, or to swell 
imports of undesirable, low grade goods. · 

Another contributory cause is the fact that distributors 
-the shopkeepers-are likewise not qualified to select and 
buy the stocks they are to offer the consumers. Thus, in 
small places, where there are relatively few shops supply
ing domestic necessities-furniture, household utensils, 
textiles, clothing-the consumers' chances of seeing and 
selecting high grade goods may be much restricted in the 
first instance by the fact that the shopkeepers are not 
properly qualified for their task. 

A good deal of work is being devoted to effective educa
tion of consumers through publicity campaigns of many 
industrial enterprises, coi>perative establishments, and 
merchants' associations, and above all through the 
Swedish Society of Arts and Craf~, the object of which is 
to induce producers to manufacture high quality goods; 
and consumers to buy these high quality goods. But 



that work cannot go beyond a certain point as long as rationalization, and home equipment, have been taken 
those with whom the final decision rests (the people who up for individual study and discussion. 
accept or refuse an article in the market) are not compe- The Women's Social Democratic Federation began this 
tent to appreciate its value correctly. kind of work relatively late, but has, by intelligent and 

The consumer corporations have great opportunities of effective propaganda, achieved good results very rapidly. 
influencing the homes towards better consumption, and, By means of its Bulletin, ''Morgonbris," the Federation, 
consequently, towards better hygiene and a higher stand- in conjunction with certain industries, bas attempted to 
ard of living. They have usually gained the confidence apply its publicity allowances to the publication of a 
of the small homes, especially those of the industrial work- catalogue of goods, in which the Editor, in consultation 
ers. Being members of these organizations and having with producers, recommends such novelties as are con
confidence in them, these people will frequently accept sidered especially suitable for the particular group of con
goods or residences, offered by the organization, that they sumers. Comprehensive displays of ready-made clothing, 
would perhaps not have selected in the open market. arranged by the Federation in Stockholm and Gothen
Consequently, these cooperative organizations have ex- burg (where for the first time both employers and work
cellent opportunities to raise the standard of the smaller men have been exhibitors) have proved an excellent way 
homes, provided the cooperatives always offer high quality of promoting contact between poducers and consumers. 
goods, and take their educating and taste-improving mis- Other large national organizations, such as the Federa
sion as seriously as it merits. Very important work has tion of Young Social Democrats and the Temperance 
been done in this way to improve the hygiene and culture Organizations, have also attempted to improve the stand
in Swedish workmen's homes. But that opportunity will ard of homes and to make their members take more in
always be limited to these organizations, and is built terest in domestic problems by providing better informa
(at least it was originally) only on the confidence of the tion on materials offered, and on how to furnish and equip 
individual consumers in the producer and distributor (in their homes. The temperance organizations in particular 
this case one and the same), not on the consumers' own see in this a positive outlet for women's work, consistent 
knowledge and judgment. with the ethical aims of the Federation. 

What agencies and institutions, then, ought to under- The large Federation of Young Rural People has started 
take the general education and training of consumers? circles among their members for the study of home fur
One solution might well be: to persuade consumers to nishing and equipment, and of rationalization of work. 
create from their own ranks educational organizations The question of the education of consumers within their 
which would conserve consumer interests and promote own organizations is, thus, under discussion in several 
the standard of culture. Such educational work has · large consumer groups. Such education is based upon 
been initiated in many places. Apart from consumers' the special requirements of the various consumer groups. 
associations attached to cooperative organizations, such As these organizations procure qualified assistance in 
work has long been carried on by the National Federation this great work, it will offer opportunity for the effective 
of Housewives in Sweden, in recent years also by the correlation of consumers and producers. 
Women's Social Democratic Federation, and to some ex- The organization sponsoring these educatonal activities 
tent by the Federation of Young Rural People, the Federa- in Sweden is the Swedish Society of Arts and Crafts, and 
tion of Young Social Democrats, and the temperance most of the above mentioned organizations have been in 
organizations. more or less close touch with that Society. The House-

Ever since its formation in 1919, the National House- wives' Federation, for instance, has for several years been 
wives' Federation has dis5eminated information on home represented on its Committee, and a scheme has even 
rationalization, home decoration and equipment, and been prepared for carrying on educational work jointly 
knowledge of materials. Owing to the rapid expansion by the Arts and Crafts Society and certain popular or
of the housewives' associations in different parts of the ganizations, which are keenly interested in making use of 
country, this informative activity has reached many the ambulatory exhibitions of the Arts and Crafts Society 
homes. Apart from large exhibitions of furniture, ·uten- for such studies. 
sils, and household appliances, small exhibitions com- Support may also be counted upon from the movement 
prising, for instance, table decoration, napery, glass, for the voluntary education of the people. This is very 
china, and the like, or textiles and handicraft work, have highly developed in Sweden. The movement ought to 
also gone the round of the associations. A large part of direct more of its attention to domestic matters and con
the monthly Federation Bulletin deals with the equipment sumption, however, and will most certainly do so the more 
of the home and articles consumed there. These subjects these questions are taken up by the larger national or
have formed part of the large number of courses arranged ganizations, which are keeping in close touch with all 
by the Federation both in towns and in the country. Fi- popular educational work. These will have to obtain 
nally, the advanced theoretical courses for mothers and from the Society information on the subjects and questions 
wives, recently started by the Federation, include a course in which their members may become interested. 
of instruction for consumers in general on the rationaliza- It is not sufficient, however, to do nothing but hope 
tion of home work, on home equipment, and on knowledge that an increasing number of consumer groups will, 
of materials. These courses have been arranged to assist through their trade or other organizations, give effective 
housewives in their individual studies, and to form part instruction in these subjects to their members. General 
of the comprehensive instructional work undertaken by information on these important questions should be given 
the Federation in recent years. The most usual and effec- in the schools. Education in the schools is now gradually 
tive form of that work has been the establishment of study- becoming more adapted to meet the practical needs of the 
circles, in which child education, theory of nutrition, work pupils in after life. The formation of homes and families 
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and the purchase and consumption of goods constitute a consumption will gradually be taken up in conjunction 
large portion of the life and work of adults. Direct train-, ~ with the instruction in food values and the training in 
ing for these extremely important civic tasks (which so . home crafts now on the programs of several of these 
strongly affect the health and hygiene of the nation, the schools. 
wellare and happiness of the private individual, and which, , When properly taught, the whole subject of consump
if handled ignorantly and irresponsibly, may lead produc:- tion (which must necessarily direct the thoughts and im
tion astray) should, therefore, be demanded from a modem agination of the pupils to their own future homes) can be 
educational system. · made highly interesting t<>t them. This applies primarily 

As elementary school education is all that reaches the to the equipment of the home. And in these days, when 
whole of the younger generation, preliminary instruction beauty in the fittings of the home is hardly recognized 
(not only in the principles of nutrition, but also in domestic apart from utility and suitability, when we are striving to 
hygiene and home equipment) should be given to both equip our homes ~ suit our needs, any instruction that 
boys and girls in the higher elementary school forms. The 'aims at a critical examination of habits and requirements, 
Housewives' Federation has requested the Central Board at a differentiation between essentials and unessentials in 
of Education to include such instru~tion in the curricu~um . 'our daily lives, may be. of direct educational significance. 
of t?e. elementary. schools, pending fur~er extenSIOn. The demand for high quality goods, even in ~e, 'simplest 
But 1t 1s even more Important that these subJects should be domestic utensils cari only be correctly inteq)reted in the 
introduced in the continuation schools. They should, li ht of an ethicd and rational concept of our habits of 
in fact, be included in all education. Some of the Peoples' J . . . . , 
High Schools and rural domestic schools have done ex- e. . • . · . 

ll t · · k • th try distri'cts' by m' clud In appealing to the consumer to use his goods, the pro-. ce en p1oneenng wor m e coun - nli h ed bod f 
• h ana ement in their curricula Forces are ducer would thus meet an e g ten y o consumers, 
mg ome m g . • f th . eal . • ts Th alit f the 
at work to have these subjects included in all such schools. consaous 0 ell r . req~men. • e qu y 0 

Although this instruction has been, and still is, prima~y . pr~ucts of any country . will ultimately depend on the 
intended for the essential improvement of rural housmg enlightenment, self-knowledge, and general culture. of the 
conditions, it is to be hoped that all the aspects of home consumer. . . ., 
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Packaging and Its Effect Upon the Standard of Living 
mWIN D. WOLF* 

SUMMARY 

The industrial revolution, in attempting to raise the standard of living, had to learn to 
deliver its product in a package that would suit the living conditions of the consumer. 
The progress of packaging indicates the direction which the distribution of merchandise 
is taking. 

Packaging, the handmaiden of industry, has made goods more easily acces51"ble, 
inviting and understandable to the consumer and has quickened distn"bution and 
production. 

As cities grew, housing problems became acute-bulk goods had to be delivered to 
efficiency apartments in small packages. The modern housewife and the working woman 
do their marketing hurriedly and cook from packaged goods. Identification of quality is 
provided by the package. The consumer is willing to spend more money to procure 
commodities that lighten the human burden. 

Goods in packages must be as fresh as if consumed at the point of origin. Cans, bottles 
and packages-using new preserving methods such as frosting-are contributions to 
modern living. Safety in using poisonous antiseptics, new medical foods and prepara
tions, is poss1"ble only through packaging. 

The motion picture, advertising and display are effective propaganda for increasing 
people's desire to raise their standard of living by presenting new ideas to them. Packag
ing speeds the availability of these new products. 

While America has taken the lead in package creativeness, packaging all over the world 
is not uniform in progress, but there is a wide diffusion of knowledge concerning it 
adapted to suit the economy of various countries. 

On its surface, the modern package. identifies, describes and guarantees its contents in 
in accordance with the increasing ethical standards of business. In many Cases, trans
parent wrappings reveal the contents. Seldom is a good looking package able to fool a 
customer-competition eliminates that. 

The retailer and the manufacturer have another point of common interest because of 
packaging. Time and space and money are saved in packaging, wrapping and distributing. 

Packaging has created a new industry and gives employment to many people. 
:Machinery for producing packages has resulted in millions of dollars worth of business. 

A look into the future indicates that the package, regardless of changes in diet and living 
conditions in general, will have to fit the cupboards of the future and continue to have a 
positive effect upon the standard of living. 

I N FORliER times we thought of distnoution as the 
problem of moving bulk merchandise-hogsheads of 
sugar, carloads of potatoes, crates of this and barrels 

of that from the point of production to the point of sales. 
But now comes a further refinement of distnoution 
to make commodities more readily acceptable, more 
smoothly acces5!ole at the point of sales. And this fur
ther refinement in the development of modem distribution 
is, of course, packaging. The progress of packaging I 
take to be an indication of the direction which the dis
tribution of merchandise is taking. Modem pa~aing 
had its beginnings in satisfying social needs. The in
dustrial revolution, in attempting to raise the standard 
of living, had to learn to deliver its product in a package 
that would suit the living conditions of the consumer. 

Packaging, unquestionably, has given wings to business. 
By making goods more easily acce:5Slole, inviting and un-

• Vu:e President, Kaufmann Department Stores, Inc.. Pittsburgh. 
Pa., U. S. A.; Member of Committee on Distribution, Seventh 
International Management Congress. 
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derstandable to the consumer, packa,aing has quickened 
distnoution which naturally reacts in the speed-up of 
production. But to consider packaging merely from the 
standpoint of increasing sales is, I believe, to take the 
shortsighted view of it. I am reminded of Emerson's 
shrewd and philosophical tribute to business.. He said, 
"After all, the greatest meliorator of the world is selfish, 
huckstering trade." Yes, through the scientific develop
ment of packaging we have sold more goods. But the net 
result has been a public benefit-an improvement in the 
standard of living. 

An increasing willingness on the part of the consumer to 
spend more money to procure commodities that lighten 
the human burden, that cut down waste and human 
energy, that smooth the operation of daily li\"ing-this 
surely is an index to progress. It is definitely the prev
alent state of the public mind in all progressive countries 
today. Packaging, the quick-witted handmaiden of 
industry, plays a big part in this drama of progress, 
bringing within easy reach of vast numbers of hurrying 
consumers countless articles which contribute to better 



living-many of which articles could not possibly find 
their way to the consumer if appropriate packages had 
not been devised to make these articles distributable. 

Modem life has a new tempo. The great thing for us 
to remember is that all our enterprises must be synchron
ized to it. What is it that accounts for the quick tempo 
of this modem age? At the risk of being thought plati
tudinous, I must name the oft-repeated phrase, lire ma
chine age. Generally speaking, the machine age is the· 
basis of all our demands, the explanation of all our modem 
ways of living-and much of our thinking. 

The machine age called millions of people from the 
country to cities. As cities grew, housing problems be
came acute. Homes and apartments are now planned to 
house the greatest number of people-in a state of com
fort-in the smallest possible space. Even now, pre
fabricated houses are being built, still further perfecting 
the modem miracle of maximum comfort in minimum 
space. Imagine grandmother's bulk goods in an efficiency 
apartment or a modem home built on the new, eompact 
scale I If the barrels and the bins and the great crocks 
that grandmother used with complacency in her spacious 
home were to be put into one of our ultra modem homes, 
the human tenants would have to move out! Is it.not 
self-evident then that modern packaging has been devel
oped to serve the people of today in the manner of living 
which our modem times have produced? The success 
or failure of achieving a technique to suit the conditions 
of the era has been one of the final criteria of the success 
of society. No society in the future, whatever its form, 
can evade the implications of solving this problem. , 

Another phase of the machine age invites our attention 
with respect to packaging. I refer to the moving pic
tures and to the fact that today millions of women are 
working in factories, offices and stores. And what, you 
may ask, have those two facts to do with each other-or 
what has any of it to do with packaging? Again I beg a 
little patience. You shall see. "The Movies" give a 
picture of current life. They·are quick to show the new. 
Never is a worth-while product invented and produced 
{especially if it be something that improves life) but it 
appears in a movie, showing people using it, enjoying it, 
lifted to a higher plane of living because of it. Such pic
tures are great propaganda. Millions of Americans are 
daily subjected to this contagious presentation of new 
ideas. They demand this new product for themselves. 
They are impatient to have it quickly and in usable form. 
Packaging speeds it to them.· 

And what have the millions of women in industry to do 
with packaging? Just this: their housekeeping and cook
ing now claim but a small, compressed part of their time. 
They do their marketing and shopping hurriedly at noon 
or after "working hours." Expertly, quickly their eyes 
scan rows of package-laden shelves. Easily they identify 
familiar packages, choose convenient ones, prefer above 
all those which serve them most efficiently. To conserve 
time, they often buy in quantity. Yet their reserve goods 
have to fit into very limited storage space. To encourage 
the economy of quantity buying we must devise the proper 
packages. This new type of housewife often carries her 
purchases in trolleys and subways so we must provide her 
with packages that she can conveniently carry. · 

Three factors motivate package creativeness in Amer
ica. First, there is the package planned for preservation 

of perishable products. Then there is the package which 
is mainly functional and cites convenience in use as its 
main reason. There is also the package designed for eye 
appeal to create' extra sales. Where the three merge, 
our best package results. Package design in America 
has been spurred by various competitions staged by in
tereste~ groups. Each year sees us getting closer to the 
perfect coordination of design, function and identification 
for the package. . 

It is not practical to deliver the harvested grain from 
the field tc;» the table of the consumer living in the city. 
The physical difficulty of handling this distribution of 
nature's goods to a human removed from the immediate 
source of production has been the same from time im
memorial, even though the coefficient of expansion has 
changed. Consumers have multiplied like . the stars, 
multiplied their needs and multiplied the products neces-
sary to satisfy these needs. . · . . . 

. Never will packaging be in the position of the tail wag~ 
ging the dog, but rather let us say that without it we 
would have a new kind of dog which would not be accept.: 
able in the best of society.. Packaging can only survive 
or .justify its existence as long as it adheres to one of the 
principles on· which industry survives-!'Society ·is not 
made, for industry; industry·is made for!society.~' .As 
long as the package fills this place in the s<"heme .of society; 
it will have an effect upon the standard oiliving~ ,.While 
packaging all over the world is not uniform in progress,. the 
diffusion of knowledge ·concerning its physical properties 
is occurring under pressure of corresponding needs in 
widely different societies. No matter to V~hat degree the 
machine age has . penetrated into a· country's ·economy, 
the penetration at some point sets up a parallel .of need 
or new standard of.living where all of the corresponding 
uses- and physical methods of distribution are . a<U!.pted 
from the experiences of more advanced countries~ 

.Packaging solves the problem of distributing bulk goods 
in small quantities. This one desire to save space-this 
modem need to solve health and food problems by con
centrated foods, has made the package even more vital 
in the distribution ,system. Milk, medicines, vitamin 
aids, even household tools for cleaning, .oils for motor 
transport, lamps for the electric lights, have to be delivered 
in this modem society in packages that serve their funda
mental. purposes-seeing ·that . the .consumer receives 
merchandise intact after ·its long travels over modem 
factory assembly lines and transportation systems. · 

The increasing demand for luxuries, such as foods out of 
season, develops new packaging ideas and, in the order of 
society, these ideas eventually filter down to benefit the 
masses. When one sits down to a meal,· many of the 
tempting dishes or their flavorings are from packages. 

The cost to enjoy fruits, vegetableS, meats or fish out of 
season is within reach now of the masses and not merely a 
luxury of the wealthy. Versatility in diet contributes to 
the enjoyment of life and to a higher standard of living. 
Balanced meals long the cry of doctors and dietetic 
specialists, are r:ow far. ~ore generally ~se~. Give pack
aging the credit for this Improvement m livmg I 

Baby's milk is available in concentrated, easily stored 
packages. The containers themselves and the closures 
are so constructed as to aid the consumer in the dis
pensing or use. Better living is thus achieved for our 
newcomers to this world. ' 

91 



Even safety in the home has been aided by packages. 
We have asbestos covers, dust-proof covers and poisonous 
antiseptics are bottled and labeled. 

It has not been my intention to discuss the elements of 
packaging which concern the individual manufacturer but 
rather the broader aspects of this field. Yet we cannot 
fail to see that readily identified packages on shelves save 
the time of salespeople by allowing the consumer to name 
her purchases quickly and the salesperson to avoid the 
necessity for measuring and wrapping these purchases. 
Thus greater stocks can be carried and quicker filling of 
orders by the manufacturer is possible. New products 
can easily be introduced. The factor of appeal by color 
-open face packages protected by transparent materials
is also to be considered. 

But we are most concerned with the effect of packaging 
upon the standard of living. From the first, the package 
has included, even in its primitive state, a sound approach 
to consumer satisfaction and a foreknowledge of the in
creasing governmental and consumer demands for content 
identification. For the package alone, among all ele
ments of distribution, has found room on its surface to 
speak the language of the consumer with direction for 
use, advantages of use, an introduction to new products, 
and has even provided an education in taste. It speaks 
for itself to the consumer. And so retaining this element 
of consumer satisfaction, it is able to meet with equanim
ity the new demands made upon industry by the consumer 
-to be more definite and more explicit in its discussion 
of the quality of the merchandise itself. 

The modem package carries in its cardboard, or metal 
or glass or plastic composition, within its own area in 
space, a concentration of the progress that time and in
vention have brought to mankind. Just as books hand 
down the knowledge of by-gone ages and allow students 
of modem industry to study each other's methods, so 
the package delivers the products of this civilization from 
one part of the world to the other. 
. Canning is one of the great industries that owes its 
development to the solving of a packaging problem. 
Quick or hard freezing foods have now joined canned or 
glassed foods as a staple on the table of the average 
American household. Many foods are thus made avail
able to places where they would otherwise be inaccessible. 
By this new frosted method, the freshest of fruits, veget
ables, fish and meat are selected at just the right moment, 
with only the most edible and choicest parts selected for 
preserving. Frozen by special process, packaged and 
placed in refrigerators at the factory, they are shipped in 
refrigerated cars to a refrigerated warehouse in a city 
many hundreds of miles away. From the warehouse to a 
refrigerated show case in a department store, grocery 
store or chain store is the next step before consumer use. 
The consumer may carry this package with her because 
it is perfectly safe in any kind of air for three to four 
hours. Placed in her household refrigerator, this food 
may be kept indefinitely in the proper temperature. 

On the package there is a simple statement of weight 
and contents. In the package is a complete set of instruc
tions. All of which means that the consumer is taught 
how to preserve and how to cook the food so that the most 
food value is received. Thus, as in canning, in one pack
age we have eliminated waste of material and loss of time 
all down the line. Time has been saved in packing, 
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wrapping and distnouting this food through various meth
ods at the point of local consumption. One packaging 
step at the beginning has become standard for use any
where in the world, simply because all of the scientific 
knowledge of food preservation and packa&ing has been 
combined under one manufacturer's guidance. His 
label is a secondary guidepost of reliability to the customer 
whose confidence has been gained by the manufacturer's 
advertising. It is most important in this case that the 
guarantee of satisfaction promised by the manufacturer 
be adhered to in every ounce of food distributed. 

Before packaging was prevalent, food was too often 
unclean and it was seldom uniform in quality. There 
was no sponsor for its quality. Most Americans are 
familiar with various versions of this old yarn. 

Time-the pre-package era. Place-the village general 
store. 

A hard-fisted deacon lives above his store. Calls down 
the stairway to his hard-working assistant: 

"John." 
"Yes sir." 
"Have you watered the rum?" 
"Yes sir." 
"Have you sanded the sugar?" 
"Yes sir." 
"Have you dampened the tobacco?" 
"Yes sir." 
"Then come up to prayers." 
With perhaps less show of piety but more ethics, we 

apply ourselves today to the design of packages which 
safeguard the purity of the contents. In many cases a 
transparent wrapping reoeals the contents. It is scarcely 
exaggerating our contribution to better living to claim 
that we who sponsor more scientific packaging are helping 
quite specifically to raise the standard of life. 

Diabetics have benefited by improvements in packaging 
-not that the specially prepared foods and medicines 
could not be carried in bulk by the distributing agencies, 
but that packaging them in small, easily shipped quanti
ties has made it possible for almost any comer grocery 
store to carry these life savers in reasonable quantities 
for long periods of time at moderate prices. The hazards 
of spoilage, too large stocks and the necessity for making 
unreasonable profits are removed by the simple solution 
provided by free packaging. And since it is a medical 
preparation, it is all-important that the trade mark be a 
guarantee of reliability and that the instructions be defi
nite. No word-of-mouth instructions or guarantees can 
replace this safeguard on the printed package. Thus 
again a higher standard of living is possible to the handi
capped. 

The retailer's problems in merchandising are so closely 
related to that of the manufacturer that packaging be
comes another point of common interest between the two. 
Mter quality, price and terms have been arranged be
tween the manufacturer and retailer, it is most important 
for both of them to consider a package that will make it 
easier for this merchandise to be handled in the store and 
delivered to the consumer at the least cost. In large 
stores where many millions of dollars worth of merchan
dise is sold, every second of time saved in the handling and 
the selling adds up to many thousands of work hours and 
salary dollars each year. To lower the price of overhead 
in distribution so that the standard of living can be raised 



is one of the social contributions of the package as it ital investment necessary to make modem packaging 
advances. ' · possible;· Standard equipment is gradually being de-

While consumers often say concerning certain products veloped and exchanged between countries. Bottle ma
with lavish packages, "We pay as much for the package chines have saved millions of dollars of hand work. But, 
as we do for the merchandise," this statement is generally while machinery in this case has displaced hand work, in 
not founded on fact. As is often the case in the history tum it bas created work both in manufacturing these 
of society, sometimes the glitter is mistaken for the gold. ~es and in operating them. 
In a few examples, it may be true that advertising and A look into the future and its effect on packaging would 
packaging combine to misrepresent the intrinsic merit of a be interesting at this point. Maybe an H. G. Wells 
product, but the common denominator of value is ever could do it better, but I am inclined to believe that . 
in force. Sometimes a· lavish package can hide poor health, wealth and happiness will be delivered in small 
merchandise, but not for long. The essence of com- functional packages to fill the cupboards of the homes of 
petition in today's economy is a constant effort to provide future earthly inhabitants. Whether their homes are in 
better merchandise for less money. The package is no planes suspended in mid-air or imbedded in subterranean 
contradiction but an affirmation of this principle. caverns, and whether they breathe concentrated sun-

Packaging, itself, bas created a new industry and gives light-treated air or eat foods which contain in one tablet 
employment to many people. Automatic packaging more vitamins than we can find in a life-time of eating in 
machinery, canning machinery, carton marking machin- 1938, packaging will still be a major aid to distribution. 
ery, case tilling machinery, glueing, folding and sealing The package will have to fit the cupboard of the future, 
machinery, labeling machinery, stapling, stitching, stencil .. , too, and to continue to have a positive effect on. the stand-
cutting and wrapping machinery-all are part of the cap- · ard of living. · · 
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Design as a Constructive Stimulant in Marketing 
WALTER DORWIN TEAGUE* 

SIDllriARY 

The business man today is confronted with a factor of new importance in marketing 
his product-appearance. A changing standard of public taste requires simple, func
tional design, instead of the heavy ornament that recently characterized our products. 

Calling upon the industrial designer to increase the marketability of his product, the 
business man seeks an understanding of the principles of modem design. Is it a style, 
to be superseded in time by another? If not, what basic principles insure its perma
nence? 

Every product made by the hand of man is art-good or bad as the case may be-but 
it has within itself the potentiality of beauty. The function of the artist, working in 
industrial design, is to evoke this latent beauty. This he does by designing the finest 
possible product with the materials and tools at his disposaL \Vhen the full potential
ities of these resources have been realized, the product achieves a visible rightness; form 
and function are so expertly welded that beauty arises unbidden to proclaim the job well 
done. 

We lost our standards of beauty when the Industrial Revolution swept away hand 
craftsmanship, and we tried to imitate the work of the hand craftsman with the machine, 
a tool with an entirely different characteristic of workmanship-precision. Mathematical 
exactitude, which the machine is able to give us, has a beauty of its own of the most ex
alted quality-and it is to this type of beauty that the public, with instinctively sound 
judgment for that visible rightness which proclaims the superior product, has turned. 

Backed by the public's sound instinct for rightness, the business world is confronted 
today with its greatest challenge and economic opportunity-that of rebuilding the 
world and making it an orderly, delightful and healthily stimulating place in w_hich to live. 

T HE business man today, in placing his product upon 
the market, finds that one factor has assumed a 
far greater importance than ever before in his ex

perience. Tbat factor is appearance. Confronted on 
every hand with evidence that products of pleasing shape 
and line and color are outselling their competitors, he 
quite naturally hastens to see that his own products are 
pleasing in the same way. 

Time was, and not so long ago, when appearance was 
merely a matter of covering the product with the greatest 
possible amount of ornament. We built homes that re
sembled nothing so much as a French pastry. We filled 
them with objects whose utilitarian purpose could hardly 
be discerned through the forest of scrollwork and tassels 
in which they were disguised. Even such humble articles 
as our stoves and furnaces crawled with inorganic ginger
bread. I doubt that anyone ever thought these things 
were really beautiful, but at any rate, we were content 
with them. 

Today, as we all know, the public taste has changed, and 
simplicity characterizes the marketable product. "But 
how very easy'' we are apt to say at first. "All we have 
to do is scrape off the frosting, and there we are." Un
fortunately it is not so simple as that. Knowing this, 
the business man calls upon the artist, or more properly, 
the industrial designer. Quite rightly, he asks first of all 
that industrial design increase the sale of his product. 
And knowing that his designer is an artist, and primarily 
interested in the creation of beautiful things, he senses a 

•Consultant, New York City, U.S. A. 

possible conflict between these two aims. There is none, 
but unless the business man thoroughly understands the 
function of industrial design, he finds himself at the mercy 
of the designer, in much the same relationship as a patient 
to his surgeon. 

What is this function? Is it the determination of a 
style, the fashioning of a garment that the product shall 
wear, so to speak, in order to keep in step with the current 
mode? What is this "modem style," for want of a better 
term? Is it a fashion, to be superseded in time by another, 
as do the styles in women's clothes? What has brought 
about itS acceptance by an artistically untutored public? 
If it is here to stay, what are the underlying principles 
that insure its permanence? The modem business man, 
for business reasons, requires the answers to these ques
tions, and to answer them we must delve a bit into aes
thetic theory. 

To begin with, we should bear in mind that our prod
ucts, whoever designs them, are works of art, and every 
man who plans the shape and color and form of a solitary 
thing-a vase, a bridge, a house, a statue, a street or a 
locomotive-is, strictly speaking, an artist. He may be a 
good artist, or he may be a very bad one-the chances are 
today, for reasons which I shall later try to explain, that 
he is a bad one,-but he is engaged, none the less, in an 
artistic pursuit. For every object made by the hand of 
man is art, and has within itself the potentiality of 
beauty. The function of the artist is to plan his product 
so well, from every practical standpoint, that its latent 
beauty is evoked, for beauty is but the by-product of a 



job well done. The beauty of any object may be used as a. 
measure of the success of its designer as a. cra.ftsman. 

There are but two kinds of art-good and bad. If an 
cbject is made well enough, it is fine art, and beautifuL 
If it is made badly, crudely, clumsily, it is vile art, and 
ugly. Why, then, is our world today filled with so much 
ugliness? Does this mean that we are working badly, 
crudely, clumsily? The answer is simply that not until 
now have we known how to use the new tools given us by· 
the Industrial Revolution. 

Whatever other charges may be leveled at the ages 
which preceded the Industrial Revolution, they were not 
ugly. When the individual cra.ftsman did what factories 
do now, be was motivated by the same governing impulses 
that spur us on today-pride of workmanship, the delight 
in the skillful making of things and in things skillfully 
made, the knowledge that the good workman prospers 
more than the poor one. And instinctively be used his 
tools to make the finest possible product that could be 
made with the materials and methods at his disposal. 
He strove for efficiency, rightness. He did his job as well 
as he possibly could-he had to to stay in business-and 
when he achieved rightness, that rightness became visible 
in beauty, which is rightness' corollary. 

But the beauty of the pre-industrial ages was not 
achieved overnight. For centuries, cra.ftsmen sought to 
evoke this perfect harmony of form and function. . They 
attained it, ultimately, because they understood the 
proper use of their tools, the potentialities of the materials 
with which they worked. 

And suddenly, a hundred and fifty years ago, the In-
- dustrial Revolution swept over the world, and all these 

ancient cra.fts were brushed aside and replaced by a vast 
complex of machine and mass production. Our tech
nologies grew faster than any man could keep pace, and 
we had no time to experiment patiently with the perfect
ing of forms as our ancestral cra.ftsmen had done .. We 
attempted to do the things they did by new methods, tak
ing infinite pains to imitate the appearance of their handi
work by means of our new tools, the machines. 

The need for utterly new products arose, too, to meet 
changing ,conditions-radios, typewriters, automobiles. 
How should they look? We didn't know, and there was 
no time to find out. So we concealed our bewildered 
lack of knowledge under the gimcracks of a hundred other 
times and places, and along came period furniture, Olde 
Englishe Coffee Shoppes, rococo bathtubs, Louis Quatorze 
gas heaters, Gothic washing machines and Early Renais
sance fire hydrants. In embarrassed desperation, we even 
tried to make things look like other things, and we built 
pianos that turned out to be folding beds, radios that 
looked like bookcases, bars that looked like radios; and 
electric lights that looked like candles. Isn't it time that 
we ask ourselves whether we are doing our job as well as 
it can be done, that we begin to search for that visible 
rightness which has always served as the index of fine 
cra.ftsmanship, that latent beauty which when evoked we 
shall instinctively recognize as the right style of our own 
day? 

This is the job of the industrial designer-that of a 
patient cra.ftsman, seeking with all the resources at his 
command for that perfect harmony of form and function, 
whether be be working on a common pin or a battleship. 
If be is successful, beauty will be in it, rising unbidden to 

proclaim that here is a job well done. The beauty" of 
rightness is self-evident and convincing, and no argument 
or persuasion is needed to win it favor. · 

But rightness in a machine age must be achieved by 
methods quite different from those whi$ served the cra.ft&
men of old; handicra.fts progressed by trial and error, ex
perime~tation; machine production by meticuloU& plan
ning and prevision. The chief characteristic of hand 
cra.ftsmanship is endless variation; of machine production 
precision and exactitude. In the simple past a cra.ftsman 
could shape his work literally under his own hands; ours 
are put together by hundreds of workmen the designer may 
never see, operating intricate machines with which he has 
only a nodding acquaintance, by processes he only theoret- · 
ically understands. And while the old-timer could alter 
his second job if the first one did not suit him, the modem 
designer must accept the appalling responsibility for· ten 
or a hundred thousand identical units in which no revision 
is possible. . 

Obviously, then, the kind of beauty we evoke will be 
quite different from the beauty of the old handicra.fts. 
Out of the tools and materials and processes we use, out 
.of the very functions which our products must perform, · 
but guided by the basic, unchanging laws of design, the 
same yesterday, today and forever, will grow this modem 
style of ours. ~ 

How shall we achieve this rightness, from which a new 
kind of beauty is to spring? Let us examine our tools. 
The essential fact about ~ tool is that it is adapted to do 
one thing, or one kind of thing, better than it does any
thing else. ··If used in a certain way, which means a skill
ful way, it gives a predictable result. Now machines are 
tools, and as a class they have one common characteristic: 
and. that is precision. The work they do is exact, of a 
mathematical exactness, and they can repeat themselves 
endlessly; practically without variation. This,. it . is 
surprising to reflect, is a wholly new characteristic in the 
whole history of human tools. • . ' 

The cra.ftsman of old worked with band tools by which 
precision was only approximated and exact repetition oc
curred ·by accident more than effort. The eighteenth~ 
century cabinet maker produced furniture for a softly 
candlelit world, and furniture in which the faintly varying· 
lines constitute its greatest charm. But our machine 
methods cannot give us that quality of subtle variation, 
no matter how hard we try. Our machines, however, 
can give us the precision which the old cra.ftsmen sought 
but never attained; and that precision has a beauty of its 
own of the most exalted quality, if we are capable of realiz.. 
~~ . 

It was precisely here that we stumbled when first we 
began to use machines. We were so dumbfounded by the 
machine's capacity for production that we completely 
overlooked its aesthetic potentialities, and we turned 
loose upon the world such a blight of hideousness as has 
never before been seen. 

We shall never again, so long as we continue to use 
machine-made products, be surrounded with the kind of 
beauty that the hand-cra.ftsman gave us. But in its place 
we can have, if we wish (and the public has indicated that 
it does so wish), the beauty the machine can give us, the 
beauty of the exactly straight line, the perfect circle, the 
precise arc, the definite curve. · 

Mter floundering about in the appalling upheaval of the 
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past century and a half, we have recovered an appreciation 
of line and proportion. We have again begun to sense 

~ that the relationships of lines, masses, areas, to each other, 
like the relationships of tones in music, are the basic ele
ments in all design on which all other factors are super
imposed. We reject ornament because we know we have 
none of any validity or meaning, and we are satisfied to 
play with essential lines and forms and colors. And out 
of our machines themselves and the things our machines 
can do best, we are producing a new and thrilling style so 
right and so easy and so natural that there is no reason 
why we should not make over in its image the world which 
we have inherited and so shamefully defiled. 

And this new style has been recognized by the public. 
Call it a reawakened appreciation of beauty, or a recogni
tion of rightness {they are the same thing), the fact re
mains that when a housewife goes out to buy a new gas 
range or an electric washing machine, or when a man buys 
a new car or a beating plant for his house, an unerring 
instinct for the right thing guides his choice. This holds 
true for all the great number of modem mechanical prod
ucts which form so large a part of our purchases today. 
And we, the people who plan and build these products, 
after having our standards knocked galleywest for a hun
dred and fifty years, are struggling to our feet to discover 
that the same old rule holds true today that held before 
the machine age-prosperity smiles on the job well done. 

It is not so very clever of us to have discovered late in 
this age of machine and mass production that an attrac
tive product sells better than an unattractive one, that 
rightness arouses, the desire to buy. We are not par
ticularly brilliant because it has dawned on us that ugliness 
is a mistake, a blunder, a waste, unacceptable and un
forgivable, a confession of poor workmanship and problems 
unsolved. The human race has acted on this knowledge 
from its very beginnings. We could have mislaid such 
basic truths only in the confusion of adapting ourselves to 
the new technique of manufacture. 

Today we have come back to the realization that it pays 
to turn out the well-made, well-organized, good-looking 
product, and that this is just as true now that we are mak
ing our products by the million on an assembly line as it 
was when they were made one at a time on a workman's 
bench. This is perhaps the most important and certainly 
the most heartening discovery that our post-war genera
tion has made: in a world which gets 99.9 per cent of its 
art machine-made from factories, a world whose economic 
system decrees that these artistic activities must pay or 
perish, it is exhilarating to know that in a fair contest the 
best artist wins. 

Of course not every one judges rightly, since manufac
turers of pretty poor wares manage to stay in business. 
But the very size of the markets available today, the great 
sections of the population to which a manufacturer can 
appeal, work in the interests of justice; the law of average 
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has a chance to operate and percentages favor the honest 
product. It is a remarkable fact too that the public, 
judging largely by appearance-"the eye is the soverign 
judge," as a Greek philosopher said long ago-is not mis
led by meretricious pretenses or elaborate camouflage. 
The public instinct for sound quality has led to an almost 
complete abandonment, by progressive manufacturers, 
of decoration and ornament on their products. Today 
our gas ranges, furnaces, refrigerators and washing ma
chines are vying with each other in classic simplicity, a 
chaste perfection of line and form which represents the 
very highest standard of beauty possible in these mechan
ical utilities. They look exactly like what they are, and 
like nothing else; they conceal nothing and pretend to 
nothing. Their designers have striven to reduce their 
functional forms to the simplest possible terms, relying 
on the fundamental aesthetic values of line, form and pro
portion, and the inherent qualities of necessary materials, 
for the high order of beauty attained. We are seeing in 
these products today as sure and fine and successful classic 
design as the world has seen in many centuries. 

Inspired unquestionably by this clean, classic simplicity 
of our machine design, we are going much further in our 
application of critical standards. As we advance in mas
tery of our new tools, we-and by we I mean hardheaded 
industrialists rather than artists-are beginning to realize 
that a dirty, disorderly factory, one which blights the 
landscape it invades, is a poorly run and uneconomic 
factory. We are even beginning to question every man's 
inalienable right to make his own property as hideous as 
he pleases in his neighbor's eyes. We are beginning to 
wonder if there are not places where it is improper and 
antisocial to put filling stations, hot-dog stands, and sign 
boards. We are beginning to ask ourselves if the ugliness 
so rife in our towns is not a reflection on our intelligence 
and a just cause for shame and remorse. 

Out of this critical spirit may come a new world re
designed for human living. By eliminating waste, con
fusion and blunders, we shall eliminate ugliness. By 
creating instead economy and efficiency, we shall sub
stitute beauty. Attacking the heart of our common prob
lems, we may under favorable conditions devise new forms 
of mass living; that is, create a new scheme for community 
life which can be substituted for all the horrible waste and 
stultifying ugliness of the present machine-age town and 
city. To me this idealistic and inspiring objective seems, 
happily, the greatest cliallenge and economic opportunitY. 
that has ever been placed before the business world. 
Backed by the public's sound instinct for rightness, there 
is no reason why we cannot make this world an orderly, 
delightful and healthily stimulating place to live. The 
privilege of which Omar sang is ours, if we will grasp it. 
Will we not be the ones to remold it nearer to the heart's 
desire? 



Rationalization And Standardization Of 
The Distribution Of Goods 

RUBEN RAUSING~ M.S.* 

.SUMMARY. 
. .I 

Origina~y, ~c!en,ti:fic M~n~gement embraced only the functions of production. 
If, f?r s~plic1ty s sake, 1t 1s conceded that distribution cost is the difference between 

the pnce pa1d by the consumer and what it costs the manufacturer .jo make an article 
then-~ larg~ part .of ~e J?rice paid .by the .co~s~er is made up of .distribution costs .. ' . 

This con~1deration JUStifi.~ applymg to distr:bution ~ctions a type of research similar . 
to that which ha~ produced Important results m re?ucmg production costs, viz.: correct 
analyses and estimates of cost, analyses of working methods: and ·of the channels •of. 
distribution, standardization of qualities, and suitable types of retail packages. 

A case-study based on the distribution of flour in Sweden.·· · 
I 

THE movement which has been called "Scientific 
Management" was chiefly, or perhaps entirely~ a 
movement which aimed at rationalizing work in 

engineering shops. For the originators of the 'move-
. ment-Fred. W. Taylor and his assistants or successors, 

Barth, Gant, and others-only production existed as a 
subject of rational study, and their work wa.S directed 
solely to this end. (Taylor: "A Piece Rate System" and 
"Shop Management"). This was probably due to the 
fact that Taylor and his collaborators were engineers 
and worked in the iron and engineering industries. Tay
lor himself saw and studied the problems which affected 
his daily work and sphere of interests. Generally speak;. 
ing, it may be said that the problems of distribution did 
not arise in Scientific Management. · . 

It is very easy to see how considerable a part of the price 
paid by the consumer for the most ordinary commodities 
is made up of the distribution cost if, for the sake of 
simplicity, we assume that the distribution cost is the 
difference between the price paid by· the consumer and · 
that obtained by the manufacturer for a given commodity; 
We should be able to obtain important results if the views 
and methods that have given such important results in 
production were adopted also in distribution, viz., correct 
analyses and estimates of costs, analyses of working meth
ods and of the channels of distribution, standardization of 
qualities and suitable types of retail packages. 

The writer is making and selling paper packings, cartons 
and containers. In order to sell these products success
fully it is necessary to investigate, jointly with the manu
facturers and the distributors of goods that can be suitably 
distributed in paper packings, the costs of various meth
ods of distribution. In order to elucidate working methods 
as well as results, I shall give a brief account of the changes 
introduced by the large Swedish flour mills in the retail 
distribution of flour in Sweden in the last five years. So 
far as I have been able to find out, e.g., by investigations 
in Europe and America, the distribution of flour in the 
retail trade is better and more cheaply organized in 
Sweden than in any other country. This is principally 
due to the rational methods adopted in the planning and 
carrying through of this chahge. In this short account I 
shall not enter at all into technical and manufacturing 

•sweden. 
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questions, but shall deal exclusively with the Sa.vingof ~tS 
in distribution and, in conjunction with that, the standard
ization of the ·consumers' requirementS. . 

Prior to 1932 flour was almost entirely delivered to the 
retailers in jute or cotton sacks of 100 kilos. These sacks 
were emptied into flour-bins or barrels, and the flour was 
afterwards weighed .out in. the quanti~ demanded by · 
housewives and placed, in paper bags, which were some: 
times tied with string. · 

Such distribution is obviously irrational, expensive, and 
frequently unhygienic~ A 100-kilo package can only be 
handled with difficulty in the distribution and in the retail 
trade, as it is three or four times too heavy. 'rhe flour is 
often exposed to dirt, infection, mealworms, and max 
:t>ecome tainted in smell and taste from other goods when 
kept in open bins or barrels. Above all, the division and 
.:weighing of the flour by hand is far too old-fashioned and 
expensive a mode of working. . . . . , 

The modem milling industry is extremely up to date 
technically. Indeed, it is so well developed that hardly 
any workers at all are seen in ~ large mill.. It seems pre
posterous that the commodity, flour, in the production of 
which the most rational methods are adopted, under the 
strictest hygienic control, should at a later stage, before 
reaching the consumer, be treated by expensive manual 
methods under hygienically unsatisfactorY c;onditions. 
As far as ~weden is concerned, this also applies to a great 
many other commodities, such as sugar, coffee, butter 
and margarine, milk, meat, etc. The commodity can 
certainly be divided and packed into standardized retail 
quantities much more cheaply by the manufacturer, in this 
case the mill, in automatic machines, than by the manual 
methods of the retail or wholesale trades. 

What then do we need to know of the trade in flour 
before introducing standardized flour packings packed, by 
the manufacturer, and how do we acquire the necessary 
knowledge? 

1. In ·what quantities do the housewives buy the 
flour? 

2. What does it cost the retail trade to handle and 
weigh the flour, compared with the cost of 
handing over to the customer a packet of flour 
done up by the manufacturer? 

3; What does it cost to pack the flour at the mill? 



I shall now give you a brief account of the methods of 
investigation adopted by us, and of the results attained. 
The investigations of the retail trade were planned and 
directed by Professor Gerhard Tornqvist of the Stockholm 
School of Economics. The aim of the first investigation 
was to establish in what quantities housewives bought 
their flour from the retail trade. As practice might differ 
in different parts of the country, and the habits of urban 
and rural housewives might also differ, eleven representa
tive shops in all, in towns and country districts, were chosen 
for the investigation. For a period of one month, the 
weight of every order executed for all kinds of flour was 
noted in these shops. The percentage ratio of each weight 
to the total sales of each kind of flour was then tabulated, 
and also the ratio of every weight to the number of orders 
executed of every kind. I think it will be sufficient to give 
here the final results of our investigations. 

If we designate the total sales in kilos of each kind of 
flour 100, the ratios of the different weight-classes (the 
median, not the arithmetic mean) were:· 

10 kg. 5 kg. 3 kg. 

Wheat flour. . . . . . . . . . . . 23 36 17 
Rye flour .............. 34 21 19 

2 kg. 1 kg. i kg. 

19 5 0 
19 7 0 

The above figures thus denote the percentage ratios of 
what was sold of each weight to the total number of kilos 
sold. If we take the number of retail sales of each weight, 
the relative figures will be as follows: 

10 kg. ~kg. 3 kg. 2 kg. 1 kg. i kg. 

Wheat flour........... 8 24 19 32 17 0 
Rye flour ............. 11 14 21 31 23 0 

These figures clearly indicate the housewives' buying 
habits. The sizes of the standard flour packages required 
for the trade were to be decided on the basis ofthem. In 
order to reduce as much as possible the stocks kept by the 
mills, the wholesale trade, and the retail dealers, it was 
naturally of interest to make the sizes of the packages as 
few as possible consistent with a reasonable ability to meet 
all requirements. After many trials and interviews with 
housewives it was decided to keep the following standard
ized packages of wheat flour for sale: 

5-kilo original packages to meet the demand for the 
two highest weight classes. A person wishing to 
buy 10 kilos would receive 2 5-kilo packages. 

2!-kilo, to meet the demand for 2 and 3 kilos. 
1 kilo, to meet the demand for 1 kilo or less. 

These sizes were very rapidly and generally accepted as 
standard flour packages in Sweden. 

When the Cooperative Wholesale Society, which owns 
two large mills and has an important share in the Swedish 
flour trade, proposed to introduce similar packages, an 
investigation was made in its Stockholm shops on the lines 
indicated above, arriving at practically the same result, 
with the difference, however, that in Stockholm the 1-kilo 

-packages constituted a larger proportion of the flour sales 
in the Cooperative shops. The Cooperative Society 
decided to adopt the same sizes as the private mills, and 
the flour trade in Sweden thus became standardized. 

The object of the second investigation was to ascertain 
the time required for, and the consequent cost of, handling 
and weighing the flour in the retail shops, and the time 
needed to serve a customer with a made-up package of 
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flour. This investigation was restricted to one large shop, 
which was considered representative, where for 26 several 
days the time required for weighing and handing out every 
package was taken by a stop-watch and noted. As in 
most large shops, all flour was weighed by a special staff 
in a separate room, to avoid flour dust in the shop. All 
packages of 2 kilos and upwards were tied with string. 
The final result may be summed up as follows: 

A. The actual handing· out of the flour, i.e., passing it 
from the salesman to the customer, in packets weighed in 
advance takes, practically irrespective of the size of the 
order (up to 5 kilos), 4! seconds. 

B. When the work of serving includes weighing, the 
time is affected by the size of the order. Packets of 2-3 
kilos can be made up in 55-60 seconds. 

While these investigations were being made, one of our 
men made a journey through Europe and U.S.A. in order 
to study the methods used in the mills for making up small 
packages. Europe had nothing of interest to offer in this 
respect. In U.S.A. every mill kept a large number of 
sizes; no serious attempts at standardization appeared to 
have been made, however, or were perhaps impracticable. 
Relatively simple semi-automatic packing machines, in 
our opinion too costly in operation, not least because they 
weighed too inaccurately, were used by the mills. In 
consultation with one of the foremost Swedish machine 
manufacturers, an' automatic flour-packing machine was 
designed, with a capacity of 50-100 kilos a minute, 
automatic control devices, and extremely small variations 
in weight. 

We could now make a full calculation to compare the 
costs of weighing and packing flour in the shops and at the 
mill. (See table 1.) The cost of handing out a parcel of 
flour may be considered the same, whether it is made up 
in the shop or at the mill. Starting from that point, our 
investigations have shown that the cost of distributing 
the flour from the mill to the consumer will be lower if it is 
packed by machinery at the mill in standardized retail 
packages, than if the packing is done manually by the 
retail trade, in spite of the fact that the cost of the packing 
material used, which is often the only point considered in a 
superficial examination, is considerably higher at the mill 
than in the retail trade. The packings have to be made 
stronger to withstand the stresses of transport, a container 
of corrugated cardboard to hold a number of flour pack
ages in transportation from the mill to the retail shop is an 
additional item, and finally a manufacturer's package, 
bearing his trade mark, is necessarily made more costly. 

Similar investigations of other large commodities show 
that for the manufacturer to dispatch goods in bulk to the 
retail trade, direct or through wholesale merchants, to be 
manually made up in suitable packets for the consumer in 
the shops, is too expensive a m·ethod, frequently unsatis
factory from a hygienic point of view, and often detri
mental to the quality of the goods, as for instance butter. 

Formerly, the manufacturer was often only interested in 
the cost of the goods up to the point where they left his fac
tory. He frequently made full use of science and every 
technical resource in the production of his manufactures, 
applied rational and labour-saving methods, and turned 
out products of high quality at low prices. He often 
considered that it was no business of his how the goods 



were distributed to the consumers, how the wholesalers 
and retailers divided and handled the goods he had sold 
to them. 

Many factors have helped to change that attitude. The 
consumer is becoming more exacting in his demand for 
quality, not least on account of the educational activities 
of the manufacturers themselves, effected with the aid of 
modem advertising. If the money spent on marked 
investigation and advertising is to yield any return to the· 
manufacturer by creating a demand for his goods, the 
consumer must be able to distinguish such goods from 
others, must be sure that he is getting just what he has 
learnt from the advertisement to demand, preferably in a 

will steadily become closer, and he will therefore feel more 
responsibility for the quality of his products. This im
plies that he .must follow his goods, not only through all 
manufacturing processes, but also all the way to the 
consumer, and even right up to the moment when they are 
actually consumed. There is, for instance, no sense in 
incurring heavy expenditure to produce butter of the 
highest'quality at the dairy, if that quality cannot be 
maintained until the butter is actually eaten by the 
consumer. ' · 

The manufacturer will therefore make up and pack his 
product as far as possible in the way it should finally reach 
the consumer, and he will do this in such a manner that 

TABLE 1 
COIIPAIIISON 01' COSTS OJ' PACKING :rLOUll 

In I~ Shop 
Assuming that the average quantity of fiour retailed is ... 2 kg. 
Costs of service: Assuming that a shop assistant weighs and packs 

1,000 kilos of fiour per working day • 118 kilos an hour ... 2 
kilos a minute. 

Assistant's wages kr. 260:- per month. 
Working time 210 hours per month. 
Cost per minute of assistant ............ ,• .. , . 2.064 ilre 
Wage for 2 kilos fiour (bagging).. .. .. . .. .. .. • 2. 064 ore 
Wage for 1 kilos fiour (bagging)........................ 1.03 ilre 
BtJg (tJntlstring) eosl, per kilo of fiour.................. 0.5 ilre 
Cost for loss in weighing, or by evtJportJtion, de. 
Assuming that 1.5 per cent of the fiour is lost in weighing 

or from other causes (evaporation of water). 
Selling price pr kilo of wheat fiour 37 ore 
Cost ofloss in weighing per 1 kilo fiour.... .... . .. .. .. .. 0.56 ilre' 
Costs of weighing maehinu, apace for these and fiour bins, 

light, extra cleaning on account of dust in bagging 
the fiour, etc.................................... 0.3 ilre 

TottJl eosts per kilo of flour .. .••..••.•.•.•.•• , , . .. . • • • • • 2 • 39 ilre 

sealed original packing. Retailers who know their work 
and are able to calculate their costs, have found that it 
pays better to serve, quickly and at little cost, a standard 
commodity packed by the manufacturer and of a brand 
and quality known to the customer, than to weigh out 
and wrap up the stuff themselves. 

When confronted by new problems in connexion with 
the reorganization of distribution, the manufacturer
being used to solving his manufacturing problems by . 
proper investigations and rational methods-is ready and 
willing to apply similar methods to marketing problems. 
All this means, in my opinion, that the methods of distri
bution will within the next few years to a great extent be 
reorganized in Sweden and other countries where the 
standard of living is high, where industry is well developed, 
and where the consumers demand high quality goods. 
The manufacturer's contact with the ultimate consumer 

InlheMill 
Costs of tJt:tuol PtJt:king #ouss w'Mn tuing Arehn's tJulomtJiie mat:hitll. 
Capacity: 20 packages of 2l or 5 kilos per minute. 
Condition: working in on~ full shifL · · 
5-yearly amortization of initial cost of machine, 
' '70,000kr ........ ; .•••••. ~ ... : ... · ........... Kr. 14,000 
Interest at 4 per cent on half t,hjl cost of the plant .. , Kr. 1,400 
Running expenses, power, oil, rent, etc............ Kr. 2,600 
Repairs ............ · ................. : .......... Kr. 1,000 
Labour: 1 man and 3 girls .. :.' •. '~ •. .':,.': ••.. ·~ . .,_K_r_. __ 12....:,~000,;.,;. 

TottJl eosts ....... . : ••. ~ :. : •.... : ·.,: .. .'. : Kronor 31,000 
8,400,000 kilos of fiour packed in 2,000 effective· 

hours. · 
Cost of ptJt:king #!'USI per kilo ............. , ..... , 0,37 ilre 
Cosl of ptJt:king mo.Uriol: . . . . , . 
Average cost of packing material, consisting of . 

S.O.S. containers of bleached Kraft paper, cor- - ' · · 
rugated cardboard cartons for 25 kilos of fiour,'' 
and necessary strips, per kilo of flour •• : ...• · .... , 1.82 lire 

Total gross cost per kilo for making up .in imall, · · ' 
packages ............ · •.••.. ,., ............... 2.19 ilre 

It has been considered that the cost of packing in 
100 kilo sacks; which naturally is eliminated 
when the mill makes up 'the fiour in sinall 
packages, may be ignored. 

Deduct costa for present packing (100 kilo bag) pr 
_ kilo ................ , ........... , ..••...... 0.60 ilre pr kilo 

UltimtJte eosl per kilo tJt the mill . • , . • • . • . • • • • • • • . . 1. 59 ilre pr kilo 

the consumer's demands for hygiene, quality, and price 
will be satisfied. He will at the same time give to this 
packing a shape and an appearance enSuring easy identi
fication by the consumer, and conveying to him a definite 
impression of the high quality of the goods contained in 
it. 

This will naturally simplify the work of the retail shop ' 
in dealing with standard articles, which will be more 
hygienic and more attractive from the p~int.of vi_ew ~f b~th 
retailers and consumers. Any change m the distribution 
of commodities, however, necessitates studies of market 
conditions, buying habits, and distribution costs, and the 
application to distribution of those rational methods that 
have so greatly cheapened production, and have so largely 
improved the standard of .li~g. ~pecially ~ s;wed~n, 
since the World War. Rationalization of the distribution 
will allow a further improvement in the standard of living. 
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Profitable Marketing Through Scientifically 
Planned Advertising 

FRANK R. COUTANT* 

SUM~IARY 

Sound advertising is a combination of art and scientific fact-finding. The executive 
who plans advertising by intuition may be a genius, but he is a gambler. Analysis of 
the product and its market should precede advertising. 

The Product. New products must be tested for salability. Old products must be 
regularly reviewed and improved wherever possible, or their customers may drift away 
to more satisfactory competitive offerings. This requires that the opinions of customers 
be sought, rather than relying upon executive opinion. 

Package design is an important division of product testing. An oldfashioned dress 
is as bad for the morale of merchandise as it is for a woman. 

If the tests of consumer preference are well planned and executed, sales effectiveness 
will also probably be high. But this, too, should be checked to find out what qualities 
should be stressed in the advertising. 

The Consumer. Those who have made proper studies preliminary to advertising will 
know (a) what proportions of present and/or prospective customers are young, old, or 
middle-aged; (b) how they divide by men and women; (c) and the potentials by the four 
standards of living that are most important marketwise. Then advertising can be pre
pared that will appeal to the right people. 

The Jfarket. · Each market, each village within a market, is a separate marketing 
problem. There may be common denominators, but these cannot be assumed to be 
similar to the reactions of those responsible for the advertising. 

Markets need measuring for each kind of product, to determine the geographical 
pattern and competitive handicaps, so that advertising can be placed economically. 
There must be flexibility in the advertising mediums, so they can be purchased in units 
that provide the kind of coverage wanted. 

Copy Testing. Nearly all of the most successful advertisers have learned to rely upon 
some forms of copy testing. Sound copy testing can be done better by those who have 
basic knowledge of advertising. Copy testing has not passed the stage of being an art, 
but its use will grow as more advertisers are given opportunity to learn at :first hand 
of its advantages and to avail themselves of expert workmanship. 

THERE are about 100 firms in this country whose 
advertising rests securely on the foundation of 
solid facts about the identity, habits and opinions 

of their present and prospective customers, kept up-to
date by research. Significantly, these firms are the leaders 
in their respective lines. Casual opinion attributes their 
success to "advertising," without realizing how keenly 
they study and pre-test every phase of selling and adver
tising. 

It is not the act of advertising that makes firms success
ful: sound advertising is a combination of art and scien
tific fact-finding. "A man's reasoning can be no better 
than his facts," says Chairman Alfred Sloan of General 
Motors. So the executive who plans advertising by in
tuition may be a genius, but he is a gamber. He may be as 
lucky as a sweepstakes winner, but the odds are that he 
will be just another brief visitor in advertising. 

Some steps taken in preparing the most effective adver
tising are here briefly reviewed. 

• Director of Research, Pedlar & Ryan, Inc., New York City, 
U. S. A.; Member of Committee on Distribution, Seventh Inter
national Management Congress. 

Product Study 

Scientific marketing study begins with the product, 
because it is easier to make what you can sell than to 
sell what you would like to manufacture. 

Inventors are prolific in ideas. However, only a frac
tion of 1 per cent of inventions are found by marketing 
testing to be commercially promising. It is a genuine 
joy when we can report that a new idea or invention is 
found to be worthy of advertising support. But many 
tests, including measurements of salability, must be passed 
before this conclusion is reached. Thus the element of 
gamble is minimized; it can never be wholly eliminated. 

Old products as well as new must be regularly reviewed 
to see how well they please their intended markets. Un
less this precaution is taken, and improvements in prod
ucts made whenever possible, customers may drift away 
to more satisfactory competitive offerings. 

Clues to improvements can usually be found by asking 
buyers, "What do you not like about this product (or 
service) even though you use it?" Or, by asking former 
users, "Why did you change to something else?" People 
may be vague and incoherent when asked why they buy or 
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like something, but become specific and emphatic when Competitive advantages require impartial analysis. If 
asked what they do not like. a competitor has won a dominating position in a certain 

Package design is an important division of product section because he makes a product so ideally sUited to the 
testing. An old-fashioned dress is as bad for the morale of needs of its people that yours are at a disadvantage-if 
merchandise as it is for a woman. Sometimes as many he can deliver his goods there at a price below your cost
as 40 or SO alternative ideas are subjected to competitive it may be wise to let him have that territory rather than 
tests to find a new dress for the product. try to b:.;eak into a stronghold at a loss. Concentration 

In package testing, it has been found advantageous to on best markets is the modem selling and advertising 
separate the elements of the proposed new or old package ·philosophy. · 
into compon,ent parts and test each part separately. By Selection of advertising media can be made intelligently 
such practice it may often be revealed that an apparent poly after the geographical pattern of the market has been 
preference for a package may only be a preference for the studied. Sellers of time (radio) and space (magazines 
color of that package. Conversely, a vote against a good and newspapers) try to force the purchase of infiex~"ble 
design may be only a vote against some element within combinations of what they have to sell. Resourceful 
the design. By a careful analysis of each part, it becomes planners of advertising find ways of circumventing them 
possible to determine why some designs are liked better and of spotting advertising where it will do the most good 
than others, and how the second best (which may have at the lowest cost. Billboards, newspapers and local 
exceptionally good display value) can sometimes be r~ independent radio stations are examples of useful' and . 
vised into a winner in popular voting. necessary advertising fiexibility. 

No tests of packaging are complete without a sales test 
before advertising starts. If the tests of consumer prefer
ence are well planned and executed, the sales effectiveness 
will also be high. But this should be .proved rather than 
taken on faith. 

Identifying the Market 

To widely-traveled marketing strategists, talk of· 
national coverage, national distribution, national adver
tising plans, national anything in regard to marketing, is 
only loose talk. Each market has characteristics of its 

- own, based upon racial and commercial origins, climate, 
habits of living, transportation facilities, entrenchments of 
competition, sources of income and current sales poten
tials. 

Large cities are composed of groups of non-homogenous 
villages, each worthy of special study. Business villagers 
of Grand Central District in New Yi:lrk City, for example, 
know little or nothing about the largest negro community 
in the world, less than 5 miles away and part of their own 
city. Two miles away from their offices many become as 
bewildered by market conditions as though they were in a 
foreign land. 

Each market, each village within a market, is a separate 
marketing problem. There may be common denomina
tors that can be used in advertising, but these cannot be 
assumed to be similar to the reactions of those who pre
pare and approve advertising. 

Some markets will prove to be extremely good for the 
product or service to be advertised. Others might more 
profitably be left to competition. Old-fashioned manage
ment considered increased sales volume a sure measure of 
progress. Modem management is just learning that a 
reduced volume can often yield greater profits, through 
reduced costs. Good sales and advertising strategy re
quires that analyses be made to find the markets where the 
sales expense is in profitable ratio to the sales,volume. 

Markets need measuring for each kind of product. 
Hartford, Conn., where the per capita buying power is 
$830, will buy many items that would not sell in New 
Orleans, La., with a buying power of $575. Sometimes it 
is necessary to study the mental attitude of a market 
toward a product before one can decide wisely whether 
to spend or save advertising money. 

Identifying the Customer 

Every company should know (but most do not know) 
what kind of prospective customers are most productive. 
All executives have opinions on this subject; these opinions 
are subject to heavy discount when real sty.dies are iiUide. 
There are articles nationally advertised for years who~ 
makers could not answer accurately the simplest questions 
about the identity of .their customers. Those who have 
made proper studies preliminary to preparing advertising 
plans will know (a) what proportions of present customers 
are young, old, or middle-aged; (b) what proportions are 
men as compared with women; (c) how the market divides 
by the four standards -of living that are most important 
marketwise: e.g., high class, upper middle class, lower 
iniddle class, low class. 

When the market has been identified in terms of evalu
ating the various strata of customers, the next step is to 
determine where these prospective customers will be most 
likely to see and hear advertising. · 

Yes, it's a lot of work, but is it not wise to take some 
pains and to spend, say, 1 per cent of the anticipated ad
vertising appropriation to make sure that the other 99 
per cent will be invested effectively? The most successful 
advertisers do follow this course. 

Testing the Marksmanship of Advertising 

For years advertisers have asked themselves and their 
agencies, "How will this advertising appeal to the pro- · 
spective customers we hope to attract?" Great progress 
has been made in the scientific pre-testing of advertising, 
both for radio broadcasting and for publication. Tech
nical details of how 'these tests are conducted are pre
sented in standard text-books written by leading prac
titioners. They are too lengthy for inclusion in so general 
a discussion as this paper. 

The question that will naturally come to mind is, "If 
there are scientific methods of pre-testing advertising, 
why is not all expensive advertising so tested?" 

Nearly all of the most successful advertisers have 
learned to rely upon copy testing. Many of the unsuc
cessful advertisers content themselves with the assertion 
that there are no reliable tests. Such divergence of opin-
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ion can easily be understood when it is realized that there 
are not more than 20 practitioners in the country who are 
thoroughly qualified to make scientific tests of advertising. 
This little group does not increase rapidly because it re
quires at least five years of time and an investment of not 
less than $100,000 in experimental work to develop a new 
expert. Naturally, concerns who have made investments 
in developing such men guard and pay highly for their 
services. 

It takes more than the will to make tests to find avail
able the skill needed for Grade A testing of advertising, 
but there is a decided advantage to any advertiser in 
experimenting with Grades B, C, and D copy testing, 
which will eventually graduate some more executives to the 
point where they can direct Grade A testing. 

Sound copy testing can be done better by those who 
have basic knowledge of advertising. Obviously, it is 
easier for one well seasoned in advertising to learn copy 
testing than to teach advertising to those who have first 
tried to master copy testing. Leaders in the art are 
themselves usually skilled, if not brilliant, creators of 
advertising. They know well that some sales messages 
can be impressed quickly, while others must seep in 
slowly. Hurrying the mental processes of the prospect 
sometimes leads to a decision not to buy, for people in
stinctively put up defense mechanism when the vendor 
presses too hard in his anxiety to sell. 

Copy testing has not passed the stage of being an art. 

It may become a science when we have a fund of accum
ulated knowledge to pass on through teaching. 

Copy testing is one of the fundamentals of scientifically 
planned advertising, and its use will grow as more adver
tisers are given opportunity to learn at first hand of its 
advantages and to avail themselves of expert workman
ship. 

Conclusion 

The advertising profession directly and indirectly has 
done an immense amount of good in fostering better mar
keting methods as well as better advertising-for the two 
are inseparably linked. Better marketing and better 
advertising are a distinct contribution to the national 
social welfare. Greater advertising and selling efficiency 
reduces selling expenses, permitting savings to be used to 
reduce prices and expand markets by bringing goods or 
services within the reach of more people. Wider markets 
and greater consumption of goods promoted by lower 
prices will lead to expanded manufacturing and more em
ployment, which is one of the keenest needs of this era. 
So far, only a small minority of companies have taken the 
necessary steps to bring their selling and advertising up 
to the plane of their manufacturing efficiency. But the 
example of these few presents the one argument that all 
business can understand-they are consistent earners of 
profits. 
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The Role of Control and Measurement in 
Advertising Management -

NEIL H. BORDEN* 

SUMMARY 

T~s pap~r outlines ~e need for control and measurement of advertising and indicates 
the difficulties that ~re mvolved. It reviews the t~~9-ues that have been developed, 
:first, to help dete~e ~e proper place for advertlsmg m_ a. program through measure
ment of profit c~~tribution;. secondly, to get a control and measurement of the various· 
p_hases of advertismg operatu~ns, such as selection of appeal, copy approach, media, and 
siZe and frequency o_f advertisements a~~ guide to improving them and to getting as 
m~ch .return as possible from an advertlsmg expenditure, even through the profit con-
tnbution may not be known. · . , ·. . 

Only in the mail-order type of business can a management get what might be termed 
an accurate mea~ur~me~t of advertising's profit contribution to the sales program. For 
other types of distribution, management must try to evolve sensitive checks upon sales ·· 
res~ts, expenditures, ~d competitive position to guide its operations. Upon a com
panson of results obtamed from different volumes of advertising and from different 
advertising procedures rests the hope of getting a clue to advertising's sales and profit 
contribution. ·When ady~rtising's ~art is- small in a m,arketing, program, or when the_, ··. ,· 
sales response to advertiS~g. e~ort IS ~ow, the answer regarding effectiveness is' likely , -
~o be vague. . When advertismg s paz:t IS la!ge and the sales response is quick, the answer 
IS more certam. · ' · · 

In measuring the aspects of advertising operations, management is greatly handicapped 
by its inability to measure sales effectiveness. Only in inquiries to mail-order advertise
ments has it opportunity to guide operations on the basis of the known profit contribu
ti.on of advertisements. Analyses of sales tests of indirect action advertising campaigns 
giVe vague answers because of the difficulties of controlling the numerous variables 
affecting sales response. . Evidence of consumer interest and attention to advertising is 
found in inquiry, recognition, recall, and consumer opinion tests. Rightly tiSed, these 
have been helpful in guiding copy approach._ · · 

OBVIOUSLY, business management should aspire 
to have as effective control over advertising as 
over any operation it employs. ·In order to know 

what it is getting for its money and to increase returns 
from its expenditure, management needs for advertising 
dependable techniques for measuring results, sensitive 
records to show accomplishment, and accurate standards 
against which to judge attainment. · 

Unfortunately, in its quest for effective and predictable 
advertising, management cannot hope for any set formula, 
either for an advertising plan as a whole or for individual 
advertising messages. Change is of the essente of ad
vertising. Accordingly, the advertiser is forced to proceed 
to a considerable degree on a basis of continual experi
ment. He may follow a plan of advertising so long as 
results are profitable and he appears to be holding his 
own in the competitive battle; but he should, if possible, 
have se!lsitive guides to tell him of changes of position in 
order to know when it is wise to devise new promotional 
strategy. Even though' be cannot make continuous use 
of a single advertisement which measured experiment has 
told him is good, yet be should hope to derive from meas
ured experiments a set of guiding principles to help him 

• Professor of Advertising, Graduate School of Business Admin
istration, Harvard Univen;Sty, Boston, Mass., U. S. A. 

in constructing advertisem~nts that will be effective; and 
he should have a scheme of continuous measurement of 
advertisements to see whether his theory of construction 
remains valid. 

The measurement of advertising effectiveness is com
plicated by the fact that advertising is not a thing apart. 
Productive advertising emanates not merely from the 
writing Ol' broadcasting of appealing advertisements in 
effective media, but from the skillful building and proper 
direction and coordination of an entire marketing plan 
in which various forms of advertising are joined with other 
promotional ingredients to attain a final sales result. 
Furthermore, the suitability of the product and the price 
at which it is offered have a vital influence on the sales 
results. Advertising management really means marketing 
management. 

In devising its marketing plan, management needs an 
understanding of the part each selling and promotional 
element might play in the program and the burden that 
should be placed upon it. As a result of experience and 
of analysis of consumers' buying habits and attitudes and 
the buying habits of the trade, advertising is given its 
rOle in the marketing formula. The part of consumer 
advertising often must be appraised not merely from the 
standpoint of its effect on consumers but also from that 

103 



of influencing the trade and giving a sales organization a 
weapon other than the product's merit to wield in its 
selling efforts with tradesmen. On this judgment of con
tribution to a selling plan basically depends the amount 
of money which will be appropriated for advertising and 
the way in which it will be spent. 

Within the framework of devising a workable marketing 
plan lies the more narrow phase of advertising manage
ment, the aim of which is maximum efficiency in strictly 
advertising operations. This objective requires a search 
for: 

(1) Selling appeals most likely to influence those to 
whom advertisements are addressed. 

{2) Techniques for effectively presenting the appeals 
to create the desired impression or to induce 
the desired action. 

(3) The combination of size and frequency of adver
tisements that will produce the maximum 
effect. 

(4) The most efficient media available, as judged on 
a basis of cost in relation to influence upon 
consumers. 

Note then that in its drive for efficiency and elimination 
of waste in advertising, management must think of meas
urement and of control on two planes: 

(1) It must seek measurement and control over each 
individual phase of advertising, as just listed, 
because only as each individual operation in 
the entire marketing plan is done well can 
management hope for maximum efficiency in 
its operations as a whole. 

(2) It must seek measurement and control over the 
coordinated marketing program, of which ad
vertising is only a part. It must set up means 
of checking the functioning of its entire mark
eting plan, which may be looked upon merely 
as an operating hypothesis regarding pro
cedures to follow to induce desired behavior of 
sales organization, tradesmen, and consumers, 
ending in final sale of merchandise at a profit. 
It should have some standards to indicate when 
changes in the marketing formula appear 
advisable. 

This concept of different planes of control is helpful, for 
it makes evident the desirability of seeking a means of ob
taining maximum efficiency in each segment of advertis
ing operations, even though the profit contribution of 
that operation to a final profitable marketing venture may 
not be susceptible of exact measurement. 

Let us examine now the progress made in evolving 
techniques: first, to measure and properly place advertis
ing as an element in the complete marketing program; and 
secondly, to measure, control, and improve the various 
detailed parts of advertising operations. 

The ideal of management, of course, is techniques for 
measuring the exact profit contribution of each element 
of a marketing program. If these were available, it would 
be possible not only to strive for maximum efficiency of 

of promotional effort, selling a product subject to a con
stant change of competitive conditions, of purchasing 
power, and of consumer and trade attitudes, exact meas
urement of the contribution of various elements of the 
program to final sales volume and profit is usually impos
sible. :Management is forced to a scheme of carefully 
measuring the final results of its combined selling efforts, 
sales and profits, and of appraising as best it can the part 
played by each type of effort. 

Detailed records of sales, the final evidence of the be
havior which the marketing plan is to induce, and records 
of the expenses involved in making those sales, are the 
sources of facts for appraising advertising's place in the 
program and for seeking to adjust advertising to the plan's 
needs. It is not necessary in this paper to go into detail 
regarding the development of techniques of sales planning, 
budgeting, and construction of sales potentials, because 
they are dealt with in other papers being delivered to this 
Congress. Whatever is brought out there regarding bene
fits from sales budgeting and development of sales poten
tials will apply as much to advertising as to other types 
of selling efforts. 

Under a plan of budgetary control by marketing areas, 
management attempts to adjust the volume of advertising 
as well as of other selling and promotional efforts to the 
needs of each sales territory. Such attempts at adjust
ment should reduce inefficient and wasteful advertising 
expenditure and bring advertising usage more in accord 
with its place in a marketing plan, even though Jiianage
ment may not know from such records whether the ad
vertising is contributing in sales more than its cost. At 
least under such a scheme, management will know whether 
it has, in each of its marketing areas, a profitable market
ing formula. Moreover, management has a guide to tell 
it when to change the marketing formula. 

Some large organizations in recent years have found a 
valuable supplement to their sales figures in the periodic 
reports of sales in a sampk of retail stores in sekcled areas, 
not only for their own brands of products, but also for 
competing brands.1 Or a survey of recent purchases may 
be taken from an adequate sample of consumers. Such 
records are valuable because they reflect more accurately 
what is occurring on the actual sales front than do the 
manufacturer's own sales figures. They show the degree 
to which current promotional methods are actually induc
ing a consumer response, whereas a manufacturer's own 
sales records do not show this accurately because of the 
lag between trade orders and consumer purchases. More
over, they provide a picture of consumer buying behavior 
not only" for a company's own brands but for competitors' 
brands also. Thus management is in a position not only 
to appraise the success of its own promotional formula but 
that of its competitors as well. From a study of current 
positions and trends, management is in a position to 
determine whether changes should be made. 

Having noted the techniques available for checking the 
success of a selling plan as a whole and for obtaining a 
guide to possible difficulties, let us examine how manage
ment may attempt to learn something regarding the 
specific profit contribution of advertising. 

each operation, but also to judge whether an element was 1 For a discussion of this type of market report, see ''Profits from 
worth while in the marketing plan. Marketing Research," by F. K. Leisb, Blllldi• c. M. 2-1, American 

But for a marketing program composed of many types Management Association, New York. 
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In the mail-order business or in businesses employing 
advertising for the sole purpose of getting leads to pro
spective buyers, the profil contribution of advertising to 
the business is readily determinable. For every advertise
ment, and hence for the whole advertising program, ac
curate sales results are traceable as a result of keyed 
responses.1 Accordingly the cost of advertising can be 
compared with the profit that comes from sales. Under. 
such a scheme, advertising is employed only as long as 
the sales obtained provide a margin that will more than 
absorb advertising expense. A quick and accurate check 
on the results predicted for an advertisement can be had •. 
The situation is ideal for controlling advertising and for 
experimenting to find ways of improving returns or of 
keeping the cost of returns within the prescribed limits. 

For other types of sales programs, the relation between 
advertising and sales is not so directly evident. In such 
cases, the advertiser may endeavor to ascertain the profit· 
contribution of the advertising part of his program by 
experiments in which advertising efforts are varied while 
other factors affecting sales are held constant, so far as is 
possible, or are allowed for. The experiments may be 
carried on in either of two ways: (1) by changing the 
amount or type of advertising in any given area over a 
period of time; (2) by varying the amount or .type of 
advertising in different areas for which sales results and 
expense figures are vailable. 

The results obtainable from such experimentation are 
not as a rule highly satisfactory. The chief difficulty is 
that the variables affecting sales, other than mere volume' 

_of advertising, cannot be held constant. Accordingly, a 
management does not know how to appraise the results: 
of the experiments.• It cannot know how much allowance 
is to be given to changing factors other than advertising, 
and the troublesome question persists as to whether all 
variables have even been considered. Rough approxima
tions may be drawn, but precision in measurement is 
lacking. · 

Another troublesome ·difficulty in such experiments is 
the time necessary for advertising or the lack of advertising ' 
to display its full effect on sales and profit. This difficulty·· 
accounts in part for the fact that advertisers proceed for -
long periods of time with no more than a priori reasoning 
to guide them in the use of certain types of advertisements 
which are very indirect and slow in action, such as institu
tional advertisements. 

• For discussion of methods of such businesses, see: 
Borden, N. H., Problems in Adverlising (cases of Rand Com

pany, Harvard Economic Service). New York: McGraw-Hill Book 
Company, 1937. 

Caples, John, Tested Advertiting MeJhotls. New York: Harper 
& BrotheiS, 1932. . 

Falk., A. T., "Analyzing Advertising Results," Hai'TKJrd Business 
Re~~iew, Vol vn, pp. 185 and 312. 

Gundlach, E. T., Facls and Fetishes in Advertising. Chicago: 
Consolidated Book Publishers, Inc., 1931. 

Hopkins, C. C., My Life in Adverlising. New York: Harper & 
Brothers, 1926. 

Shryer, W. A., Analytical Adllerlising. Detroit: Business Service 
Corporation, 1912. 

• An analysis which shows the difficulty of tracing the sales efiect 
of varied volume of advertising will be found in Markeling Policies 
of lhe California W olnul wowers Association, by H. C. ~ensley and 
N. H. Borden, Bulletin No. 10, Farm Credit Administration, Wqh
ington, D. C. 

Whenever the burden placed upon advertising in the 
sales program is relatively small, or whenever the number 
of sales that might be expected in a given period is re
stricted because of It limited number of prospects orinfre
quency of purchase, the chances of learning much about 
the sales contribution of advertising from a differential 
experimel\t are small.· A variation in advertising effort , 
in such cases does not produce enough effect on sales to . 
j>ermit confidence to be felt in the experimental data, in'· 
view of the difficulties met in controlling variables which 
have a much heavier influence on sales than does adver
tising. 

In those marketing programs in which advertising has a 
relatively large and a relatively quick effect upon sales, : 
however, the attempt to get light regarding advertising's' 
profit contribution through differential experiments is not . 
so hopeless, even though the measurement of contribution.· 
ts not exact. For example, in the cases of certain grocery . 
and drug specialties and cigarettes, for which advertising 
plays an important part in consumer response, the dif
ferences in the volume of sales in different periods or in · 
different areas under different volumes and programs of 
advertising provide clear· evidence of advertising's con
tribution to sales, although it cannot be said that even 
here management has a refined tool for measurement. . · 

So much for management's control over.,the sales pro-· 
gram and the drive for finding advertising's place. Let us . 
now ~ote what techniques have been evolved tO control the r 
various phases of strictly advertising operations in order that' 
each may be done well and that management may get 1 

the most from its expenditure, even though it may not 
be certain what the profit contribution of the expenditure . 
is. . Since advertisements must be measured as entities, · 
let· us consider methods of measuring appeal and tech-' 
niques of presentation together. · · · 

Inasmuch as all consumer advertising is designed in · 
the end to lead to consumer action~ the ideal evidence 
with regard to the effectiveness of advertisements would 
be found in consumer behavior, the behavior of purchase .. 
To what extent is this evidence ascertainable; to what 
extent must the advertiser accept less satisfactory evi-
dence? · 

For advertising of the mail-order type, in which the 
relationship between consumer response to advertisements ' 
and sales, and accordingly profits, is definitely ascertain-· 
able, management can attain th~ id~ of varying ~e 
appeal and character of presentation m accordanc~ Wlth 
sales effectiveness.' In the traceable respopses IS the 
basis for measurement of effeet of the important variables. 
All that is necessary when evidence of the effect of any 
variable is being sought is care either in keeping other· 
variables constant or in making proper allowance for them. 
It becomes possible under such conditions for management 
to constrqct advertisements with a relatively high degree 
of predictability of responses and profit contribution. 
The management can check results to 1~ when ch~gin? 
conditions or continued usage of a certain approach mdi
cate waning effectiveness and thus can be led to new ex- . 
perimentation to find an advertising approach which will 
induce profitable consumer response. In such a scheme 
the advertising hypothesis is subject to constant check. 

Another category of advertisements employed by manu-

' For references on mail-order methods, see footnote II 2. 
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facturers seeks direct inquiries frOflll readers fur informatioll 
designed to indua purcAoses frOflll the trade.5 Responses in 
these c:ases can be traced to specific advertisements, but 
the sales value of such responses is not evidenL But 
even though the sales value of the inquiries is not kno~ 
it is evident that, so long as such marketing strategy is 
employed, it is highly desirable for the management to 
try to increase the number of responses received for each 
dollar of advertising expense. In attaining this objective 
the keyed responses are valuable. 

Partly to get evidence as to consumer interest in their 
advertising, and partly to provide a means for placing 
samples or sales literature in the hands of purchasing 
prospects, manufacturers in recent years have turned 
more and more to the strategy of making some offer calling 
for direct action in what are essentially indirect action ad
vertisements. This practice raises the issue of the value 
of such responses as an indication of the effectiveness of 
such advertisements.' 

As stated, these advertisements are essentially of the 
imlirecl action type. The management expects no imme
diate purchases of its products to be made by the persons 
who read or hear its advertisements. The direct action 
offer carried in them is ordinarily not given much promi
nence. The advertisements are designed primarily to 
build around a brand mental a&;Ociations which will be 
conducive to buying. Subsequent stimulus of some kind 
must be relied upon to bring buying action, although the 
mental a&;Ociations built up may contribute materially 
to the ultimate buying :response. 

The inquiries received from advertisements of this kind 
are not records of sales. The total effect of the advertise
ments is not limited to their effect upon those who write 
in. -The question raised is whether the number of inquir
ies received from different advertisements provides an 
index of their relative sales effectiveness. -

As yet no one has given clear evidence that the number 
of inquiries received from different advertisements is an 
index of relative sales effectiveness. Yet, whenever in a 
series of advertisements the offer is not given undue prom
inence, the number of inquiries would appear to provide 
evidence of the relative degrees to which the various 
advertisements had been seen and had induced reading. 
Often the differences in the number of :responses to the 
same offer in different advertisements are amazing. 

Even though it is not definitely established that varia
tion in number of inquiries is certain el-idence of the rel
ative sales effectiveness of what are essentially indirect 
action advertisements, yet many advertisers are using 
inquiries to guide their selection of appeals and their copy 
presentation, in th.e belief that it is better to proceed with 
this evidence of consumer reading of advertisements than 
to proceed with no evidence at alL And in this belief I 
concur, so long as the inquiry producing offers are not 
given an emphasis which detracts from the main objective 

I For a discussion of such a case, see ProlJler&s iA .Atlw:rtisilrt. by 
Neil H. Borden. McGiaw-Bill Book Company, New York, 1937, 
pp. 458 fL 

1 For a disrnssi«m of the use of inquiries of this type, see: 
Rudolph, H. J., Ftn~r Millimll111Juiriufr- Ma:amu AtbenU. 

.ats, New York, Columbia University Pless, 1936. 
Hensley, H. C., and Borden. N. H., JltJTidU.t Policia II/ 1M 

Califonr-iiJ. JJ"almll Grtn«n A.ss«ialiml. Washington: Farm Credit 
~ Cooper.uive Division. Bulletin No. 10, 1937. 

of the advertisements in building mental associations, and 
so long as the prominence of the offer is uniform in all 
advertisements. 

Another type of evidence regarding cor..:surrur resJHmse 
to indirect action tulflerlisemnsls is had in reports of the 
degrees to which consumers reoognize ha1riog noticed and 
read advertisements and of the degrees of their recall 
when name identifying marks have been remoYed from 
the advertisements. l:nder this scheme consumers are 
asked to indicate in periodicals which they have read the 
advertisements which they have noticed and the extent 
of their reading.7 Such reader reports are now available 
for leading magazines on a regular commercial basis; and 
if desired, recognition or recall tests can be made readily 
for advertisements in widely circulated periodicals. 

As with the inquiry data just d.iscussed, recognition and 
recall tests are not definitely established as measures of 
sales effectiveness or profit contribution of advertisements. 
Yet again we find many advertisers using such evidence 
on the ground that to build advertisements on the basis 
of appeals and techniques which are known to attract 
the attention and interest of readers is better than to pro
ceed with an hypothesis of advertising building against 
which there is no check. 

A related type of measurement which has proved valu
able ia pidint radio tul'llerlisint is the Sliney as to lislmi"t 
habits of t:OISSII1IIt:Ts. Periodic checks of listening are not 
measurements of sales effectiveness, but they permit the 
broadcaster to estimate the size of his audience, to know 
how his program stands in relation to other programs, and 
whether trend of listening is up or down. 1 They can guide 
him in building a program and enable him to check how 
well he has builL 

Still another technique for measuring roughly the ef
fectiveness of different copy approaches and appeals, and 
one undoubtedly of considerable value for products for 
which advertising plays an important part in sales and 
enjoys a quick response, is found in soles tests in which 
the main differentiatioa in marketing procedures between 
areas or in time periods is found in the advertising copy 
approach. Tne records for such sales tests are generally 
secured from a check of retailers' sales. as mentioned 
earlier. 

The shortcomings of tests of this kind already have been 
given. The proper control of the variables or allowance 
for them is most difficult. Unless the advertising is very 
quick in inducing response and the differences in sales 
results are considerable and appear clearly to be attribu
table to the varying copy approaches, then the test cannot 
mean much as a measure of copy effectiveness. Thus far 
such sales tests as a means of checking the relative effec
tiveness of copy approach have not been highly successful.. · 
Their value has lain rather in checking the likelihood of 
success of a whole marketing plan, particularly in the 
launching of new products. 

In addition to these techniques, which are those most 

7 For a disnJ55ioo. of this type of testing. see: 
Fbth, L E., Testi•t A~. New Yolk: McCnw-Bill 

Book Company. 1934. 
Sandage. C. lL, Athenisi.t T~ lUll Proaiu. Q.icago: 

Business Puhlicatioos, IDe.., 1936. 
• For a diccussion of such cheds. see "M~ Radio Aodi

r:ncrs," by John J. Karol, P~ Id, November 19, 1936. 

106 



widely applied, are certain others, to which only reference · Whether a. fully satisfactory and va.lid rating scale of 
can be made. this type ha.s been developed I cannot say, for~ yet those 

The method of pretesting by a. consumer jury still lacks who have worked with such a. scheme have not disclosed 
adequate pro_of of its validity for predicting relative sales their evidence. 
effectiveness of advertisements. 8 The reliability of the When it comes to measuring tire sales effectiveness of 
consumer jury method a.s applied to .indire~t 'action ad- size and frequency of advertisements, the situation is not a. 
vertisements has bP.en tested by comparing rankings based happy one. Most decisions regarding size and frequency 
on inquiries or reader recognition tests with rankings are based on a priori reasoning regarding the amount of 
obtained from consumer juries. But such experiments -space needed to make the desired impression, or on the 
have not indicated the methods' value for measuring rela- dictates of a limited appropriation. Evidence to support 
tive sales effectiveness, for neither inquiry rankings nor or disprove such hypotheses comes primarily from sales 
the consumer reader report rankings are . known to be records. The answers a.s to relative effectiveness are 
rankings of sales effectiveness. In so far as ratings by the usually vague. This condition, of course, does not apply 
consumer jury test method have correlated highly with to the mail-order type of advertising where the effect of 
the known sales effectiveness of advertisements, i.e., mail- changes in size and frequency can be determined by test. 
order· advertisements, there still remains the question of It must be added also that, in the ca.se of indirect action 
whether the ability of a consumer jury to rank mail-order advertisements, analysis of inquiries and tests of reader 
advertisements is proof of its ability to rank indirect action recognition and recall may give some evidenc~ regarding 
advertisements. Moreover, there remains a question as the effect of size and frequency. · 
to whether the method is reliable for detecting other than Only the briefest reference can be given to methods of 
wide differences in effectiveness. In spite of these uncer- · meaiuring: the effectiVeness of advertising media~ First of 
tainties, many advertisers are using consumer jury tests· all considetable progress has beeri made in providing in-. 
in conjunction with other measuring methods in their '.fo~tion which will help the advertiser determine to 
search for guides by which to improye their advertising.' 'what extent various media will ·reach those whom . he 

Recently much discussion has been devoted to the pos- wishes to address. . As contrasted with former timt;s, the 
sibility ~f developing a technique ~or. rating. advertisements · advertiser has better huormil.tion also .bY which to judge 
by sc.onng elements ~nd charactmstus wh~~~ affect sales. the possible reader interest of different media. Hence, 
effect~veness. Ever smce students. of. advertiSing began to 1 ti · n the basis of J prior'i consideration can give 
dissect advertisements to determine how they should he . ~o:~e~~~~ romise that. media selected will do the de-
constructed, such formulae have . been sought. Books . • P • • . b . bull 

_without end tell us the characteristics of a good headline; · sired JOb! proVIded an eff~tive message can e t. . , 
of good copy, and of good layout. Every serious adver- -· When.tt ~omes t? measunng exactly the part !hat par
tising writer attempts to apply those guides to advertising ticular media play m the sales results, the advertiser faces, 
construction and in his development of guides tries to all the difficulties that have been enumerated abov~. For 
emulate adv'ertisements which apparently have been ef- advertisements providing traceable res~onses; an td~ of 
fective. Difficulty has lain largely in getting unmistak-. relative effectiveness of .different media can be gtve~. 
able evidence of advertising effectiveness for. advertise- Otherwise, the advertiser must rely largely u?on the dif
ments other than those of the direct action or mail-order .ferential type of analysis which we have mentioned before 
type. · · with all the uncertainties that this involves. . · · 

The new wrinkle is to build a list of desired characteris- From this survey of the r6le of measurement in guiding 
tics to each ~f w~ch is given a ma~e~tic:'-1 valu~ in advertising procedures, we can r~dil?' unders~d why 
accordance wtth tts probable effect m mducmg .desrred there is so much uncertainty and risk mvolved m the use 
consumer response. The total value of an adver~se~:nt of advertising. ,The need for refining techniques of. con
thus is repres~nt~d by the sum of ~e values of the.tndtVId-. trol and measurement is great, and it is heartening to see 
ual charactenstics. Thus a grading of advertiSements, th • · drive that has been made in the last 10 years. 
previous to publication is sought, a grading intended to be t e :~zm~ oved methods of measurement and con-· 
indicative of sales effectiveness.10 0 

1 
eve op tmpr , . · . . 

tr~~rsonal observation leads me to believe that the ad
vertisers in this country who are most successful are those 
who ·are making use, when practi~ble, of ~e t~qut;s 
which have been outlined. Therr . adver~smg. policy 1s 
one of constant experimentation Wlth pa~staking .effort 
to :find actual evidence of consumer behaVIor .bY which to 

• For a discussion of such tests, see A Test of lhe Consuttm' Jury 
Melhotl of Ranking Atlverlisem6tlh, by N.H. Borden and 0. S. Love
kin, Harvard Business School, Division of Research, Business Re- · 
search Studies No. 11, 1935. · 

10 For a description of such tests, see Atlverlising Theory and 
Practice, by C. H. Sandage. Chicago: Business Publications, Inc., 
1936, p. 497 ff.; "Townsend and Townsend, Inc.," by James S. 
Tyler, Atlllerlising and Selling, February, 1938. judge results. 
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The Growth and Function of the Advertising 
Agency 

STANLEY RESOR* AND WILUAM G. PALMERt 

SUMMARY 

This paper outlines the evolution of the advertising agency from the early stages of 
"space hawking" and "idea hawking" to the present day status of professional coun
sellor responsible for the long range success of advertising policies. 

This evolution has been rapid in the last 20 years because the increasing complexity 
of distribution and selling problems, the increasing necessity for creating mass desires to 
make possible economics of mass production, and the introduction of new advertising 
media-radio, comics, motion pictures-have all sharply focused the attention of man
agement upon the need for balanced counsel of specialists in formulating sound adver
tising policies, in creating effective advertising and in selecting the most effective media. 

The functions and specialized departments of the modem advertising agency are 
outlined in detail in relation to the growth and complexity of national advertising. Total 
volume has grown five-fold in 20 years reaching approximately $550,000,000 in 1937. 
The battle for attention of the consumer is constantly growing more involved. In four 
years, 1933 to 1937, the 30,000,000 United States families further divided their attention 
among: 

32,500,000 additional magazine and 85,900,000 additional newspaper copies 
per month. 

32,000,000 additional movie attendances per week, plus many additional hours 
of radio listening and auto driving. 

Selection of the best means of reaching and influencing prospects now requires factual 
analysis and research. 

Unemployment, as a new problem challenging industry and advertising, is discussed in 
light of the growing realization that new employment for the labor released from the 
production of necessities through technological improvements depends on the expansion 
of the wants of the people. Failure to open useful channels for employment is breeding 
social unrest and distrust of business and finance. Forward thinking advertising agencies 
are studying these problems and the means of mass communication with a view to creating 
better understanding between companies and their stockholders, employees, customers 
and the general public. 

I
T WOULD not be at all remarkable if there were 
among major executives and management officials 
of industry a widely varying degree of understanding 

or misunderstanding of just what an advertising agency 
is and how it functions. 

Do you look upon your advertising agency as a sparkling 
fountain of bright ideas, clever slogans and pretty pic
tures, or do you regard it as your professional counselor 
responsible for the long range success of your advertising 
policies; policies which can succeed in the long run only if 
they are based on an intimate knowledge and constant 
scientific study of the product itself, the potential con
sumers and the most effective ways of influencing these 
consumers? 

The increasing complexity of distribution and selling 
problems, the increasing necessity for creating mass de
sires to make possible the economies of mass production, 
the introduction of new advertising media-radio, comics, 
motion pictures-all these forces have contributed to the 

• President, J. Walter Thompson Advertising Corporation. 
t Vice-President, J. Walter Thompson Advertising Corporation, 

New York City, U.S. A. 

evolution of the advertising agency through the various 
stages of "space hawking" and "idea hawking" to the 
modem professional organization offering the balanced 
counsel of specialists in formulating sound advertising 
policies, creating effective advertising and selecting the 
most effective media. Since a large part of this evolution 
has occurred in the last 20 years one can appreciate that 
there still exist varying conceptions of the functions of 
advertising agencies just as there are still agencies repre
sentative of the various stages of the evolution. 

While advertising itself is as old as history, the history 
of the advertising agency in America goes back only to 
the early 1840's. At that time, an advertiser who wished 
to place advertising outside of the immediate locality in 
which he did business had no means of doing so other than 
direct communication with publications in other localities, 
about which he had no organized information. National 
advertising was virtually unknown. Seeing on the one 
hand the potential in advertising of this type and recog
nizing in this situation a basis for profit, there was a 
succession of small organizations formed whose business 
it was to represent groups of publishers on a commission 
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basis, and thus make it possible for the advertiser to deal 
with one office in the orderly purchase of advertising space 
over a wide area. 

These firms prospered as advertising expanded through 
the availability of the space buying facilities which they 
offered. As time went on, certain of these "agencies" 
became exclusive representatives of groups of newspapers 
or other periodicals. Some began to buy blocks of space 
in periodicals for their own account and then to resell 
this space to advertisers at such prices as they were able 
to get for it. There was an almost complete lack of 
standardization of rates. 

This sort of activity continued to be their main business 
until the early 90's. Brief and sketchy as the review is, 
I do not want to go on without mentioning some of the 
outstanding names associated with the business during 
that period. Volney B. Palmer was the first, and among 
the others were George P. Rowell, N. W. Ayer and Son, 
Lord and Thomas, Carlton and Smith, and J. Walter 
Thompson. It is interesting that three of the largest acf.. 
vertising agencies in the country today bear the names of 
three of these early pioneers. 

In the period immediately following 1900, events took 
place which resulted in the beginnings of the advertising 
agency as we know it today. During the earlier period, 
agencies were competing with one another primarily on 
the basis of one being willing to sell space at a better price 
than the other. Now, starting with an epoch-making 
contract made between the Curtis Publishing Company 
and an agency (1901), the policy of publishers grew_ apace 

- in fixing definite rates for their space to all agencies, paying 
fixed commissions· to acceptable. agencies and refusing to 
allow the agency discount to advertisers direct or to un
acceptable agencies. I quote here James W. Young's 
comment on this transition, quoted from his book, "Ad
vertising Agency Compensation," published in 1933: 

· While the provisions of the Curtis contract, and of other publica
tion agreements with regard to rate-cutting by agents, proved diffi
cult of complete enforcement, they radically _and rapidly altered the 
agency picture. They strengthened the hand of the service agency 
and made rate-cutting furtive 'and illegal. They protected the agent 
against the publisher's own competition .••• Competition between 
agents swung to an emphasis on the agent's ability to make adver
tising pay the advertiser .... The agents who competed on this 
service basis began, after 1900, to attract attention by the number 
of outstanding advertising successes with which they were con
nected. Their volume of business began to grow at the expense of 
agents who were unable or unwilling to meet the new demands. 

In the process of evolution which followed during the 
decade 190Q-1910 there developed a general adoption by 
agents of a policy of working exclusively for one adver
tiser in a given line of trade. This definitely marked a 
new conception of the advertiser-agency relationship. 
The agent now began to be looked upon by the advertiser 
as guide, counselor, and friend, and the relationship 
gradually grew into intimacy and confidence. . , 

Thus, less than 40 years ago, the business which we now 
know as the advertising agency business was started on 
its career of broad, intimate and effective relationship 

, with American industry, and its evolution into the present 
day agency has been most rapid in the last 20 years. The 
newness of recognition of advertising problems is evi
denced by the fact that prior to 1915 no reliable figur~s 

were available on total national advertising volume. 
From 1915 to 1937, however, national advertising in the 
United States has grown in volume from $100,000,000 
to $550,000,000. And, more important, American in
dustry has established a record in increased volume, mass 
production, efficiency in operation, reduction in consumer 
prices, creation of known values in trade-marked products 

-which are a guarantee of quality to the consumer, and in 
aiding to establish a national income base which has made 
possible a standard of living such as has not been dupli-
cated elsewhere in the world. · 

In all of this advertising has played an admittedly vital 
part. Practically the entire volume of national adver- . 
tising in this period has been prepared by and placed 
through advertising agencies. As evidence of the size 
and scope of some of the larger agencies, I may be par
doned·for mentioning the fact that the agency which I 
know best has 8 offices in the United States. In addition 
it has offices in Canada, England, France, Belgium, Hol
land, Roumania, South Africa; Australia, India, Brazil, 
and Argentina. These various offices have a total of 
approximately 1200 employees. 

The changing habits of the people and the increasing 
mechanization of both industry a~d agriculture are con
stantly placing an increased burden upon advertising as a 
selling and educational force. In general, costs of dis
tribution and selling have not lowered so rapidly as pro-. 
duction costs, hence there is continuing opportunity for 
effective advertising to assist in lowering these .costs as 
well as the costs of production. Advertising is a selling 
force which, through· creating consumer preference and 
demand, short circuits other selling and distributing costs 
that othe~se would be necessary ... To the extent that 
each dollar of advertising can be made more . effective 
these econonues will result. . Upon the advertising agency, 
therefore, there falls increasingly the responsibility of 
knowing, rather than guessing, how best to influence. the 
consumer economically. . . ' · 

The selection of the best means of reaching and influenc- ' 
ing the prospects for a particular product is increasingly 
dependent upon factual analysis and research. The bat
tle for attention-for a hearing on the part of the con
sumer-is becoming more and more involved. In the four 
year period from 1933 to 1937, for exa,mple, the 30,000,000 
United States families further divided their attention 
among: 

32 500 000 additional nni.gazine copies per month 
, J • th 

85,900,000 additional newspaper copxes per mon 
32 000 000 additional movie attendances per week 
6:ooo:ooo additional automobile registrations 
7,500,000 additional radio equipped homes 

This leads to an examination of the functions of the 
present day advertising agency. They are defined as 
follows in the Agency Service Standards as adopted by 
the American Association of Advertising Agencies: 

Agency Service consists of interpreting to the public, or to that 
part of it which it is desired to reach, the advantages of a product 
or service. 

Interpreting to the public the advantages of a product or service . 
is based upon: 

1. A study of the product or service in order to determine the 
advantages and disadvantages inherent in the product 
itself, and in its relation to competition. 
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2. An analysis oi the present and potential market for which 
the product or service is adapted: 

As to location 
As to extent of possible sale 
As to season 
As to trade and economic conditions 
As to nature and amount of competition 

3. A knowledge of the factors of distribution and sales and their 
methods of operation. 

4. A knowledge of all the available media and means which can 
profitably be used to carry the interpretation of the product 
or service to consumer, wholesaler, dealer, contractor, or 
other factor. This knowledge covers: 

Character 
Influence {Quantity 
Circulation ............... Quality 
Physical Requirements Location 
Costs 

Acting on the study, analysis and knowledge as explained in the 
preceding paragraphs, recommendations are made and the (ollowing 
procedure ensues: 

5. Formulation of a definite plan. 
6. Execution of this plan: 

a) Writing, designing, illustrating of advertisements, or other 
appropriate forms of the message. 

b) Contracting for the space or other means of advertising. 
c) The proper incorporation of the message in mechanical 

form and forwarding it with proper instructions for the 
fulfillment of the contract. 

d) Checking and verifying of insertions, display or other 
means used. 

e) The auditing, billing and paying for the service, space 
and preparation. 

7. Cooperation with the sales work, to insure the greatest effect 
from advertising. 

In order to render service of this magnitude and scope, 
the modern advertising agency must have a wide variety 
of departments, each under the direction of a highly 
trained specialist and with a staff whose experience is 
focused on the special phase of advertising or marketing 
to which the department is devoted. The three major 
departments devoted directly to the production of ad
vertisements are, of course, the Copy or Editorial Depart
ment, the Art Department and the Mechanical Depart
ment. In our own organization we have a Research 
Department under the direction of an economist of wide 
experience. This department is responsible for the basic 
studies of market potential and detailed analyses of sales, 
by sales territories, counties, or city size groups, in relation 
both to market potential and advertising costs through 
all media as well as for field surveys to study the habits 
and buying motives of people. 

There is also a Department of Records, and similar 
departments are, of course, maintained by other large 
agencies. Everyone engaged in selling work of any kind 
whether by advertising or by men in the field, knows with 
what eagerness an experience on another product is seized. 
Nothing is more dangerous than general inferences drawn 
from conditions which do not parallel those of the product 
at hand. Imagine then the value of the combined ex
perience in the marketing of product after product, in 
many cases dating back to its initial production. Records 
of this kind, growing out of the long experience of the 
agency, when properly interpreted are of great value for 
any work done on any product. 

There is a department devoted to the study and selec-

tion of media, and the purchase of space in them. These 
include newspapers, magazines, outdoor advertising, street 
car cards, trade papers, motion pictures, etc. Of late 
years the Radio Department has come into being, with 
all of the technically trained personnel necessary to create, 
direct, and produce radio programs and to negotiate for 
time on the air. There is also a department concerned 
with the dissemination of news about clients' activities 
and products. 

Advertising agency service differs widely, of sourse, 
with different clients and the problems dealt with jointly 
by client and agent multiply almost from month to month, 
certainly from year to year. 

In an address Mr. John Benson, President of the Ameri
can Association of Advertising Agencies on "The Adver
tising Agency Business" says in part: 

Most people think the agency writes copy, makes pictures, pro
duces plates and selects media, which, of course, it does, but those 
all important steps support the much larger job of being responsible 
for the success of the advertising. The technique of advertising is 
well known outside of agency circles. The unique value the agency 
contributes is advertising and marketing judgment based upon an 
intimate experience of methods and results gained in a variety of 
business, for the first part, and for the second, an original and dis
tinctive approach to dealer and consumer. In other words, the 
agency brings to the advertiser's problem an outside point of view 
from an inside angle. That gives the agency a professional char
acter. The advertising agent is an intimate counselor, who knows 
the plans of his client and cannot reveal them to a competitor nor 
permit them to influence his thinking for a competitor, without the 
consent of both. Without such confidential relationship there could 
be no professional service. There would be merely technique. 
Without such a gathering together of all the threads of a campaign 
into one hand, advertising would lack the cohesiveness so necessary 
for its success. That contribution is made by the advertising agency. 

As a concrete example, here is a partial record of work 
on one account in our organization during three of the 
early months of this year: 

16 different products have been worked on. 
65 advertisements for trade papers, consumer maga

zines and newspapers have been prepared. 
48 5-minute radio programs have been written, dis

cussed with the client, approved, recorded and 
records of these programs distributed to radio 
stations. 

25 important news items were written, discussed with 
client, mimeographed and distributed to some 600 
newspapers. 

The agency's media, copy, art, traffic, radio, research, 
publicity, legal and billing departments have all 
had work to do, involving the part time of no less 
than 100 people. 

The above covers only regular work. In addition some 
of the special problems which had to be dealt with in the 
same period were: · 

How to combat unfortunate and unfair "high price" 
propaganda about client's products. 

Need for publicity articles on cost of materials of 
entire industry in comparison with client's mate
rials. Studies were, of course, necessary as a basis 
for these articles. 
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Meetings with group representing Industry to dis
cuss a new type of promotion. As a result 7 full
page newspaper advertisements were prepared for 
the industry. "' · 

Plan on motion pictures evolved. 
Talks at clients' sales meetings. 
Magazine editorial prepared, discussed, and accepted 

for p~blication. 

Discussion of World's Fair Promotion. 

So much for the actual definition of what an agency does 
for its clients. How it functions in relation to its clients 
leads us into broader considerations. 

The basic platform of American business over the last 
quarter century has been to stimull}-te consumption, 
in order that production might be developed. In order 
to accomplish this end, advertising has been called upon to 
do two major jobs. The first of these might be described 
as the "creation of human desires for better things"; 
the second, "the sale of commodities to satisfy the de
sires thus created." The doing of these two jobs operates 
concurrently, but each has its individual characteristics. 

The American people, for example, have gone farther 
in the purchase and use of the conveniences of modem 
living than the people of any country in the world. This 
has not been accidental, nor has it been primarily an ex
pression of. the wealth of our people. These desires have 
been created consciously by producers and the success of 
this creation of desires is an important contributing factor 

- in building our high standard of living. 
Take one example-the mechanical refrigerator. This 

is a relatively new device, and yet already it is to be found 
in 12,400,000 American homes. The average price at 
which efficient refrigerators of this type can be bought has 
dropped from $550 to $173 in the 16 years during which 
they have been generally offered for sale (1921 to 1937). 
The advertising and promotion put behind mechanical 
refrigerators did vastly more than offer and describe 

, machines which were a more effective means of refrigera
tion than had previously been known. The American 
people were not only told that such devices were available, 
but through emotion, logic and reason they were brought 
to the point where a surprisingly large number of them in a 
remarkably short time actually bought such refrigerators, 
and of those who have not yet bought, the majority have a 
"desire to own one" and are planning on doing so just as 
soon as they can. The mechanical refrigrator has 
become "the" thing to have. 

Similar developments have taken place with thd auto
mobile, the telephone, modem bathroom equipment, in
sulation of homes, modem heating plants, radios, and so 
on with countless other things. The movement is rapid 
from research and development on the part of the manu
facturer in the perfecting of the device, to analyzing the 
market for it, to pricing it on a mass production basis, to 
utilizing the modem facilities for distribution available
and then, through the force of advertising, creating on the 
part of the public the "desire" for ownership. 

On this formula, to a large extent, the American stand
ard of living has been built and will continue to be im
proved. Profitable, continuous and useful employment 
for the labor released from the production of necessities 

through technological improvements depends upon the 
expansion of the wants of the people. Education of the 
public to the use of improvements and creation of desires 
for goods and services beyond the bare necessities is 
necessary in order to avoid a continuous burden of un
employment. In all of this advertising and advertising 
agencies are privileged to play a part. Present day agen-

- cies have highly developed facilities for aiding the manu
facturer in the development of his product, in planning its 
introduction and sale, and ln. producing jointly with him 
the appeal which will create for it a sufficiently broad mar
ket to enable him to pass on to the consWJler the values 
made possible by large scale production. 

There has developed in this country in the course of the 
past few years a new problem-a problem so far-reaching 
and fundamental as to make its solution a challenge to all 
industrial leaders. ' 

Unemployment spreads like a great cloud across· the 
land, and in the shadow of this cloud breed doubts. Is 
business being operated in the interests of all? Is there a 
better way? All should have an opportunity to work, 
all have needs to be filled. What then is wrong? 

In this half light it is easy to distort the facts and to 
breed distrust which in tum makes the solution harder and 
the longer delayed. It is not in that spirit that problems · 
have been solved, new products developecfand the desire 
for them created which resulted in a· surge forward to a 
higher standard of living for all. 

Can the same principles, so successfully applied to prod
ucts, by making known the real facts and intent help 
create understanding in place of misunderstanding-help 
build tolerance and co-operation in place of antagonism 
and ·distrust? · , 

To some degree these principles must be made to help. 
Just as mass means of communication are a necessity for 
the spread of knowledge of new products, so to a large 
extent our information on every phase of life must also be 
conveyed on a mass basis by the same media. · In spite 
of increasing congestion of population in urban centers, 
as individuals we are becoming more and more remote 
from those who intimately affect our lives. We live as 
masses, think as masses, and act as masses rather than as 
individuals. The newspapers, magazines, radio, and 
and screen as moulders of our thoughts have to a large 
extent taken the place of the simple, neighborly, personal 
contacts of a· generation ago. 

The first step in coping with these n,ew conditions must 
be a recognition on the part of each individual company 
of this change in means of communication. May I be 
pardoned for speaking of activities in our own organiza
tion as this type of work is so new as to make it impossible 
for me to refer to standard practice on the part of other 
agencies. · 

For the past three years we have had a group of widely 
experienced men working along the following lines: 

{1) Experimenting in the use of simplified, graphic 
presentations of complex economic theories. 

(2) Collecting from both domestic and foreign 
sources, material showing unusual graphic 

. presentations of statistics. 
(3) Assembling and studying samples of government 

and pressure group propaganda methods 
throughout the world for influencing masses. 
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(4) Broadening the .financial news items sent out on 
behalf of our clients to include news of current 
accomplishments and present management 
policies, to bring about a better understanding 
between the company and its stockholders, 
employees, and the public. 

(S) Preparing special reports to employees in cities 
where plants are located. 
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{6) Breaking down institutional advertising into 
some dozen classifications in order that they 
may be studied separately, improved and co
ordinated. 

To supplement what is left of personal contacts in our 
"mass world" we must have an understanding use of. 
multiple and mass communication not only on products 
but also on human relationships. 



Some Features of the Sales~ Promoting Activiti~s of 
the Svenska Sockerfabriks Aktiebolaget 

SVENSK.A SOCK.ERFABRIKS AKTIEBOLAGET* 

SUMMARY 
The author describes the propaganda methods employed by the Swedish Sugar Manu

facturing Company (Svenska Sockerfabriks A. B.) to enlarge the consumption of sugar 
in Sweden. · 

Being granted the monopoly of the market for a year at a·time, and with a Govern
ment guarantee of the minimum price, the Compa.J;).y is thus not faced by outside com
petition, but by the problem of inducing the public to use more sugar. 

The price of the commodity is lower in Sweden than in most other European countries; 
but the traditional idea that sugar is more or less of a luxury is still prevalent. • The 
Company's publicity is, therefore, directed toward impressing on the public the fact 
that sugar is an excellent and cheap food, an~ toward instructing them~ the many ways 
in which it can be used to advantage. 

For this _purpose, prominent scientists and other experts on food ·and nutrition have 
been engaged to write newspaper articles on the many aspects of the question. Books · 
of recipes for preserves, etc., are published, and more extensive use of sugar in .the daily 
diet encouraged. ·.. · · . 

To counteract the previously general idea that "sugar is sugar," the advanb:!ges of 
the different qualities of sugar for one purpose or another are explained_., and great trouble 
is taken to make the containers and packages as hygienic, attractive, convenient, and 
distinctive as possible. · · · · · · · . · 

These intensive and varied propaganda methods have met with cons~derable success . 
. ' '. . .. 

THE Svenska Sockerfabriks Ak.tiebolaget, commonly 
called by the abreviated name of Sockerbolaget 
{the Sugar Company) is the only sugar (saccharose) 

producing enterprise in Sweden. Since March 1st, 1932, 
the Swedish market has been a monopoly, in addition to 
which the Government guarantees the minimum selling
price of the product. The monopolistic rights have so 
far been conferred for a period of twelve months at a 
time. · 

The Company's direct customers are the sugar whol~ 
salers of the country, by which are meant wholesalers 
authorized by the Company, These are allowed a maxi-. 
mum discount of four per cent. Any other person. or 
firm that can take at least 5000 kilogrammes at a time .is. 
however, entitled to make purchases direct from the Com
pany at the latter's sale price; but customers of this class 
do not enjoy the benefit of a discount. Retailing to the 
ultimate consumers is effected through the retail grocers 
of the country. In virtue of the monopoly, the consumers 
of the Company's products comprise the entire population 
of the country. The price charged for the product is 
one of the lowest in Europe. 

During the time the monopoly has been in force the 
sugarbeet acreage has undergone considerable increase as 
compared with the years immediately preceding. This 
circumstance, the significance of which has been aug
mented by extremely favourable crops as well as by cer
tain production-raising factors in cultivation itself, has 
brought about such an increase in sugar production that 
the Company has to make the most concentrated efforts 
to find a market for its product. Parallel with this work, 

• Sweden. 

the Company seeks to extend the use of its special quali
ties. On account of the nature of the product in question 
it is quite natula.l that the market-expanding activities of 
the Company should be mainly directed towards consu
mers, although the part play~ by the links of distribution 
is, of course, given careful consideration. · The media 
used include the following: · 

Dilect .Advertising 
Press Articles 
Booklets . 
Recipe Books 
:Display Cards 
Container Slips 
Exhibitions 
Films 

Watch is kept over the market by the Sta'tistical De-· 
partment of the Sales Office, and at any instant this de
partment is able to present a picture of the actual situation 
within any particular part of the country. Colour and 
life are imparted to the statistical d!!-ta by the contact 
which the Company's consultants mamtain, through the 
retailers, with the housewives of the country, and by 
this means any wishes or complaints the latter may have 
are communicated to the Head Office. The intensity of 
the propaganda work rises or falls with corresponding 
seasonal movements of the sales curve. In this work the 
Company constantly strives to advance towards its goal 
on a firm and reliable foundation. With this object in 
view it keeps in very close touch with specialists of various 
kincb, and also endeavours by its own direct efforts to 
keep itself as fully informed as possible of developments. 

Of the problems which have confronted the Company 
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in its sales promotion work, the greatest has been the the Company very far towards its goal-to induce the 
necessity of placing the comparatively large production. whole population of the country to equate "sugar" and 
Two practicable methods have seemed to suggest them- "cheap food"-may be inferred from the enormous ex
selves: one to create a larger market by new forms of con- pansion of sales that the Company has been able to regis
sumption; the other to attain the same end along already 'ter in recent years. 
existing lines. With reference to the first, extensive at- The next step was to work upon the germinating senti
tempts in this direction have been made in various places, ment in favour of sugar, so that this found concrete ex
but the result must be designated almost negative. Hence pression in additional purchases of the commodity. Here, 
this method could not be used. There remained accord- in the main, only one path lay open, viz.: to teach the pub
ingly only the second method, viz: to stimulate increased lie to preserve the country's crops of fruit and berries with 
consumption on the basis of the existing modes of use. sugar to a greater extent than formerly. Propaganda 

The first question the Company asked itself, when this work was accordingly laid down along this line, and hence 
work was being planned, was whether the public's view of the task became one of exploiting the advantage of using 
sugar was correct; or, whether some enlightening work on sugar for that purpose. As is known, a varied diet is 
this subject was not necessary. The latter proved to be nowadays considered of particularly great value to the 
the case, for sugar was rather generally regarded as a preservation of health. Since the consumption of fruits 
luxury, to be used sparingly-an idea inherited from earlier and berries preserved with sugar will to a considerable 
generations. Efforts were, therefore, directed to removing degree ensure the desired variation in diet, the Company 
this misconception and to replacing it by the notion "Sugar has had in this an excellent argument, the value of which 
is a food." The low price of sugar in this country was a has been further enhanced by the special interest that 
favourable factor, since this rendered it possible through- physiologists and others have concurrently awakened in 
out the campaign to place before the term "food" the this question by articles and in other ways. The media 
word "cheapest" (or "cheap"), a very effective attribute, used in this campaign have been direct advertisements 
when the interest of the public had to be caught and re- and articles in the press, mostly giving recipes, as well as 
flection stimulated in the desired direction. books of recipes. Each of these will be briefly mentioned. 

As the chief measure adopted to attain this objective, Direct advertising campaigns have followed the plan 
should be mentioned the preparation of a booklet entitled of first making some preliminary announcements of a more 
"_Sugar, our cheapest food," written by one of the best general character in the press, to prepare the public for 
known nutrition physiologists of the country. This gives the contemplated attempt to popularize preserving, em
a short account of sugar as a chemical product, the human phasis being simultaneously laid on the advantages of 
body's need of sugar, and its capacity to assimilate it and preserving at the right time and to a sufficient extent. 
convert it into energy. In addition, some general direc- "Tum winter into summer," i.e., ensure, by jamming and 
tions are given to show the possibilities of making up, with bottling, the enjoyment of summer's abundance of berries 
the aid of sugar, a richly varying and consequently sound and fruits during the winter as well, was a much used 
and desirable diet. The high reputation of the author slogan, and one that well exemplifies the basic tone of the 
guaranteed the reliability of the work from the point of advertisements. Advertisements of this general type 
view of nutritional physiology, and his simple and easy have been used every now and then throughout the cam
style, well supported by illustrations, held out promising paign. The latter, however, has to a large extent been 
prospects that the booklet would actually be read. Ex- built up on special varieties of berries and fruits, the ad
perience proved that expectations had not been pitched vertising starting in the South and developing northwards 
too high. To date, about 500,000 copies of the booklet concurrently with the advent of the ripening season. The 
have been distributed, i.e., a number corresponding to advertisements have been timed to appear when a certain 
one-twelfth of the entire population of the country. In commodity suitable for preservation is at its cheapest, 
this connexion, the most remarkable circumstance is per- and, by emphasizing the advantages offered by preserving 
haps the great interest it has attracted from schools. it, an attempt has been made to stimulate the reader's 
Here it has been made use of as a supplement to instruc- interest. By including in the advertisement a simple and 
tion on nutritional questions. The value of this deserves tried recipe, an effort was made to tum the interest aroused 
to be stressed, for, not only have the children had their into immediate action, i.e., into preserving with sugar. 
attention directed to sugar and been taught to regard it So far as it has been possible to judge from the attention 
favourably, but the tendency so characteristic of children given to these advertisements, the adopted form has been 
to share with others in their home the knowledge they exceedingly happy. , 
have acquired at school has undoubtedly extended the The recipes published in this way could not be con
effective range of 'the work. Demand for the booklet sidered sufficient either in number or variety, and to fill 
still continues, e.g., from the social welfare workers asso- the deficiency the Company has issued a number of books 
dated with the country's big industries. For this reason of recipes, one of which, entitled "Home Preserving," 
it has been considered advisable to print a further 250,000 deserves somewhat closer attention. The book begins 
copies. Of course, the educational campaign has not been with an introduction on the great nutritional value of 
confined to this publication exclusively, although this- sugar, written by one of Sweden's foremost physiologists 
being undoubtedly the most powerful measure-has been on nutrition, continues with a description of the prin
dwelt upon to some length. The campaign has been ciples of food preserving, and then gives a very rich selec
prosecuted also by means of direct advertisements, news- tion of tried recipes of various kinds, the soundness of 
paper articles, slogans on containers, and where possible which is guaranteed by some of the foremost experts in 
on other material emanating from the Company. That the field. The general value of the book has been con
the campaign has met with decided success and carried siderably enhanced by the fact that it has not been con-
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fined solely to such recipes as require sugar, but also con- the small extra cost (probably of no importance to the 
tains comprehensive directions for the preservation of ec;onomy of most households) it was natural to assume 
all kinds of vegetables and fruits. that propaganda based on good arguments would here 

The printers are the nominal publishers of the book. lead to rapid and successful results. However, the buying 
It is supplied through the bookshops at a price of one response of the public to this campaign was slow and 
krona. Thanks no doubt very largely to its being men- reluctant, the reason being-as a special investigation 
tioned in the Company's advertisements, it has had an showed.,-that the views of the public on sugar simply did 
immense sale, 230,000 copies having been disposed of, and not admit of any other. Sugar, in fact, was viewed merely 
there can scarcely be any doubt that at present it is the- as a sweetening and nourishing agent, and, therefore, the 
work most referred to in questions of this kind. That it task of the Company was to instill into the minds of the 
has been an extremely valuable' link in our propaganda consuming public the idea that, in addition to these quali
for a larger market is beyond all doubt. ties, sugar also possessed the other properties mentioned 

Another contribution to the realization of our efforts above. The problem was solved by collating the Com
to widen the outlet for our products has been the appear- pany's own experiences in this respect, and then com
ance (on our initiative in the newspaper press) of articles missioning two especially prominent domestic economy 
on the preserving of berries and other fruit. These ar- experts to check the results and to work out a table show-· 
tides have dealt in an interesting manner with some pre- ing:'firstly; all the modes of using sugar in a household, 
serving problem of the moment, and have given general' ·secondly, what qualities of sugar should be used in each 
directions for the best way of solving it. They have been instance,· specially indicating the; preferable varieties. 
concluded with a suitable recipe or two, in most cases Trial distributions of the table were made in connection 
quoted from the above mentioned book-"Home Pre- with two exhibitions at different places in the country, 
serving.'' In the matter of these articles the press has very considerable interest being shown in both . cases. 
taken up a very sympathetic attitude, and its cooperation This table is now being put into the hands of the public 
on this point.:_presumably attributable to the fact that on a very broad basis. Its concrete effect cannot as yet 
it considers the subject-matter of· the articles to be of be. estimated, but it will assuredly result in acquainting· 
great interest to its readers-is worth every acknowledge- an extremely large number of people wid! the existence 
ment. That this has actually been the view of the news- of different qualities of sugar and their uses. As a mat
papers is corroborated by the fact that no signs pointing ter of course, both links of distribution have been care
to lack of interest on their part have been noticed even fully prepared-by bulletins, announcements in trade 
on occasions when a particularly large number of articles papers, and personal visits-to give informative answers 
have been concerned. to questions· the public might put with reference to ·the 

As already pointed out, the Sugar Company has table. 
endeavoured, by collaboration with various classes of Concomitant with this general propaganda to create an 
experts, to provide a solid foundation for its demand- appreciation of the difference in qualities, the direct 
creating work. · That it has also succeeded in gaining the advertising of these has proceeded. Besides a picture of 
confidence of the public in its work may be inferred from the carton container, the advertisement contains a rea
the results achieved, which would no doubt have been soned description of the advantages possessed by the sugar 
impossible if the Company's propaganda material had not quality in question; or, where such a layout is not pas
been in close harmony with the trend of development in sibJe, a few words appealing to sentiment as a motive 
these fields. power leading to purchases, by seeking to surround the 

Seeing that the cons'umption of sugar in our country sugar quality with a ,nimbus of festivity or the like. In 
has now attained a level of SO kilogr~es per capita order to guide the interest aroused by the advertise]]J.ent to 
per year, further expansion must be to some extent lim- the right quality at the ensuing purchase, the Company 
ited. It is probable, however, that a practicable way of endeavours to supply an aid to the memory of the reader 
increasing the absorbing power of the market lies in im- by inserting in the advertisements such phrases as ''Lump 
proving the material to be preserved, thus encouraging and Sugar Extra in green packets," "Castor Sugar Extra in 
enabling the consuming public to prepare still larger quan- lilac packets," etc. By means of packing slips, with a 
tities of savoury, useful and durable preserves. The recipe where possible, placed in certain carton containers, 
Swedish Pomological Society (Sveriges Pomologiska the Company continues the work in this direction. These 
Forening) is giving this question its attention, and by efforts are supplemented by display cards as well as by 
financially supporting its activities the Sugar Company exhibition& in conjunction with demonstrations. 
is seeking to extend and intensify their effect. Hygienic packing has received considerable attention 

The second great problem that the Company is striving from the Company; firstly, because it is a demand that 
to solve in its work of creating a market for sugar is to simply must be met; and secondly, because the Company 
increase the sale of its special qualities. The manufacture itseH is highly desirous of assisting a further development 
of these was preceded by very comprehensive investiga- in this direction. As in all probability the packing ques
tions, undertaken by the Company itseH, and on its in- tion will be the subject of comprehensive discussion in a 
itiative, by eminent experts on different subjects. These . special article, the Company will treat it here only from 
qualities are intended to satisfy different tastes, and to the propaganda point of view. This should be of some 
enable the consumer to secure the best possible result interest as a supplement to the previously outlined work. 
when using sugar for different purposes. The special As has already been said, the Company follows two lines 
qualities are naturally priced a little higher than the stand- in its work to create a bigger market for g\}gar: one directed 
ard qualities, and the task here is to sell, for this slightly to increasing the total sales; the other to increasing the 
higher price, the advantages just mentioned. In view of sale of special qualities. The former objective is furthered 
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by a slogan on the carton containers, reading "Sugar is a 
cheap, pure, and nourishing food"; the latter by the above 
mentioned reference in the advertisements to the colour 
of the packets, made with the object of guiding the cus
tomer to buy the right quality. The Company seeks, 
however, to utilize the carton containers in still another 
way, viz., to implant in the consuming public such good
will for its product, that "Sugar'' in this country will 
always mean the "Sugar Company's sugar." It is mani
fest that the goodwill must be created by the product it
self; but the consuming public will identify the container 
with the product. Hence it may doubtlessly be said that 
the container creates goodwill. To ensure effective uti
lization in this respect, the container should be given a 
distinctive appearance attracting immediate attention, 
and at the same time it should be of a simple shape, with 
clean lines, that admits of a mental image being easily 
formed and retained. These points of view were in fact 
applied by the Company to the best of its ability in the 
design of the new containers issued some time ago, which 
in addition are all built on the same lines and got up in 
different colours for the different qualities. It should 
further be mentioned that the design includes a constant 
element-the Company's trade-mark in the form of a red 
seal. There is good reason to believe that the present 
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carton containers are of a character to assist very effec
tively the realization of the Company's aim-to create 
goodwill for its product. The extent to which these con
tainers contribute to this will of course depend on the 
volume of trade in packeted sugar, and for this reason, too, 
the Company is making strong efforts to expand as much 
as possible its sales in this direction. In this it is no doubt 
to some extent supported by the retailers, to whom the 
sale of sugar in cartons means less work, and frequently a 
somewhat larger profit. To the consumer the packing 
brings more than the hygienic advantages. It also guar
antees the article, which, moreover, is delivered to him in a 
quantity corresponding exactly to what he is accustomed 
to buy. ·As a rule, the consumer pays the same for the 
carton-packed sugar as for the article when sold in bulk. 

Finally,it may be mentioned here that the views, means, 
and procedures described above also characterize the 
Company's market-expanding work in respect of syrup 
and molasses, in which the Company does an extensive 
trade, and have also here resulted in considerable progress. 
The trade in both these commodities is entirely free, but 
they are subject to customs duty, although the protection 
is quite illusory in respect of syrup, since this is made from 
imported raw sugar, the duty on which is fixed at an 
amount that neutralizes the protection. 



The Means and Methods of the· Producer to Reach 
the . Consumer 
WILH. GORANSSON* 

SUMMARY 

In t.hh: article, the author gives an accoll!lt of the sales organization of one of the largest 
of Sv.:ed!sh Cycle works, and also descnbes the methods employed by the National 
As~ocmtio.n of Cycle Manufacturers and Merchants in stimulating interest in cycling and 
so mcreasmg sales. 

The article deals with the following five main points: 
1. The actual selling organization. 
2. Continuous investigation of sales prospects and market conditions. 
3. Sales to retailers. . · · · · · · · 
4. Measures aimed to influence consumers in order to facilitate the task of retailers. 
5. Steps to stimulate interest in cycling, in order to increase the total sales of cycles 

in the country. ' . · · . . . · 
In conclusion, the author points out that what he has desCribed as a suitable sales . 

organization for cycles is, of course, not at. all meant to be generally applicable to other 
branches of business, and that, naturally, each branch must be given that organization 
which by experience has been proved most suitable; . · · . 

W HEN I visited the United States soon after the 
war in an effort to introduce certain export 
specialties manufactured by the company 

where I was Managing Director; I was rather surprised 
· to receive from prospective customers something like the 
following reception: "We are quite willing to believe that 
your goods are of high quality, and your prices seem to 
suit us; but we can give you no orders until there is 'a 
demand for your goods. It is up to you to create that' 
demand in the American market." Both wholesalers and 
retailers took the same attitude. The wholesalers insisted· 
that the retailers must ask for our goods, and the retailers 
that the public must ask for them. · 

At that time it seemed to be quite customary in the 
U.S.A. for the manufacturer, in his own and in his retailers' 
interests, to create popular demand for his goods. In 
Sweden, on the other hand, it w~ then considered that the 
middlemen were primarily the ones who had to influence 
the public, while generally the manufacturer only kept 
his goods before the public by advertisements in the news
papers, by providing show cards, etc., and by taking part 
in exhibitions and competitions. Things have gradually 
changed, however, especially in the last few years. · Man
ufacturers now approach the public directly by several 
methods, and those who do not support the efforts of their 
customers in this way are gradually left behind by their 
competitors. 

The subject is too broad for me to attempt to give, in 
an article of this kind, anything like an exhaustive account 
of all the means and methods now used by Swedish manu
facturers in various branches of business to get into touch 
with consumers. I shall, therefore, deal here with only 
one branch, viz., the bicycle trade, which I know well, 
having for 26 years been Managing Director of one of the 
largest producers of bicycles in Sweden, and for many 
years President of the Association of Swedish Bicycle 

• Late Man. Dir., Husqvama Vapenfabriks A.B., Sweden. 

Manufacturers and Merchants. It is easier to describe 
the selling methods of a definite product than to generalize. 
1 shall deal exclusively with the Swedish market, for it. 
would take me too far afield to include the export trade. 

To give optimum results a rational organization fot the 
sale of bicycles should provide for 5 aspects of the work, 
viz: . . . -

l • (1) The actual selling organization .. 
{2) Continuous investigation of sa,les prospects and· 

market conditions. 
{3) Sales to retailers. · •. 
(4) Meastires to influence consumers, Jn order to 

facilitate the task of the retailers. · · . 
(5) Steps to stimulate interest in cycling, in order to. 

increase the total sales of bicycles in the coun
try •. 

As organizations of every kind have been brought to a 
high degree of perfection in the U.S.A., and as most or-· 
ganizational problems have been studied there for years. 
by' skilled experts {as witness the ample literature on the 
subject} I am afraid that my remarks and observations 
contain very little that is directly new. However, thtr 
measures discussed under point 5 have given remarkably 
good results and may, therefore, be of interest. 

The Actual Selling Organization 

The sales are made through retailers, who are . usually 
granted the sole selling rights in their particular districts, 
large or small. The cycling season is reckoned from 
September 1st one year to September 1st the next, and 
salesmen call on the retailers 2 or 3 times a year. In the 
autumn contracts are signed with the latter, fixing the 
minimum number of cycles each must buy during the 
coming season. In the large cities, where there are many 
cycle dealers, sole selling rights are usually not granted. 
The manufacturer establishes a branch office there, where 
a stock is kept for supplying the local retailers. If that 

117 



branch has a retail department~ it too sells direct to the 
public at the same retail prices as the retailers do. Such 
retail prices are fixed by the manufacturer, and are the 
same everywhere in the country. The annual contracts 
stipulate that the retailer must not sell below these prices. 
Experience has shown that both retailers and the manu
facturer's branch office can sell to the public in the large 
cities without any friction, probably because the advertise
ments of the maker aid the local retailers, who also benefit 
from quick deliveries out of the branch office stock. 
When selling to wholesale merchants, the manufacturer 
usually does not deliver the cycles as his own brand, but 
marked with the wholesaler's brand and generally also 
differing in appearance from the original brand. The 
wholesalers, who sometimes buy the cycles sold under 
their respective brands from several different manufac
turers, usually employ the same selling methods as the 
manufacturers, but grant sole selling rights less ex
tensively. 

Continuous Investigation of Sales Prospects 
and Market Conditions 

On the basis of the sale statistics kept by the manu
facturer for the several districts, continuous investigations 
are made as to whether actual sales as compared with the 
quantities it ought to be possible to sell in each district 
can be considered satisfactory to the manufacturer. 
Assuming that some 300,000 cycles a year can be sold 
among the 6,000,000 or so inhabitants of this country, 
this is equal to 50 cycles per 1,000 inhabitants. A manu
facturer selling about 50,000 cycles per annum should thus 
be able to sell an average of about 8 cycles per 1,000 in
habitants. The number will, of course, vary considerably 
in different districts, according to the climatic condi
tions, the nature of the roads, standards of living of the 
people, etc. By continuous investigation, however, the 
manufacturer can at least form an approximate idea of 
what he should be able to sell in a given district, and 
compare with this estimate his actual sales there. If 
these are considered unsatisfactory, they must be im
proved. Much will, of course, depend on the ability and 
energy of the retailer, and he may naturally sometimes 
have to be changed; but if an unsatisfactory turnover can 
not be blamed on the retailer, the sales in that district 
must be given an extra stimulus, of which more will be 
said below. Occasionally it will be found that the cycles 
in a given part of the country may require special equip
ment, and everything must then be done to satisfy the 
consumers as far as possible. 

The Sales to the Retailers 

The retailers must be provided at the proper times with 
a sufficient number of price lists neatly arranged and easily 
understandable, spare parts and accessories. An ample 
supply of attractive publicity matter and pamphlets 
should also be provided. It is likewise advisable to pro
vide material for display, e.g., in the form of parts of cycles 
in various stages of manufacture, wall charts illustrating
pictorially and in figures-loading and other tests to which 
the parts are subjected. Suitably drafted announcements 
of the awards won at exhibitions at home and abroad by 
the particular make of cycles, and information regarding 

Government (Army, Post Office, etc.) contracts obtained 
in competition with other makers, might also be used 
with advantage. The retailers should, of course, be called 
upon regularly by well-informed salesmen, and should 
be given opportunities to visit the factory where the 
cycles are made, if possible, in order to see all the processes 
there. Such visits to the factory have an excellent effect, 
and obviously the visitors should be treated as the highly 
esteemed collaborators of the manufacturer, and suitably 
refreshed after what may have proved a tiring walk around 
the works, listening to talks about the product. 

Advertising in the trade papers published by the Re
tailers' Organization is also to be recommended; for, even 
though this may not reach the public to any very great 
extent, it is a good way of giving the retailers news from 
the works and information on the products. The re
tailers, moreover, naturally like to have the manufacturer 
support their trade paper by advertising in it. 

Measures to Inlluence Consumers, in Order to 
Facilitate the Task of the Retailers 

- In the first place, this is done by advertising in the press 
-in daily and weekly papers, and in certain trade papers. 
This campaign should be planned by a competent publicity 
agent, and it is most important that the advertisements 
be really first class. As the best season for selling cycles 
to the public is from April to June, the campaign is cen
tered around these months. The advertisements should 
state that price lists and pamphlets can be obtained free 
on request. Any inquiries received in this way are dealt 
with by dispatching to the prospective buyer the printed 
publicity matter, accompanied by a letter referring him 
to the nearest local retailer. The manufacturer communi
cates with the retailer at the same time, encouraging him 
to get into touch with the ''prospect" forthwith. For
merly, manufacturers used to insert in their advertise
ments the names of all their retailers in the district where 
the paper circulated; but in recent years this method has 
been employed much less than formerly, as the retailers 
did not always like to have their firms mentioned together 
with a number of other retailers. But a retailer, natur
ally, has no objection to having the manufacturer adver
tise the name of his sole representative in a given district, 
and that method may be particularly effective for increas
ing sales in that particular district. Another method, 
which has lately been used on a rather large scale, is what 
in Sweden is called "direct propaganda," where the manu
facturer distributes suitable publicity matter to a large 
number of private individuals either by post direct or as 
inserts in newspapers. Another practice that is increas
ingly favoured is to present the buyer of a cycle with 
some small object, such as a flag bearing the manufac
turer's name, a tie pin with his brand, or the like. This is 
usually appreciated, especially by the younger generation. 
A mascot for the cycle is considered nowadays almost an 
essential accessory, and is also given away free by the 
manufacturer. It is also advisable to make sure that the 
publication of the annual price list as well as that of pam
phlets and other more valuable advertising matter sup
plied by the manufacturer (e.g., maps showing suitable 
cycle tours, or the like) is given publicity in the news
papers. 

A practice which has long been adopted to stimulate 
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the demand for a certain make of cycle is for the manu
facturer to present cups or other prizes for cycle races 
thus gaining a certain amount of popularity, which als~ 
benefits the retailer. 

Steps to Stimulate Interest in Cycling, in o'rder 
to Increase the Total Sales of Cycles in the 

Country 

As early as 1907 a number of Swedish cycle manufac
turers and large wholesale merchants formed an associa
tion for the purpose of promoting the interests of the 
members. , This association still exists. The members 
cooperate in several ways, but it was only 6 or 7 years ago 
that joint, rationally organized action was suggested to 
promote interest in cycling in the whole country, so as to 
increase the sales of cycles. Some members of the asso
ciation pointed out that in Denmark and Holland, for 
instance, many more cycles were sold in relation to the 
size of the population than in Sweden, and it was consid
ered that matters might be mended by suitable propa
ganda. A considerable amount of ~oney was allotted for 
this purpose, and even though the costs of this propaganda 
have in recent years been comparatively high, the burden 
was not felt too seriously when divided among all the 25 
or more members of the association. This joint propa
ganda has had excellent results, and the turnover of cycles 
was soon doubled, without the slightest doubt largely ow
ing to this propaganda, though other favourable circum
stances have also contributed. This joint propaganda 

- once decided upon, several steps were immediately taken. 
A skilled and influential journalist, who was also an ardent 
cyclist, was engaged, and with his help several prominent 
and well known people in many walks of life were induced 
to write newspaper articles on the pleasure and advan
tages of cycling. The authors were all cycling enthusi
asts, and included prominent doctors, teachers, scout 
leaders, professional women, etc., who. pointed out elo
quently how refreshing and health-giving cycling actually 
is, and what excellent recreation was here available at 
small cost. Nor was it neglected to point out in well 
written newspaper articles the excellence of the cycle as 
the cheapest of all conveyances. The advantages of the 
cycle from various points of view had already been em
phasized in the advertisements of the different firms, but 
it was soon realized that newspaper articles of this kind 
had a much greater effect as far as increasing public in
terest in cycling was concerned than advertisements. 
After a time cycling actually became the fashion in all 
classes of society, and its popularity has since increased 
year after year. 

Another step taken by the Association was to send a 
skilled road engineer abroad, primarily to Denmark, 
Holland, Belgium, and Germany, in order to study road 
conditions and to discover what was being done to pro
mote cycling there. His report on what he had seen and 
learnt indicated that these countries were doing quite a 
lot in the interest of cyclists. Special cycle paths had 
thus been extensively made along the highroads, a thing 
which was then almost unknown in Sweden. The Asso
ciation now began to work energetically for the construc
tion of such cycle paths in Sweden also, and these efforts 
have met with a not inconsiderable measure of success. 

With the same _object, the Association lias also worked 
for the preparation of cycle lanes, that is to say narrow 
roads particularly suitable for cycling. In conjunction 
yri.th the Tourist Association, the Association has also 
published maps of most counties in Sweden, on which the 
roads particularly suitable for cycle traffic were marked. 
Cooperat;ion has also been established with the Cycle 

_ Federation of Sweden, which through its affiliated clubs 
arranges cycle competitions all over the country. To 
make the propaganda for cycling even more effective and 
rational, about 3 years ago the Association took part in 
the formation of the National Cyclists' Association, 
wh!ch no~ ~~dles most ·of th~ general propaganda. 
This assoCiation IS supported finanaally by the Association 
of Manufacturers and Wholesale Merchants and its com
~ttee includes a number of prominent peopie particularly 
mterested in cycling and open air life in general. The 
National Association in its turn has formed local associa
tions in all parts of the country, the members of which 
all help in the work. -

The statutes of the National Cyclists' Assocl8.tion list 
the following objectives: 

To be a nation-wide association to promote the in
terests of all. who use the cycle as a conveyance or 
for tourist and sporting purposes; 

To work for a wider use of the cycle; "' 
To cooperat~ in the continuous efforts of the Swedish 

cycle industry to produce good, suitable, and cheap 
cycles. 

This Association has its own offices in Stockholm, with 
a requisite sta.fJ which directs the movement. 

Among the advantages offered members by the ~ 
dation may be mentioned: 

Cycling hostels ail over the country, where cheap 
quarters can be obtained. . 

Reduced prices at all the tourist stations established 
by the Association for promoting skiing, which 
for a number of years has worked for the extended 
use of skis. · 

Free advice and information from the Tourist De
partment of the Association on the subject of tours 
in Sweden and abroad. 

Cheap tours in the different countries of Europe. 
The paper "Cyklisten" {The Cyclist), edited by one of 

the foremost journalists of Sweden, who himself 
has long been1 and still is, an ardent cyclist. 

In the foregoing paper I have tried to give an account of 
the sales organization of a cycle works, and the various 
means and methods employed to make this as effective as 
pOSSI'ble. I have dwelt at length upon the general propa-
ganda for cycling, since this has had results beyond ex
pectation, and because I have thought that the methods 
adopted might be of some interest. 

Finally I would like to add that a sales organization that 
has proved suitable for cycles, and the means used to 
increase the popularity of cycling, naturally, cannot be 
considered generally applicable to all branches of industry. 
On the contrary, it must be clearly understood that other 
branches demand other types of organization, and that 
these should be prepared with due consideration for the 
peculiar circumstances of, and based on the experience 
gained in, each particular branch. 
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Modern Methods of Sales Promotion 
JOHN CAMERON ASPLEY* 

SUMMARY 

A common criticism of our present system of distribution is that it involves sales 
wastes which needlessly add to the price the consumer must pay for goods. Contributing 
to this high cost of selling are: (1) Multiplicity of salesmen, (2) destructive competitive 
methods, (3) high-pressure selling, and (4) too high a percentage of ineffectual sales calls 
on the part of salesmen. It is the task of modern sales promotion to take up this lost 
motion and bring down the cost of moving goods from the factory into the channels of 
consumption. 

Modern sales promotion is an educational process which begins where mass advertising 
leaves off, and stops where personal selling begins. It has three primary objectives: (1) 
To locate and create new markets for a product to make mass production possible, (2) 
to concentrate sales among fewer customers by making present customers more success
ful, and (3) to increase sales call efficiency and reduce lost motion in personal selling. 
By doing these three things, the kind of sales promotion we are discussing actually cuts 
the cost of selling, makes lower prices to the consumer possible and thus raises the stand
ard of living. 

Sales promotion is one of the newest devices to be employed in modern marketing. 
Originally, sales promotion was an appendage of advertising. It has grown in stature 
until it now includes a wide range of sales activities such as lecture bureaus, educational 
trailers, promotional films, sales training courses, store displays, dealer meetings, sales 
contests, salesmen's portfolios and manuals, sales promotional letters and bulletins, and 
numerous other devices used in selling to support the salesman and to make his work 
more productive. 

THERE is probably no instrument of marketing 
which has undergone such radical changes, both 
as to usage and technique, as what we loosely 

think of as "sales promotion." It has developed more 
rapidly than any other selling device, and consumer 
skepticism of advertising, now prevalent, assures it an 
increasingly important place in distribution. It is, 
therefore, a subject to which this Congress may well 
give thoughtful consideration, for it holds the answer 
to many of the problems now baffiing distribution engi
neers. 

Wbat is sales promotion? Why do we differentiate 
between the old and the new concept of sales promotion? 
In the beginning, sales promotion was an appendage to 
advertising. It defined such routine operations as 
answering inquiries, preparing the sales bulletin, and 
putting displays in dealers' stores. That was in the days 
when we used to talk about "using advertising to 'force' 
demand"; when a few thousand dollars spent for consumer 
advertising got dealers quite excited over the people that 
would throng to their stores. 

But those days have gone-gone with the wind. 
National advertising is still a powerful force for influenc
ing consumer acceptance. But it no longer gives the 
dealers chills and fevers. They take a rather "ho-hum" 
attitude toward such sales ballyhoo. It became classed 
as high-pressure salesmanship of a most vicious kind. 
And as a result, we still hear criticism of the high cost of 
selling, and how it deprives consumers of the benefits 

• President, The Dartnell Corporatio~ •• Chicago; Editor, JI odern 
Sales Promotion, and Author, The Sales Jlanager's Handbook, 
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they should have from decreased production costs. Mer
chants and dealers complain that too much of their time 
is spent "fighting off" salesmen. We built a top-heavy 
selling structure and it is highly vulnerable. 

Suppose we pause for a moment and examine this 
structure within which today's goods are being marketed. 
Unless we see this picture clearly, it is difficult to put 
sales promotion in its proper place, and to utilize it fully 
in our effort to reduce marketing costs. When we look 
at this structure we are immediately confronted with 
several cock-eyed and very wasteful practices which 
have grown up in marketing-practices which must be 
placed squarely at the door of shortsighted business 
management. They are as follows: 

1. With the increased need for volume, since the 
ending of the World War in 1918, we have tended 
to think of the selling process more and more 
as a means of getting orders, and less and less 
as a means of givi11g service. 

That fallacy has led to the rise of selfish, 
shortsighted competitive practices which add 
to the cost of getting business, but add nothing 
at all to the total net return to society. 

2. There has sprung up the so-called "manpower" 
theory of selling, the basis of which is that the 
more salesmen you can keep at work, the more 
business you will get. The cost of operating 
these men has been generally disregarded on 
the theory that over a period of time their 
efforts will open new markets. 

That fallacy has led to profitless and anti
social selling, the exploitation of salesmen by an 
abuse of the straight commission system. It 
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has brought aoout great duplication of sales 
effort and the wasteful practice of too many 
salesmen calling for one order. ' 

3. There are certain lines of business which have 
overlooked the fact that sound selling is 80 per 
cent educational, and have proceeded on the 
theory that it is almost entirely persuasive. 
It is the belief of this group that a good salesman _ 
can sell anything to anybody; whether the pros
pect needs what he is selling, or can pay for it, is 
not considered. 

That fallacy is the daddy of "high-pressure;' 
selling., It is highly objectionable and wasteful. 
It undermines customer relations and, in time, 
will rob the business of its greatest asset-the 
public's good-will. 

4. In some ,merchandising lines, salesmen are en-
. couraged to go out and steal competitor's 

accounts, regardless of cost. Instead of spend
ing time to create new business, they use it to 
tear down the business another has built. 

That fallacy has given rise to many short
sighted practices which are both uneconomic 
and, in the long run, unwise. They needlessly 
contribute to the cost of selling, and give nothing 
in return. · 

Now modem sales promotion, as we are considering it 
here, is, or should be, a corrective for these abuses which 
have crept into distribution. It proceeds on the theory 

sarily must differ as the sales problems of the business 
differ. Thus, the methods that will prove most effective 
f~r a company selling its products through salesmen 
dir~ctly to the user, let us say, for example, an inter
nationally known manufacturer of office equipment, will 
be quite different from those which would do the best 
job for a company that sells its products through dealers 
as in the case of one of the large packers. ' 

Again, the methods that would be required to promote 
sales for a company selling its products dire~t to industry 
for fabrication would be different from those which would 
~est serve a manufacturer of lubricating oil used in 
mdustry. But, regardless of the nature of the business, 
the sales promotional activities of all ·companies should 
have one common foundation, one common purpose, and 
that is to make it easier for people to buy a jwoduct.' The 
better the job it does in that connection, the less it will 
cost to market the products and the more value can be 
given the customer. That greater value, in turn, will cut 
sales resistance further and increase· sales volume and 
profits. , 

In order to show exactly how this process can be 
. started, it might be we11 to cite a few examples of effective 
. sales promotional undertakings. All of these, of course, 
, conform to the modem concept of sales promotion. They 
. are cited, not to glorify any, company, tiut to illustrate 
the practical use to which this modem marketing tool 
canbeput. ' 

that creative selling is educational in its function. It Creating New Markets for a Pr.oduct 
undertakes to lift that educational job from the shoulders 
,of the salesman and thus enable him to devote his time One of the most constructive forms which modem sales 
actually to closing orders. . It regards distribution more · promotion has taken is creating new markets for a product. 
as a buying function than as an order-snatching operation, Here is a use for sales promotion that has untold possi
and operates to make it easier for the prospect or customer · bilities for development. A good example is the travelling 
to buy. ·"Parade of Progress!' 'instituted by one of the largest 

It reaches out and locates new markets for the salesmen. manufacturers of automobiles-a cavalcade of trucks 
It creates and safeguards customer good-will for. both which toured the country and brought to millions of small-. 
salesmen and the business. It educates both salesmen town people a new appreciation of modem conveniences 
and distributors in the BETTER ways of selling the in the home and on the farm. 
products of a business, and stimulates them in making This pageant compared favorably with any circus. 
the fullest possible use of that knowledge. In short, it Circus procedure was followed in booking and promoting 
does everything that needs to be done in making it easier it. The trucks were specially built. When the caravan 
for potential customers to buy except to create mass got on the lot, two or three trucks were telescoped to
acceptance for the product or service. This function gether in such a way as to permit a stream of pop-eyed 
belongs to advertising rather than sales promotion. natives to go through them. They saw, side by side, for 

Thus we see that sales promotion, iq its broad, modem example, the kitchen of grandmother's day and the 
sense, is the connecting link between mass acceptance for kitchen of today. It made all who saw it wanl the modem 
a product or service, created through advertising, and the kind of kitchen. It made them dissatisfied with their 
securing of the order by the salesman. By assuming old-fashioned icebox, with their antiquated coal stoves, 
some of the functions formerly associated with adver- back-breaking laundry methods. It created the wanl 
tising and some of the functions expensively performed which must be the first step to every sale. And the 
by salesmen, sales promotion has brought about a definite thousands of people who were thus made to want the 
reduction in selling costs. But, as yet, its function and better things became a new market for .those things, 
possibilities are only vaguely understood by management. not merely the home appliances, the Diesel engines and 
Comparatively few managers are awake, to the. great the automobiles made by this company, but the products 
opportunity it offers to those who have a selling problem, made by other manufacturers as well. · 
where the education of the salesmen, the distributors and The same basic principle has been used in a small scale 
the consumers plays an important rOle. operation by a well known manufacturer of bookcases 

which prepared and circulated a list of the hundred best 

Application to Varied Sales Uses 
books ever published. The thought was that by getting 
more people interested in improving their minds and 

One of the difficulties of discussing the applications acquiring a library, more bookcases would be sold. An-
of modem sales promotional methods is that they neces- other case: Some years ago a company manufacturing 
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steel wire spent a good deal of money encouragin~ farmers 
in the Southwest to grow Kaffir com. What did Kaffir 
com have to do with wire? In order to use the com, the 
farmers needed live stock. You have to fence live stock, 
and fencing is wire. 

Now note in each example cited that the business was 
created.' And in all instances the sales promotional 
methods used rendered a definite service to the buyer 
as well as to the seller. 

Making Present Customers Larger Buyers 

That same service principle, which is the very essence 
of a constructive sales promotional effort, is also found 
in the methods used to expand an existing market by 
making present customers more successful. 

More and more companies now realize that their best 
bet for increased sales volume lies not so much in adding 
new dealers as it does in helping present dealers to do a 
better selling job. They know that when they can help 
a dealer to double his total business, through the use of 
better methods, it is inevitable that his sales of their 
particular products will double too. Success begets 
success. And those manufacturers who follow this 
policy are eventually able to concentrate their distribution 
in the hands of strong, successful customers, who can be 
depended upon to put real sales effort behin~ a product, 
who will pay their bills, and who are financmlly able to 
carry on through a depression or a recession. 

This sound and fundamental use for sales promotional 
effort usually takes the form of sales training programs for 
dealers and their clerks, store displays, advertising co
operation, credit cooperation and helping customers in 
every way possible to be better merchants. The oppor
tunities for this constructive type of sales promotion are 
unlimited;. the good which can be accomplished is un
suspected by most manufacturers and wholesalers. It 
lS• indeed a veritable acre of diamonds in the front yard , , . 
of every company which markets through established 
trade channels. It produces increased sales volume and, 
at the same time, reduces sales costs. 

An effective example of this kind of sales promotional 
, job is being done by a company in the building supply 

field. It is called the "Guild Plan." The plan focuses 
all the sales promotional forces in the industry behind the 
retail lumber dealer. These forces include the manu
facturer, the contractor, architect, realtor, newspaper 
and the financing agency. Joint schools are conducted 
in each locality for the purpose of showing the lumber 
dealer and his salesmen how to create building business. 
Complete selling kits are furnished to these salesmen, 
including estimating books, handbooks for the dealer's 
salesmanager, sales manuals for the salesmen, and num
erous other selling helps. 

Again we have an example of farsighted promotional 
planning. By teaching the dealers to use creative selli~g 
methods, this company promotes the welfare of the entire 
industry. It is not spending money to teach these deal
ers' salesmen how to sell its own products and displace 
another company's products, but puts the emphasis on 
creating business which had not previously existed. 

Increasing Sales Call Efficiency 

Another beckoning field of opportunity for moderr.• 
sales promotion lies in multiplying sales call efficiency. 

It is an established fact, proved by numerous testsr 
that under present conditions the average salesman spends• 
less than 20 per cent of his time face to face with prospects. 
It is also a fact that approximately one-half of the time 
thus spent by salesmen is given over to creating confidence 
and establishing acceptance for both the company and 
the product. Here we have a glaring loss of efficiency. 
It equals approximately 90 per cent of the direct selling 
cost. It is a tax on buyers of millions of dollars annually. 
The right sort of sales promotional effort, intelligently 
directed, can do much to reduce that waste and to make 
the efforts of salesmen more productive. 

To illustrate: The dictaphone salesman must not only 
sell the office manager who usually initiates the purchase, 
but also the executive who okays his recommendation, 
and the purchasing agent who gives him the order. He 
must have the support of every executive and every 
stenographer in the prospect's office. It is a task that 
takes a great deal of a salesman's time. It calls for a 
very complex selling technique. And it costs a lot of 
money. 

That cost was sharply cut by use of a sound picture 
entitled, "Two Salesmen in Search of an Order." It was 
a picture unselfishly broad in its appeal. It embodied 
principles of good salesmanship which applied to selling 
any specialties. Thousands of comparues were glad 
to arrange with dictaphone salesmen to show this picture 
to groups of executives and, in that way, the picture did 
in thirty minutes what it took a salesman weeks to do, 
and it did it more effectively. It got over a sales message 
indirectly. 

The Use of Door Openers and Sales Helps 

In house-to-house ·sellipg, the great waste lies in in
effectual calls· that is, calls that do not result in inter
views. How does modem sales promotion grapple witli 
that problem? By providing salesmen with some in
expensive, but useful, novelty which they present to the 
woman of the house when she comes to the door all 
primed to tell the salesman she is not interested in what-
ever it may be he is selling. . 

The salesmen of a roofing and insulating company use 
a needle card for that purpose. "Our men would rather 
have us discontinue all our advertising and all our other 
sales helps rather than to discontinue door openers," the 
sales manager of this company recently told the writer. 
A company manufacturing brushes and another manu
facturing hosiery are two others on the list of direct selling 
companies which have been able to cut down the per
centage of "tum-downs" by the use of sales promotion 
helps. Here is a type of service selling that has unt~ld 
possibilities. One of the fundamental troubles With 
today's sales activities is that they are concentrated too 
much on getting. 

The foregoing are just a few of the methods by which 
selling prices are being reduced and the cost of distribu
tion controlled through sales promotion. Time will not 
permit our going through the list. It is much too long. 
However, a chart accompanies this paper. It attempts 
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to catalog methods in common use and to show the sales 
promotional objective each method is especially well 
qualified to accomplish. · 
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Conclusion 

In concluding this paper, I should like to point out a 
pitfall into which many sales promotional ventures fall. 
They are not sufficiently practical., More testing of sales 
promotional plans and materials should be done in the 
field before they are adopted. Take the matter of sales-

- men's "props" for example. There are thousands of 
dollars spent every year for portfolios, sample cases, etc., 
and it is safe to say that only a small percentage of the 
salesmen to whom they are furnished make full use of 
them. . Most of those who do use them, use them badly. 
They use them for a crutch instead of a crowbar. Or, 

·take the matter of dealer helps-some.companies spend. 
large sums annually for displays and materials for; ·use by 
dealers, but never check up to find what percentage of 
them gather dust in' a back room or basement. 

The best sales promotional program ever deVised is 
money ·wasted unless. it meets the field test. It can't 
be cooked ~p in a swivel chair and expected 'to work. 
.Yet that is exactly how most sales promotional programs 
are developed. It is not only necessary to fit the plan 

··to the practical needs of those to whom it must appeal, 
but it must be sufficiently flexible so that it can be quickly 
. adapted to the changing moods of buyers, and changing 
conditions in business. "' 

With that word of caution, it is 'f:he well-considered 
opinion of many ,of the foremost marketing men of today 
that sales promotion, which started as .the tail on the 
advertising dogJ is destined to wag the dog in the not
distant future. The possibilities for its use in· short- . 
cutting the selling process and in getting over the many 
hurdles that confront ·marketers today are tremendous.' 
The future holds opportunities that are beyond our ability 
to 'imagine. Sci those of you who are concerned about 
the high cost of moving your products into the channels 
of consumption will find nothing so fruitful, or so pregnant 
with cost-cutting possibilities, as this thing we vaguely 
call· "modem sales promotion." 



The ·coordination of Advertising and Sales 
Promotion 

C. B. LARRABEE* 

SUMMARY 
Because of the frequent jurisdictional disputes that arise between advertising depart

ments and sales promotion departments it is becoming increasingly important that a 
clear separation of the duties of the two departments be worked out. Generally speak
ing, we find, after a study of the policies of more than 100 companies, that advertising 
department duties are those that apply to advertising to the consumer without any inter
mediary. 

Sales promotion duties apply to the preparation and distribution of advertising to a 
company's salesmen and distributors and to the consumer through the distributors. 

Because the duties of the two departments are bound to conflict, there are certain 
borderline tasks that may be allotted to the sales promotion department in one type of 
orga~ation and to the advertising department in another type. 

In order to help manufacturers clear up jurisdictional troubles a special chart has been 
prepared which outlines, first, duties that most companies consider should be performed 
by the advertising department; second, those which most companies allot to the sales 
promotion department and, third, borderline duties which are allotted according to the 
type of organization being considered. 

I N THE large or medium sized business organization 
departmental jealousies inevitably lead to bitter 
jurisdictional disputes unless department lines can 

be pretty definitely determined. As a great many 
business men know to their sorrow, jurisdictional disputes 
are time wasting and money wasting and frequently 
create conditions of internal discontent that can become a 
serious tax on the efficient operation of a business. 

Because business organizations are made up of men, 
jealousies between men and departments are bound to 
arise. However, in that organization where there is a 
clear separation of functions and where there is a clear 
line of demarcation at every point where one man's or 
one department's duties are likely to impinge upon those 
of others, costly and time wasting jurisdictional disputes 
can be to a great extent avoided. 

It is because of this condition that so many large 
organizations have car~fully worked out functional charts 
for departmental guidance in performing duties. In no 
phase of modem business is it more important that there 
be a clear understanding of the lines that separate one 
department from another than there is in the fields of 
advertising, sales and sales promotion. 

To understand the reason why there is such a necessity 
for a clean separation of functions of advertising, sales 
promotion and sales, we must understand a little of the 
history of the development of sales promotion. 

As short a time as twenty-five years ago there was 
little confusion between sales promotion and advertising 
functions. At that time most, if not all of the functions 
now performed by sales promotion departments were 
carried on either by advertising or sales departments. 

However, in the great era of post-war prosperity, which 
ended so abruptly in 1929, distribution functions grew 
more complicated rapidly. One cause of this complica-

*The Printers' Ink Publications, New York City, U.S. A. 

tion was the recognition on the part of the manufacturers 
that the retailer was in many respects the most important 
link in the chain of distribution. Dealer support of the 
product became essential. Furthermore, manufacturers 
learned that if they could create plans that would help 
the dealers move merchandise, then dealers would be 
more likely to favor the products of that manufacturer 
who helped them most. 

As a result, more and more effort was directed at the 
dealer; first to sell him and, second, to help him sell the 
consumer. Visual evidence of this is the tremendous 
increase of advertising in business papers. 

During this same period there grew up a keen apprecia
tion of the importance of advertising to the salesman and 
of the salesman to advertising. 

In most businesses advertising had always been looked 
upon largely as a question of selling merchandise to the 
consumer. To be sure, business papers had carried a 
reasonable volume of advertising and the importance of 
the dealer in the distribution chain was recognized. Yet 
before the rapid development of sales promotion work as 
we now know it, large national advertisers were fairly 
content to put the chief emphasis on their consumer 
advertising and to look upon work with their salesmen 
and dealers as secondary. 

· When many companies found that this work ranked 
equally with advertising to the consumer, the problem 
of the advertising department became greatly complicated. 

When and where the term sales promotion first arose 
is difficult to determine. All good advertising is designed 
to promote sales. Therefore under a broad definition 
of the term advertising itself is sales promotion. 

On the other hand, most good sales promotion, as the 
term is used today, is advertising. 

Somewhere, however, there grew up in some organiza
tions the necessity of differentiating between the com
pany's conception of advertising as largely a consumer 
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problem and this other activity which is a dealer and of merchandising can only result when the three depart
salesman problem. In looking ior a term, somebody ments' work is properly coordinated. The individual 
found the words "Sales Promotion" and they seemed to managers may jockey back and forth for preference, but 
fit the case so aptly that they became popular. over them always is an office, not at the top of the chart, 

Thus, in many companies today are found two separate but between the chief executive and the three departments. 
departments, performing different functions and yet with In some companies we find the advertising and sales 
one purpose; namely, to move goods into the hands of promotion managers on a separate footing reporting to a 
consumers. sales manager. This is usually a satisfactory method of 

It is obvious that the work of the sales promotion operation since the sales manager efficiently operates as a 
department and the work of the advertising department - coordinating officer. · 
are bound to touch at a number of points. In fact, any In a number of companies the sales promotion and 
study of the merchandising operations of a number of advertising departments have been merged into a com
large companies shows strikingly how frequently the two bination department known as the "Sales Pr~;>motion and 
departments are likely to meet each other. Advertising Department." In such cases the head of 

Therefore, there has grown up a considerable confusion -this coordinated department usually carries the title of 
concerning the differences between advertising imd sales "Sales Promotion Advertising Manager." SQmetimes he 
promotion and the separation of the functions of adver- is on equal footing with the sales manager, reporting to the 
tising deparbhents and sales promotion departments. president. In one or two cases the two officers report to 

Recently PRINTERS' INK completed a study of the an officer in charge of marketing. In some cases the sales 
sales promotion and advertising operations of more than promotion advertising manager is subordinate to the 
100 medium sized and large manufacturers. One result sales manager.. ' 
of this study was to show that seldom do two companies Frequently where the functionS of advertising and 
separate sales promotion and advertising functions in the sales promotion have been combined in one department, 
same way. the sales promotion and advertising manager has under 

·Another result of the study was to show the vital neces- · him two sub-executives, one in charge of advertising and 
sity of preparing some kind of chart which would first, the other in charge of sales promotion. · 
indicate strictly advertising functions; second, mdicate It is obvious- that all of these variations. are designed to 
strictly sales promotion functions; and third, indicate accomplish a single purpose; namely, to~ avoid jurisdic-' 
those borderline functions where the work of the two . tional jealousies that are likely to arise when advertising 
departments meets. and sales promotion are carried on by two separate 

A closer study of the subject showed that in no company departments not reporting to a common marketing head. 
_ is the sales promotion department completely performing While it is probable that no separation of functions 

the duty implied by the name, except in those rare cases can accomplish the removal of jurisdictional disputes, 
where a company has no' advertising department per se. there is no doubt that the general feeling among out-

Yet, in spite of the fact that saJes promotion work is · standing merchandisiiig companies has· been that the 
functionally largely either part of the advertising depart-' waste of time and money due to such disputes mu~?t be 
ment's work or that of the sales department, today in minimized. . 
many companies the sales promotion departments are With this idea in mind, many companies not only have 
taking on primary importance. Indeed, frequently the worked out· a more satisfactory method of placing the 
sales promotion department is vastly more important sales promotion and advertising departments' proper 
than the advertising department. place on the organization chart, but have also tried to 

When the results of the present study and of a similar put hedges about the fields of advertising and sales pro
study made on a smaller scale five years ago were exam.. motion. The chief purpose of the PRINTERS'· INK 
ined, it was found that sales promotion departments are study was to determine, if it is possible, to prepare a 
growing in importance and power. functional chart which will aid manufacturers in cutting 

In some companies a few years ago the sales promotion down the danger of jurisdictional disputes .. Mter care
departments were subordinate to the advertising depart- fully consjdering the problems of the more than 100 
ment. T-oday they stand on equal footing on the organ• . companies studied, we decided that. such a chart could 
ization chart. Indeed, in some cases the sales promotion be prepared. It is not per_fect but 1t does,. ~or the ~t 
department and its manager have supplanted the ad- time, chart sales ~romotion and advertising du~es, 
vertising department and its manager in importance. separate them, and g~ves at l~t some _ele~entary gwde-

In a' number of companies today the advertising man- post along the road to ~~!ore effioent ope~tion. · 
ager and the sales promotion manager report on equal foot- A copy of the chart 1s attached t? this paper and th~ 
ing to a higher officer, who may be a sales manager or, rest of the paper will be taken up With co.mments on the 
in some cases, the president. chart, comments ~ased on an ~b~rvation .of a great 

In the latter instances we find that advertising, sales many sales promotion and adverti~ operations. 
promotion and sales departments are on equal footing. In preparing the chart we soon discovered, as has been 

Although in some cases such an arrangement apparently pointed out earlier in this pa~r, that ~cely two com-
works satisfactorily, there is a tendency today to seek panies made the same separation of functio~. • · 
another solution. Some companies feel justly that there The problem ~en was to ~t down the vanous functi~ns 
should stand between the president and the three depart- :md the~ determme wh~t m~ght be called general practice 
ments a coordinating officer with some such title as "Vice m allotting them functionally. 
President in Charge of Marketing." · Frequently we found that wh~t frequently seem~ to 

This is a logical development since the greatest efficiency be the wrong allotment of a function was due to orgamza-
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tional needs. Thus, in one company it might be per- through wholesale or dealer channels. On the other 
fectly logical to place a strictly sales promotion function hand, the sales promotion department handles those 
under the jurisdiction of the advertising department due advertising activities which go through the dealer and 
to a peculiar method of operation. In such cases, when the wholesaler. 
the reason was made clear, the case was set down as an The borderline duties are those where the function of 
exception and not considered in the general weighting. the advertising material cannot be so well defined. 

We soon discovered that it was not a very difficult job The study indicates that most of the borderline duties 
to separate most of the functions of the advertising can be allocated only after a determination of their 
department. Such things as supervising the buying of primary function in the distribution scheme of a par
space in consumer publications, the preparation of many ticularcompany. 
forms of consumer advertising and other activities were In closing this paper it is essential to emphasize and in 
obviously advertising department functions. some cases restate certain points. 

On the other band, there were a number of sales promo- First, this chart is not theoretical but is based on the 
tion functions that were just as obviously restricted in actual practices of more than 100 companies. 
nature. Second, the chart is not all-inclusive, in that it does 

It was in the allotment of borderline duties (that is, not list all of the duties carried on under the name of 
duties that may logically be allotted to either the sales advertising or sales promotion. In fact, among more 
promotion or the advertising department) that the than 100 companies studied we found occasionally duties 
greatest difficulty was found. Where standard practice allocated either to the advertising and sales promotion 
was not clear and where it was quite logical to put a departments which by no stretch of the imagination were 
function under either department beading, that function advertising or sales promotion activities. These were 
was put in the borderline section of the chart. It ought arbitrarily eliminated from consideration because, al
to be emphasized that this borderline section is made up though it is true that in some companies they are con
of duties that can be allotted wisely only after a study of a sidered advertising and sales promotion duties, the fact 
particular organization. There is, of course, no such remains that they are not logically so and their inclusion 
thing as a strictly borderline duty in any particular on the list would be confusing. 
organization. Management must decide where the line Third, the chart demonstrates clearly how the sales 
of demarcation comes. promotion department stands between the advertising 

For the purposes of the chart, however, we placed a and sales department and impinges on both. This is an 
number of functions in the borderline classification, important fact in settling jurisdiction now confusing. 
because in some companies they can quite logically be Fourth, it should be re-emphasized that probably not 
performed by the sales promotion department while in one of the companies studied would separate advertising 
other companies they can with equal logic be performed and sales promotion duties just as they are separated in 
by the advertising department. the chart. The chart in that sense is an ideal one but 

Thus, in a company that is sales promotion-minded, by the very fact that it does not represent the practice of 
the sales promotion department will be allotted the one company, it is all the more likely to represent logical 
majority, if not all of the borderline duties. On the other standards of practice. 
hand, in an advertising-minded organization these same Fifth, under present conditions in the field of distribu
duties almost automatically are given to the advertising tion it is probably impossible to set up rigid standards for 
department. the allocation of functions such as are covered in this 

As a general thing, the strength of the department, chart. However, this study, as compared with a study 
that is its importance in the eyes of the management, made several years previously, indicates that management 
almost always depends upon the distn'bution set-up of is rapidly working toward a solution of the vexing juris
the company. Thus, for instance, a company selling dictional problems that arise or the advertising and sales 
electrical household appliances places a great deal of promotion departments clash functionally. The steady 
emphasis. on working with dealers, which is, of course, trend toward the merging of advertising and sales pro
largely a sales promotional function. In this company, motion departments is coming. The fact that in more 
and in a number like it, we found that the sales promotion and more companies a single marketing head is being 
department, being stronger than the advertising depart- put over the two departments indicates clearly what the 
ment, gradually absorbed not only most of the borderline trend will be. 
duties, but, in several cases, bad absorbed some strictly After all, as was pointed out earlier in this paper, all 

·advertising duties. advertising by strict definition is sales promotion just as 
Nor did this latter fact mean that these companies all sales promotion is advertising. Thus in the long run 

were not operating efficiently. Again it ought to be there is no essential conflict between advertising and sales 
emphasized that occasionally a wrong functional allot- promotion departments because basically they are the 
ment may be a correct organizational allotment. This same. 
is a point which is frequently overlooked and such an 
oversight is very likely to lead to serious jurisdictional CJLU.T SaoWING TBE SuAJtAnoN A.-m Au.ocAnoN o.r ADVEJmSlSG 

disputes. Indeed, we found that in many cases jurisdic- .U.'"D SALES hoxonoN Dun:Es 

tional disputes are decided too often on theory rather 
than on a realistic study of facts. 

Examination of the charts shows that as a general 
thing advertising departments supervise all advertising 
material which is directed at the consumer but does not go 

Adumisi"' Duliu 

Preparation of the advertising budget. 
Supervision of the preparation and purchase of space in 

NewspapelS 
Magazines 
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Radio 
Business Papers 
Industrial Publications 
Farm Papers 
Religious Papers 
Class Journals 
Car Cards 
Posters 
Theater Programs 
Outdoor Advertising 
Window Displays 
Counter Displays 
Novelties 
Booklets 
Directories 

Supervision of the preparation of cards and labels, preparation of 
catalogs, preparation of package inserts, preparation of mo
tion pictures (including talking pictures when used for 
consumer advertising). 

Preparation of consumer samples. 
Supervision of Copy Testing. 
Preparation of consumer house organs. 
Supervision of improvements of packages, labels, tags, display 

cartons. 
Supervision of trade-mark design. 
Purchase of paper, art work, engravings, mats, electros and. other 

materials used in advertising (except where agency does 
such detail and advertising department approves). · 

Preparation and maintenance of files of advertising material, scrap-
books of same, etc. 

Supervision of purchase of space in all recognized media (if we want, 
we can include material from Black-White and Gray List). 

Analysis and study of competitive advertisina0 
Wrapping and distributing advertising material. 
Contact with the advertising agency. 
Preparation and maintenance of mailing lists (that apply to adver

tising work as separated from mailing lists prepared and 
maintained by the sales promotion department). 

Purchase of office supplies and fixtures for advertising department 
(except where purchasing department. does this). 

Advertising accounting work (in addition to work carried on by 
regular accounting department). 

Collperation with engineering and/or production department in de
velopments that will affect advertising. · 

Sales convention work to explain reasons for and values of adver
tising and to present advertising plans (as distinguished 
from more 'cl.etailed convention work often carried on by 
the sales promotion department). 

Preparation of advertising exhibits for sales conventions. 
Development and preparation of advertising pofl{olios for salesmen 

(except where these are almost entirely made up of promo
tion department material). 

Preparation of advertising material directed at company's personnel. 
Sales analysis work to determine where best ·to carry on special 

advertising effort. 
Analysis of dealer and distributor media advertising (in c:olSperation 

with sales promotion department). 
Individual dealer and distributor correspondence on advertising 

matters. 
Co<speration in preparing annual report (where company makes 

report something more than a balance sheet). 
Collperation with other department on public relations work. 
Choice and purchase of consumer premiums. · 
Representing the company in associations or other organizations 

devoted to advertising. 
Supervision of testing bureaus where results of work are used for 

advertising purposes. 
Preparation of purchase and display signs on the factory or office 

building. 
Checking and maintaining record of advertising returns. 

Salu Ptt1m0liotf Duliu 

Preparation of direct mail done by dealers and distributors. 
Preparation and/or checking of lists for dealers or distributors. 
Preparation of folders or pamphlets for statements. 
Preparation of folders or pamphlets for counter distribution. 
Preparation of complete mail campaigns. 
Preparation of new customer letters. 
Preparation of lost customer letters. 

Plan and supervise motion pictures (for dealer or distributor effect). 
Preparation of permanent display stands (as opposed to perishable 

display material). 
Preparation of dealer identification signs. 
Co<speration in the issuance of house magazines: 

A. Internal 
1. Sales 
2. Employee 

B.External . 
1. Dealer~ 

Purchase of paper, art work; engravings, mats, electros and other 
materials used in sales promotion. 

Preparation of dealer samples., 
Preparation of a,dvertising automobiles. 
Preparation and maintenance of files and scrapbooks, etc., of promo

'tion material. 
Sales promotion accounting work (in addition .to work done by 

accounting department). 
Purchase of office supplies and fixtures for sales promop~n depart-

ment ·(except where purchasing deplll'tJFnt does this). 
Maintenance of mailing lists (that apply to promotion work). 
Preparation of the sales promotion budget. 
Exchange of experiences within far-fiung parts of large 6rpnizations. 
Collperation with engineering and/or production departments in 

developments that will affect promotion duties. 
Experimental sales work. This means actual selling in the field to 

test the effects of certain promotion plans. 
Handling of sales training courses for · · · · · . . 

Company salesmen · \_ Done under supervision of salei de-
Distributors' salesmenf partment. • . · 

Sales training in the field (where not done by representatives of s&l.es 
department). . . 

Collperation with sales department in following through individual 
dealer inquiries. · 

Sales correspondence (where not handled by sales department). 
Keeping of sales records (where not handled by sales department). 
Development of salesmen's portfol,ios (except where these are largely 

advertising). 
Development of visual sales presentations. 
Preparation of sales bulletins (where this is not done by an assistant 

sales manager). 
Preparation of salesmen's sample cases (where not done by sales 

department). . 
Development of sale5men's display material. 
Work with sales department to prepare material for sales conven

tions (except advertising exlu'bits). · 
Salesmen and dealer training-Programming of meetings instructing 

in product and how to sell. 
Informing salesmen of new equipment, new product, etc., (where 

not done by sales department). · , 
Securing and arranging data by which sales quotas can be assigned. 
Special analysis work of customer problems too complicated for 

individual salesman to handle. 
Co<srdination of programs and itineraries of travclmg representatives 

from home office to branches so there will be no overlapping 
or back tracking of effort. 

Contacting of dealers in matters other than sales. 
Contacting of distributors in matters other than sales. 
Dealer and distn'butor adjustments (where not handled by sales 

department). 

127 



Planning distributor and dealer contests. 
Educational work among dealers' salespeople. 
Working with dealers on customer control systems. 
Arrangement for distn"bution of films among dealers and distributors. 
Individual dealer and distributor correspondence dealing with pro-

motional matters. 
Analysis of dealer and distributor direct-mail advertising (sometimes 

in cooperation with advertising department). 
Liaison work for distributors and their dealers-as (see Neva-Wet 

letter) between licensees and dealers. 
Guidance of trade relations through 

Education 
Trade Associations 
Meetings 
Product Information 

Preparation and supervision of product exhibits in trade meetings. 
Preparation and supervision of product exhibits in dealers' stores. 
Planning and supervision of demonstrations i(except salesmen's 

demonstrations). 
Helping dealer with his advertising budget. 

Sales Research. 
Analysis to determine new product needs. 
Sales analysis to determine where best to carry out promotion effort. 
Analysis of accounts, new and lost, to determine promotion effort. 
Development of sales facilitating services, such as time payment 

plans. 
Maintenance of unit sales records for individual products. 

Corresponding with home demonstration agents and home economics 
teachers. 

Planning and supervision of exhibition of product in branch houses. 
Preparation of material for trade shows. 
Handling of trade show space where sales department does not take 

over function. 
Contact with competitors. 
Study and analysis of competitive products from the standpoint of 

product improvement. 

Contact with trade associations whose members sell company's 
products. 

Borderline Duties 

Production of direct-mail material (other than that used by dealers-
usually promotion). 

Pamphlets, newspapers. 
Creation and design of letterheads, billheads, shipping labels. 
Renting of traveling window displays. 
Preparation of instruction sheets and manuals· to insure proper use 

of product (usually advertising). 
Preparation and supervision of factory outside display signs. 
Supplies display material. ' 
Supervision of design and purchase of salesmen's automobiles where 

these are used for advertising purposes. 
Cooperation with window display services. 
Distribution of circulars and pamphlets to the consumer. 
Distribution of circulars and pamphlets to the trade. 
Supervision of premium distribution (usually advertising) because 

premiums usually are consumer sales stimulants. 
Gather photographic evidence of use of product (usually advertising). 
Gather testimonial data (usually advertising). 
Supervision of printing plant, duplicating department. 
Maintaining sound public relations program (usually advertising). 
Institutional publicity (speeches, etc.). 
Gaining publicity for the finn for new products. 
Market research (usually advertising). 
Complete cataloging of product (usually advertising). 

·Clearing house for leads from distributors or dealers (usually pro
motion). 

Clearing house for leads from consumers (usually advertising). 
Follow through with dealers of inquiries developing from advertising 

and promotion effort. 
Supervision of testing bureaus. 
COOrdinate sales and advertising activities. 
Maintaining file of historical material of company's activities. 
Preparation of salesmen's catalogs. · 
Preparation, supervision and distribution of special exhibits for 

schools and colleges. 
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Administration of Sales 
· A Critique-Prepared by 

J. RUSSELL DOUBMAN,* Rapporteur 
. ' 

Sales Management is concerned with the personal direc.. decided upon, and it must thereafter be used. Would 
tion and control of salesmen in the field. Management not such a Congress bean ideal group to discuss and clarify 
activities are said to include recruiting, selecting, training, certain definitions? . , · _ , . . 
equipping, assigning, routing, supervision, paying, stim- P sales management practice is to be rationalized within 
ulating, researching and consulting on marketing and the confines of any country, is it not of equal significance 
advertising policies. Only a few of these topics have been that those responsible for the discharge of management 
touched in the papers written for this International Con- responsibilities should exchange experiences for their own 
gress and the result is that there are wide gaps in a com- benefit? This should bring to mind one very. essential 
pletely logical or inclusive survey of management mate- query. Can the exchange of experience between groups 
rial. The topics are specialized to too high a degree for actually be of value when our fundamental concepts of 
use in general discussion, and they can hardly be said to organization and operation are at opposite poles?. Can 
fit into as composite a picture as we might desire. the experience of a regimented or a cooperative group 

In an attempt to order the thinking of the participants, be compared with the experience of a company or organiza
it might be well to stress certain aspects of sales manage- tion under a capitalistic system, with its f.!teory of full and 
ment as interpretative. It may be said that modem 'open competition? Certainly an exchange of experience 
sales management presen~ two points of view worthy is desirable; but we must be exchanging experiences which 
of present-day study. In so far as management relates are J?asically alike and not those founded on fundamentally 
to personnel, it is believed that there is a. decided turn different concepts. These two problems are so basic to 
away from the emphasis of the past few decades upon - the material which is to be presented in the papers, that 

- mechanical methods of control. Thus, it seems more their consideration is given precedence in position and is 
effective to develop a staff of men who are self-reliant and discUssed in a somewhat separate and distinct category. 
resourceful The character of the directing, therefore, 
changes its emphasis, and training becomes of paramount 
importance. Compensation must be viewed from a differ- 1 

ent point of view with consideration of re-orders in mind, 
rather than so-called high pressure single sales. Every 
incentive or help given io the staff must be weighed and a 
new value placed upon it in proportion to its effect on the 
personna i 

The second point of view which show a deviation has 
been forced upon American management by the depres
sion and the legal incidents thereto. Every country has 
experienced such problems in varying degrees of intensity. 
Business is asking management to present sales cost fig
ures. This is not done merely as a mechanistic measure, 
but as a factual proof of the results which are claimed for 
the new emphasis upon personnel relations. 

In a Congress of this sort, where delegates have gathered · 
for the exchange of experiences and where so many topicS 
are presented for consideration, we should establish a com
mon medium of expression. Let us consider a case in 
point by analyzing the word rationalization. J.n certain 
quarters, this word is associated with the technique of 
regimentation. In others, it is interpreted merely as a 
word connoting a consistent process of reasoning. A 
standardization of vocabulary is therefore indicated as 
essential. H a Tower of Babel effect is to be avoided, a 
sane, common, workable but simple vocabulary must be 

.. . . l .· .· . - --. 

The subject of training for all. of its fundamental im
portance, and its growing value to every business is ad
mitted and has been touched generally by practically all 
contributors, and specifically by three. This is taken to 
be proof of the increasing stress which is being laid upon 
the topic. Nevertheless, one cannot feel that ~g, 
despite its relative importance, rates such disproportion-
ate emphasis. . . 

The training program as specifically used by one par
ticular company is described in detail by Mr. G. H. Arm
strong. This is a historical and purely descriptive ap
proach. The success of the program described is attested 
by the standing of the company in the trade; but in a 
larger sense, there is no challenge to the group in such 
material, for no new or original principle is enunciated. 
As a collateral issue, one problem arises in the mind of the 
readers to which this group might give its attention, and 
that is the value of training and its relative effect upon 
different classes or groups of trainees. Does a college man 
do a more effective job following training than one not so 
mentally disciplined to start? Does proficiency in the 
training gro1,1p have any relation to poss1"ble future suc
cess? These are matters to which this group might well 
turn its attention. The answer, after research, should 
certainly act as a guide for future policies and substan
tiate the contention made in the original premise concern
ing the need for developing an individulilly resourceful 
staff, rather than a mechanized one. The questions pro-

• Professor, Wharton School of Commerce and Finance, Uni" pounded are only a few of those which arise almost im-
versity of Pennsylvania, Philadelphia, Pa., u. s. A. mediately upon reading the contributions. 
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The experience of the Swedish coOperatives in regard to 
the systematic training of their sales staff is well and 
clearly presented by Mr. H. Elldin; but throughout there 
is a feeling that advancement is dependent upon the per
sonal characteristics and ambition of the individual, 
rather than upon incentives in any more tangt'ble form. 
The cbaJJenge is set definitely. Will social benefits 
accruing through a set plan of instruction be as effective 
as the sporadic individualized incentives as exemplified by 
our American industrial organization? The whole prob
lem of c:OOperation and a discussion of the conditions which 
must maintain if it is to be successful are thus called 
into bold relief. Can a heterogeneous group, with 
different interests and wide territorial domain, ever reach 
the point in c:OOperation attained by those living in coun
tries with dissimilar conditions confronting them? Spe
cifically, the bomegeneity and the similarity of interests in 
a limited area have made agricultural c:OOperation com
paratively easy in certain localities, and later the addition 
of sales functions was but a logical antecedenL From the 
standpoint of those interested in long-term sales planning, 
these matters are quite informative. They go to the very 
heart of the problem of emphasis and incentives, and man
agement feels the need of the inJluence of the psychol~ 
the biologist and the physiologist before aniving at results 
too positively. The far-reaching effects of the modem 
point of view assumed by management today is thus 
brought into bold outline with its many ramifications. 

The aims of administration and the ideals of the sales 
force are rarely the same. During prosperous times, as 
Mr. C. Francis sets forth, administration tries its best to 
keep sales costs low. This reflects itself in management's 
desire to pay the salesmen salaries. The sales force tends 
to increase its demands at such times and shows a willing
ness to sacrifice certainty of income for immediate mone
tary returns in the form of some commission form of pay
menL During a period of depression, the tendency is 
reversed. Management tries to get the selling force to 
sell on commission, so that it may save on the certain sal
aries; but the salesmen demand a sum certain, generally 
in salary form. This leads to the need for a thorough
going analysis of compensation as an incentive through its 

· power as a driving force. What facts should be collected 
to give management information which would in effect 
point out the logical methods of payment in order to get 
maximum results? The aim at all times should be to se
lect a method which would suit the particular business, and 
at the same time, lessen disputes and make for a more even 
sales curve. Any discussion of compensation as an incen
tive aimed at such results would prove of inestimable 
worth. It may even be that such facts are so individual
ized that no general conclusions can be reached and that 
this is a problem for each company's own investigation. 
To dissect the material and determine the general or par
ticular nature of the problem would in itself be a study well 
worth while. 

a study as that by Dr. J. Tille is commendable in every 
way as one of the most laudable efforts in the field of sell
ing. The topic needs study and research. Its results 
would be of value in correcting misunderstandings with 
labor, and it would tend to smooth out the sales curve in
stead of intensifying the periods of depression and pros
perity. 

Dr. H. R. Tosdal emphasizes this fact, and he likewise 
points to the recent tendency to increase the duties of the 
sales force. The question open for discussion is whether 
the selling organization should assume duties other than 
selling to the extent that they have. Is it their task to 
build good-will, handle credits and collection and to aid 
dealers? Are these extra duties interfering with the 
accepted modes of payment? We must turn our attention 
to the analysis of the salesmen's tasks and how they may 
be infiuenced by selected methods of paymenL In other 
words, is it advantageous to all parties concerned to es
tablish a bonus system to give incentive and then to t:OJn. 

plicate the work of the accounting department in keeping 
records? The relative values of each change are at stake 
and require more than superficial decisions. They need 
study and concentrated attention with adequate facts 
available upon which decisions may be made. 

Dr. Tosdal and Mr. Francis are as one in their emphasis 
on training. Dr. Tosdal goes so far as to say that better 
selection and training would relieve the strain which has 
been put upon compensation and control in ever-increasing 
amounts. With such conclusions we must agree. 

Throughout the field of management as related to the 
sales group, there is a recurring problem brought out in the 
paper by Mr. C. R. Carey. It involves the c:OOrdinating 
efforts between various departments and the selling or
ganization. To what extent shall c:OOperation be carried 
on? Can proper organization infiuence the conclusion? 
Can a line and staff organization, with meetings between 
representatives of various activities within the business, 
do anything toward ironing out difficulties between de
partments? While the unification of the efforts of sales 
and engineering departments is held essential for those 
manufacturing industrial equipment with large-unit costs, 
the problem of c:OOperation is not confined to these groups. 
It is an all-inclusive question. It goes even deeper and 
involves a disn•ssion of the need for c:OOperation among 
individuals as well as departments. In the long run it 
could be carried to the point where trade association ac
tivity in any field might be pointed toward better relations 
of this type. This would in tum involve a study as to the 
extent to which trade associations might step out of their 
present niche and assume greater responsibilities, concern
ing themselves with the real and vital problems of the 
trade. 

The disparity between distribution and production costs 
has long been recognized. The difficulties of standa.rd.W
ing the intangible factors of human nature must be con-

The study made by the sales offices of the metallurgical sidered. These difficulties, however, need not prevent 
trades is an effort to present factual evidence, which would, our close attention to research activities. The rea) chal
if sufficient data were available for many industries and len~e to _modern :oemng is bow to analyze the material 
many countries, tend to point the way by which .expenses w!"ch ~ts relative to advertising and sales promotion, 
of selling and their relation to general conditions could With a VJew to~ decreasing expenses. Naturally, it 
be placed on a firmer ground, with less fluctuation. Such has been done m the field of production, but the cases 
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which have been studied indicate that as a field the ap- That is, results which will be valuable because of their 
plication of marketing research to sales is still a broad thoroughness and completeness. This will require money, 
one. Throughout, the need for adequate information is time, cooperation and trained minds. The harvest is 
realized; and only through a willingness on the part of ripe; but the workers are few indeed who possess the 
large business trade groups, or government itself to do the needed ability and vision to comprehend the problem and 
real groundwork of research, can results be obtained. carry the task ultimately to completion. 
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Scientific Direction of Sales Effort 
CLARENCE FRANCIS* 

SUMMARY 

Mass production economies are rapidly being absorbed by rising costs in other direc
tions. The high cost of distribution indicates that production of goods is ahead of sales 
methods in efficiency. Modern conditions emphasize th~ fact that sales managers 
cannot standardize man power to the same degree as formerly, but must definitely stand
ardize the use of the modem sales forces, such as advertising and display materials, in order 
to provide for most effective use of both men and forces. . . . . . . . . . . 

Controls therefore must be designed to fit not only changmg conditions, .but to meet 
specific requirements of the industry and the organization, and aimed more at the control 
of results than the control of men's time, as formerly. Simpler control methods are 
required with regard to salesmen than in other days, but closer check-up of results 
produced by advertising, sales promotion, and display material is ;needed. . 

The modem sales manager must know his facts niore fully, because of large expendi
tures in sales instrumentalities that deal with customers in the mass and which depend 
for effectiveness on their close relation to the average facts; and must allow for judgment 
and decision by salesmen in dealing with specific customer contacts. 

Research in sales methods, advertising and sales promotion material effectiveness will 
no doubt result in progress equalling that of product and production research. · ,, · 

The general philosophy expressed is illustrated by a case history showing the d~velop
ment of Grape-Nuts Flakes, and the marketing technique and procedure; used in placing 
Grape-Nuts Flakes on the market. · .. , 

Characteristics of Modern Marketing 

I N ORDER to deal adequately with the subject that 
has been assigned to me, it is necessary to ·view it 
against the background of modem industrial prac

tices, current economic trends, and the changing develop
ments in social requirements. 

While the modem conception of mass production has 
unquestionably brought with it many changes and per
plexing problems, ~e fact remains that ~t has proved .it~ 
self by its econom1c benefits to consumers, workers, m-
dustry, and society. · 

Rising costs in many directions, however, show an 
alarming tendency to absorb mass production economies 
as fast as technological improvements bring them about. 

This naturally brings into sharp focus the fact that the 
technique of Mass Production of Goods inherently and 
inevitably involves the need for equally effective methods 
for the mass production of sales. 

That production efficiency and sales efficiency are out 
of balance is indicated by the widespread condition uni
versally referred to as "the high cost of distribution." 
The effects are economic, and felt by all; but the problem 
of dealing with it is a matter of management concern. 
Indeed, I believe it to be one of the major problems of 
modem management. 

Its solution calls for a shift in emphasis from production 
to distribution, if the economies of mass production are 
to be conserved for the benefit of all, and so made avail
able for wider distribution in the form of better products, 
lower prices, and higher wages. 

BE'ITER RESULTS FROM: HORE SCIENTIFIC HE'IHODS 

The practical road to better selling is in the wider adop
tion of a more scientific attitude towards the sales efforts, 

• President, General Foods Corporation, New York City, U.S. A. 

a more critical analysis of Sales ins~eritauties, and a, 
more careful scrutiny of methods in relation to principles 
and objectives. . 

· Obviously, if .w~ are to build policies on principles, 
and arrange the methods so that they are suitable tor. 
carrying out the policies with the least effort, and produce 
results at the least cost, we must do a larger measure of 
pre-planning, or we shall find ourselves not only wasting. 
time and money, but tra,veling in the wrong pirection for 
our future stability and progress. 

OLD HE'IHODS INADEQUATE TO THE TASK 

Sales methods, like machines, do beco~e obs~lete. _In 
every industry there has been the type of day-to-day. 
sales operator who has been able to make an unusual show
ing of volume and profit with methods that were actually, 
weakening the future of the business itself, and laying ~e 
foundation for trouble that later could only be dealt Wlth. 
by drastic reconstruction, reorganization, and refinancing . 
of the whole operation. · 

Up until comparatively recently it was customary to 
pian sales only in a very general way. I can remember 
the time when· it was customary to set the salesman to 
work up one side of the street and down the other, calling 
on all customers, large and small, and spending the same 
time on all, unless he had the courage to make his own 
variations from the day's routine. . . • 

The point comes to mind that, where once the mam re
liance in selling was the individual influence of the sales
men today the need is for intelligent, interested co-opera
tion' with a sound plan as the unifying element. This 
do~ not mean minimizing individual abilities. Qn the 
contrary individual skill and resourcefulness in the sal811 
force, ar~ thereby enhanced in importance~ beca';lse they 
are better capitalized and made more p~oduc~ve. ~
telligent men, and salesmen as a ~ are mtelligent, m-
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variably react favorably, and conform willingly, to the 
demands of a soundly conceived plan of action. 

Facts Define the Problem ofDirecting Sales 

The engineer who undertakes to design a more effective 
radio, must know the principles of electronics as well as 
he knows the details of materials, labor, and operations 
through which the design will be turned into a practical 
machine. Similarly, the sales manager who undertakes 
to plan intelligently must base his work on a thorough 
understanding of the principles and complete knowledge of 

, his product, and the relevant marketing facts. 
By this is meant, not merely that he must know the 

general statistical data, such as territorial characteristics, 
population, size, and source of income, but all of these, 
together with specific and definite information, weig~ted 
and classified according to the type of product. 

THE IMPORTANCE OF PRE-PLANNING 

Only through evaluating and classifying such detailed 
and pertinent facts, can the salesmanager come to a clear 
perception of his problem. He will, if he is wise, make the 
details simple, and will also arrange for periodic check-up 
of results, so that he can modify operations to meet chang
ing conditions. 

This is a more difficult matter to plan, organize, check, 
control, and direct, scientifically, than is the production. 
The engineer I spoke about a moment ago is dealing with 
principles and laws and materials that are mechanical, 
regular, and measurable in action and result. For the 
sales manager the most important elements are human 
beings, who are subject to psychological, as well as physi
ological, variations and influences. We must admit that 
these difficulties have often been used as an excuse for 
not planning much beyond our day-to-day work. The 
difficulties, however, are more than an excuse; they are 
very real obstacles to scientific planning. Machines and 
materials can be standardized, but men present a wholly 
different problem. Psychologists cannot yet guarantee 
specific human reactions to any given stimuli. 

And yet, despite the admitted difficulty of molding our 
human material, there is much we can do, and must do, to 
reduce waste effort, sharpen the selling tool, engage in 
more thoughtful planning, provide better direction, and, 
by a combination of all these things, to aid in bringing 
down the cost of distribution. 

WHAT SHOULD PRE-PLANNING INCLUDE 

The pre-planning should include careful preparation of 
all mass-action instrumentalities, such as advertising, 
sales promotion material, and other merchandising efforts. 
It should include careful preparation of all paper work, 
reports, and questionnaries, and reduce these to the sim
plest form possible in relation to what useful purpose it 
performs and what time requirements it imposes on the 
-salesmen. The salesman thinks in terms of human con
tacts; he is under constant pressure from human per
sonalities, and when he gets back to his room at night, 
tired and nervously strained, he is likely to look upon 
unnecessary paper work as a nuisance. The planning 
should also include provision for research and develop
ment of the best methods of how to obtain this applica
tion of the sales effort to the individual case. I venture 

the suggestion that research and analysis in this field may 
be almost as productive as product research itself. 

SALES AIDS SHOULD SIMPLIFY HEN'S WORK 

The work of the salesman is at least partly repetitive. 
The interest comes mainly in the adaptation of the mate
rial to the particular situation in which he finds himself. 
Its value depends, not on its volume, but on the new, 
fresh, or stimulating information it conveys. It is the 
business of the sales manager to plan this material in 
advance, and to see that it is prepared and made available 
to the salesmen in sufficient, but not burdensome, quan
tity and frequency. He has plenty to carry even under 
the most favorable conditions. 

SIMPLE CONTROLS HOST EFFECTIVE 

Present methods of supervision are often a hold-over 
from the days of rapid growth in the United States. 
Quick extension and quick control were required. The 
markets were going ahead at such a pace that the number 
of calls seemed more important than the intelligence ex
pended on the individual case. We were relying more on 
the law of averages than on the effectiveness of the sales 
effort. We are likely to overlook the fact that modern 
selling includes the use of many forces, instrumentalities, 
and materials, that were not in use then, and which, 
unless carefully related to each other, tend to make the 
whole process more complicated, more wasteful, and less 
productive. 

CHANGES THAT AFFECT TYPE- Ol!' CONTROL 

We hear much discussion, these days, about the relative 
merits of centralized versus de-centralized control. Here, 
again, I believe no specific, universal formula is appli
cable. 

.The necessities will naturally vary with conditions, and 
these in turn, will influence the decision as to centralized 
or de-centralized systems of control. All controls must 
be centralized to some degree, and what we are really 
concerned with is the right arrangement of functional 
control for the most effective operation of the territorial 
requirements. The objective is control of results, more 
than control of men's activities per se. 

The question of centralized or de-centralized control 
can be answered effectively only when the case has been 
studied, the functions clearly laid out, and the controls 
established so that responsibility and authority coincide 
as they should. 

However, there is little doubt that there has been a 
tendency to over-centralization in a number of cases, with 
a consequent loss of flexibility, individual development in 
decision and operation, and an increasing tendency to 
bureaucratic departmental procedure. 

Functional control, properly planned for the specific 
job in hand, passes along from the central office those 
elements of operation and decision which can be more 
effectively settled at or near the point of contact with the 
customer. It aims at retaining only those elements that 
apply to the general requirements of all the areas, and 
which, therefore, demand the consideration of the policies, 
programs, and current objectives as they relate to the 
whole process and the total operation. In the field the 
salesman must work alone. He is expected to accommo
date himself to the opportunities of each interview. The 
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controls, also, should be planned with this fact in mind, was done during 1930 and 1931 when things look,ed pretty 
and provide for the exercise of discretion and judgment to difficult for a new product. Samples of Grape-Nuts 
the fullest degree. It must be recognized, I believe, that Flakes were then submitted to thousands ol housewives 
sales management is mainly an educational job, because - in different sections of the United States for .their test, 
it deals primarily with human beings. The word educate, and their comments and suggestions were carefully an
as I sense it, means to bring out, and not merely to put alyzed and, checked against the final product. When this 
in. was done we felt that we really had the right product. 

Only a leader can stimulate and arouse people. Only Then came the .questio~ of the I?ackage. ManY, designs 
a patient teacher can bring out the best that salesmen are were made up m a vanety of SIZeS, shapes, and colors, 
capable of and only a sympathetic disciplinarian can and the most promising tested in our model grocery store, 
command :espect and affection at the same time. Given for their display value, their attractiveness, and for pop
these elements in the sales management, and using con- ularity in size. On the basis of the results as revealed by 
trol methods that are simple and efficient, the sales force careful records, we selected one and then· felt that we 
will usually respond by loyal observance of what is re- were ready for a marketing trial, though not yet sure 
quired. enough to proceed on a national scale. 

This involved the development of various advertising 
appeals and testing them for results; the planning and 
preparation of display material, 'POsters, street car cards 
and other sales promotion material. Then there came 
the development of a plan of action, which involved the 
training of the sales force in the characteristics of the 
new product, and in the objective and operation of the 
plan for developing dealer interest and co-operation. 

Application of the Foregoing Principles 

I have tried herein, to illustrate my own philosophy and 
point of view by analogy from the manufacturing process, 
in which we have searched diligently after knowledge as 
to each detail of the process. In this field we have dis
covered and defined the principles, we have determined 
the objectives, and have thus been enabled to develop 
marked improvements in the manufacturing operations. 
To me, that is the road we must travel in sales manage
ment, if we are to equal or approximate the results 
achieved in production. A great field is opened up for 
the future, if we can get rid of assumptions and traditions, 
and establish for human endeavor some of the clarity in 
definition and planning and utilization that we now pOs
sess in the mechanical field. 

Perhaps it will serve a useful purpose if I point the 
philoSophy herein expressed by briefly outlining an 
example from our own business. In 1897 the Postum 
Cereal Company developed a new breakfast cereal called 
Grape-Nuts, one of the first of the packaged breakfast 
cereals now in such general use. It became very popular 
on account of its flavor and also because of its chewy 
qualities. The changing tempo of modem life, l\owever, 
brought an increasing demand for flake cereals, because 
they were easier to chew and so lent themselves more 
readily to the proverbially hurried. American breakfast. 
Almost everybody liked the Grape-Nuts flavor, but by 
1930 the demand for flakes was assuming large propor
tions. While the original Grape-Nuts product could still 
be further expanded, a whole new market could also be 
opened up by reproducing the original flavor in an addi
tional product in flake form. 

The possibility of making Grape-Nuts was discussed 
and a number of different forms were made up in the lab
oratory. Finally we struck the happy combination of 
crisp, light flakes with all the desired flavor. All this 

The initial sales campaign was started in Mansfield, 
Ohio, Sacramento, California, and parts of Minnesota on 
September 8, 1931. Results were carefully checked, and 
showed that volume was satisfactory and ~ustomer de
mand sustained. ·On October 21st. the campaign was 
extended to the city of Pittsburgh; on October 23rd to 
the San Francisco and Los Angeles, California districts; 
and on November 23rd to Albany, Schenectady, and Troy, 
New York. Gradually other markets were added, and 
by June, 1932, Grape-Nuts Flakes were firmly established 
in the national market. The whole process involved 
Laboratory research, the .development of a new manu
facturing process, consumer testing, market analysis and 
sales analysis, new package design, the development of 
new advertising appeals, production of new sales material, 
intensive sales training for the introduction and follow-up 
campaigns in a trial market, and then general introduction 
in the total market. 

All this cost money, of course, and took time, but the 
results were more effective and less wasteful than if we had 
proceeded on the old hit or miSs basis, and merely made 
a product that we thought was all right, but which cus
tomers might not like. 

In closing I should like to emphasize that the modem 
sales job must catch up with production efficiency, and I 
believe that only through carefully planned sales methods 
can we fully pass on to customers, work~, and stOck
holders the benefit of mass production~ 
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Unifying the Efforts of Sales and Engi~eering 
Departments in Marketing Industrial 

Equipment 
C. R. CARY* 

SUMMARY 
This paper is primarily of interest to those who manufacture and distribu~e industrial 

equipment having unit prices which range roughly from $200 to $5000 and whose con
tinuing sales volume and continuing growth depend upon modification of old or develop
ment of new devices to match changing customer techniques. It emphasizes the need for 
close cooperation and team work between the Sales and Engineering Departments of such 
manufacturers and distributors, even though they are spared the expensive preliminary 
engineering which is frequently necessary in marketing equipment at unit prices of, say, 
$5000 and upwards. 

The paper proceeds then to discuss factors which interfere with the development of 
cooperation between individuals of different departments. It points out that such 
cooperation can hardly be secured by edict and discusses some of the more important 
procedures by which an atmosphere favorable to cooperation may be developed. Though 
the paper has to do specifically with the joint activities of Sales and Engineering Depart
ments, the subject matter of this latter section is so presented as to be applicable to 
similar situations invQ.lving other departments of an organization. Hence, it may 
interest anyone who, in a position of responsibility, finds himself handicapped by a kind 
of departmental thinking which develops easily and naturally in functionalized industry 
and which tends to obstruct unified company action. 

OBVIOUSLY, there is only a remote relation be
tween the sales problems of an organization 
which. distributes pastes and gums on a mass 

basis to the ultimate consumer, and those of one which 
distributes steamships, bridges and complete plants on an 
essentially individualized basis to other manufacturing 
and distributing organizations. And between these ex
tremes is a wide band involving various types of consum
able goods, for the ultimate user and for industry, and 
various kinds of capital goods for one or the other. Since 
this band is practically continuous, he who would discuss 
any phase of sales organization or of sales procedure will 
do well to define the section of the band to which his 
remarks most immediately pertain and then to clothe 
his subject matter in such forms of expression as will best 
serve to center attention upon the principles involved, 
rather than upon specific arrangements, events, or pro
cedures. As to the scope of this particular paper, it may 
be described as of primary interest to those who are both 
manufacturers and distributors of industrial equipment, 
having unit prices which range roughly between $200 and 
$5000, and wh~ must depend, for continuing sales volume 
and for continuing growth, upon the modification of old 
or the development of new devices to match changing 
customer techniques. Quite a wide range of industrial 

·equipment belongs in this category. Furthermore, as its 
title indicates, the paper centers attention upon an or
ganization problem rather than upon sales methods. 

Having considered this brief, though it is hoped ade
quate, definition of the scope of the field, let us next con-

sider various characteristics affecting the corresponding 
marketing problem. The industrial equipment involved 
is in the class of material which it is customary to charge 
against Capital Account rather than against Operating 
Expense. Each such piece of equipment is in the nature 
of a tool which in general is used jointly with other and 
more or less related tools for the accomplishment of some 
ultimate objective in the industrial structure. Because 
of this tie-in with a specific process and also with other 
equipment, it is almost always necessary to wait until the 
prospective purchaser is ready to make other material 
changes before the order can be secured for any com
ponent part. Furthermore, although the purchase is 
more often than not expected to pay for itself in two or 
three years or less, equipment in this category, unless 
obsoletized by some change in method, is expected to 
have a life of from ten to fifteen years or more. Barring 
fire or other calamity, repetitive buying is practically 
non-existent. Fortunately, since life is so largely made 
up of attempts to do things which have never been done 
before or to do them better or quicker, industrial methods 
and specific objectives are in a constant state of flux, 
necessitating changes in established types of equipment 
and inspiring the industrial application of procedures 
previously limited to the research laboratory. 

Because each such tool, as pointed out above, is used 
jointly with other more or less related tools, it is not 
sufficient that each tool be so well designed and well 
made that it will work well as an individual tool. Its 
value to the. user will depend entirely upon how well it 
fits into the individual environment and upon how 

• Vice President in Charge of Sales, Leeds & Northrup Company, efficiently it accomplishes that special task for which it 
Philadelphia, Pa., U. S. A. was purchased. No distribution system which does not 
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provide adequate facilities for meeting this need for adap- the markets and the salesmen. The chances are. that the 
tation of product to individual application can be con~ art has progressed to a point where the difference between 
sidered satisfactory. For this reason, in the industrial the products of competing manufacturers is not so great 
field for capital goods, which falls within the scope of this as it once was. · Obviously, as uniformity is approached, 
paper, there has been a steady drift away from any type price plays a larger part in determining who gets business. 
of middleman over to direct distribution through sales~ Then the combination of a wide-awake salesman with an 
men in the employ of the manufacture" This direct dis- iJ!genious and resourceful engineer not infrequently can 
tribution leaves the manufacturer full control over the change what is apparently a conventional competitive 
calibre of intelligence to be employed in appraising just fight where he who is willing to shave the price furthest 
what his organization should propose to meet each given gets the business over into a sure order without destruc
situation in the plants of potential customers and in· tive price competition by the simple expedient of together 
handling whatever situations may arise after equipment evolving some special service his particuiar gadget may 
has been purchased and installed. be made to give that others do not. · As·a force influencing 

On one side, these two types of service closely approach the current sales total, as well as a builder of long-range 
engineering. On the other, they border a service which goodwill, wise use of the engineering staff in the further
partakes rather more of the nature of salesmanship in ance of sales projects may. be more powerful than high
that they involve the capacity for estimating or actually pressure methods or "slick" selling caJi be. 
finding out just which aspects of the proposed equipment It may seem strange that a paper for presentation to a 
make the greatest impression upon the prospect. At this Marketing Conference should start with a section dealing 
point a true understanding of salesmanship is demanded, almost solely with a discussion of the importance of the 
since more often than not two or three departments and a. engineer. No one would consider trying to manufacture 
dozen or so individuals must be sized up, sales tactics industrial equipment without an adequate Engineering 
adjusted to fit each, and diplomacy brought to bear to Department. What has been said so far has been in
harmonize divergent viewpoints which only too frequently troduced merely for the purpose of leading up to the point 
amount to open hostilities. This all may be summed up that the strong Engineering Department Meessary for 
with the generalization that in this field the successful such an organization will be an even greater asset if a. 
organization is rooted in engineering and blossoms out close, intimate bond exists between it and the Sales De
therefrom into skillful selling. partment. The furtherance of this cooperative attitude 

There is, however, another ground to justify this em..; between the two departments is just a further refinement 
p_hasis upon engineering. It is the function of the en- of the process which began with the elimination of middle
gineer in the customer organization to initiate and guide Jl!en in favor of direct selling. I have a. firm conviction 
changes and specify equipment. Whether he be of the that no marketing set-up for distributing industrial equip
Research, Design, or Production variety, whether he con• ment can be really successful which does not provide for 
cern himself with chemistry, electricity, mechanics, or a large measure of intimate contact between members of 
what not, he is the one we, in the Industrial Capital Goods the Sales and members of the Engineering Departments of 
Equipment Industry, must depend upon for prosperity. the company. When such a. situation has been estal>
While Purchasing Agents, General Managers, Production lished where it previously was lacking, the work of both 
or Operating Departments and Maintenance men all departments has been improved by amounts which are 
have their influence in the selection of equipment, it is , noticeable in the company earnings sheet. Over thirty 
the engineer who builds up the market, who plays a. dom- years' experience in selling such equipment has convinced 
inant part in the selection of equipment and who must me that the ideal set-up is one ·which, while it recognizes 
above all others be catered to by the equipment manu- the essential difference between selling and engineering 
facturer. and provides a separate departmental organization for 

While this is especially true in the early stages of the each, at the same time has within itself the possibilities ' 
development and use of a. particular type of equipment, for, from time to time, conducting joint activities of mem
engineering skill must continue to be applied to it long bers of the two departments, functioning as though de
after that equipment is thought of as being standardized. partinentallines did not exist. I cannot claim any par
As a matter of fact, since it must by its very nature be- ticular originality for this idea but I hope some profit may 
come an integral part of some industrial procedure and come from a discussion of ways and means of bringing 
must operate harmoniously with other devices used on this relationship about. The task of breaking down 
the same project, such industrial equipment seldom if cleavages is not an easy one, since departmental prerog
ever becomes completely standardized. It merely ap- a.tives, prejudices, loyalties and jealousies are natural, 
proaches standardization, each successive application run deep, and are hard to overcome. It is strange and 
involving more or less minor variations from type. Sue- almost humorous to see how soon young men apparently 
cess ~ evolving these apparently minor variants not in- alike in their thinking begin to differentiate after being as
frequently demands a. degree of engineering skill which it signed to different departments of an organization and 
is impractical to expect of a salesman, even though he has how with older men transference from one department 
some measure of engineering training. Consequently it to another will cause them, chameleon-like, to alter the · 
is highly desirable that he be able to draw on the services complexions of their minds to match their new environ
of the Engineering Department of his own organization ments. 
for direct help in making the modifications necessary to · Frequently this attitude, which may be termed de
that particular sale. Furthermore, as the period of semi- partmental thinking, is thoroughly exasperating. But, 
standardization is approached, there is further ground for after all, that is what departmentalization is for. Men 
bringing the company engineer into close relationship with are put in the Engineering Department to think like 
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engineers, not like salesmen, and vice versa. The sales
man is supposed to think as a salesman and he is expected 
to focus such engineering thinking as he may do entirely 
upon the sales aspects of any situation. However, in 
selling industrial equipment, as has been pointed out, we 
are supplying engineering equipment, our major contacts 
are with our customers' engineering staffs and our major 
difficulties (apart from those with competitors) are mostly 
engineering difficulties. Therefore, even though our 
salesmen have engineering training, it is obvious that it 
would be well to have our engineering staffs close enough 
to the firing line, so to speak, to come to the aid of the 
salesman when the latter is hard pressed by the technical 
aspects of some job or by some more than usually meticu
lous customer. Furthermore, the advantages to be gained 
will not be entirely one-sided, since first-hand contacts 
with the difficulties faced by salesmen are educating in 
more ways than one to men who are normally working 
within the sheltering walls of the home plant. 

Simple as this arrangement sounds, it is far from easy 
(human nature being what it is) to make it work. After 
all, a Sales Department is a Sales Department and an 
Engineering Department is an Engineering Department 
with all that the statement implies. Practically all the 
day-to-day events and contacts tend to build up loyalty 
to the immediate group, no matter which department is 
involved, even though the manifestations of that loyalty 
result in real, though unintended, injury to the organiza
tion as a whole. Frequently they lead to frictions which 
are very expensive, as any salesman of industrial equip
ment can testify out of his experience with customer or
ganizations. There not infrequently come to light 
cases where one department of a customer organization 
will absolutely refuse to approve the purchase of anything 
favored by a rival department! Departmental loyalty is 
desirable and perhaps some measure of departmental 
jealousy can be condoned, but apparently little attention 
has been paid in management circles to keeping such 
loyalty and jealousy within such reasonable bounds as 
will not interfere with whole-hearted and sympathetic 
inter-departmental cooperation. 

All of our discussions seem to center around how to get 
higher efficiency from each individual, how to get higher 
efficiency from a group or team within a department, or 
possibly from a department as a whole, but we hear little 
discussion of how to get higher efficiency across depart
mental lines in those procedures which, from their very 
nature, involve more than one department. Although at 
present we are dealing specifically with Sales and Engin
eering, it is quite certain that the psychological principles 
touched upon will apply equally well to other inter
departmental relationships. 

In the case of the Sales and Engineering Departments, 
situations which contain within themselves the seeds of 
inter-departmental friction are constantly present but 
because of their omnipresence there is the corresponding 
opportunity for developing attitudes and procedures for 
meeting the situation. And, while no factor is present 
which will in the least tend toward effecting this automa
tically, about the only insuperable obstacle to a successful 
result from intelligent" and persistent effort is open or 
covert hostility in the upper ranks of the company. The 
more enthusiastic and cooperative are those in authority, 
the more rapidly and completely can success be achieved. 

However, it is more than probable that this success cannot 
be attained with any degree of satisfaction by the mere is
suance of orders. What is needed is to change habits of 
thought, and the best procedure is to create situations in 
which it will be easy to shift to the new and desired view
point. 

I believe it is considered good psychology to use the 
substitution method for curing objectionable habits of 
thought. If the heads of the Engineering and Sales 
Departments or any other departments of an organization 
apply this substitution method they can arrange from time 
to time to temper loyalty to the individual department by 
substituting easily developed loyalty to some specific task 
or project upon which an individual in one department has 
to work cooperatively with some individual from the other 
department. The procedure we have found successful 
in our own organization is to select some task, limited and 
highly objective in nature, upon which each department 
must ultimately function before completion. These 
specifications are frequently met in the development of a 
new product, or line of products. The procedure is 
somewhat as follows: Instead of waiting for the Engineer
ing Department to complete its work and then turn the 
task over to the Sales Department, at the beinning of the 
development the Sales and Engineering Departments 
each select a man to work on the job. It is made clear 
to these two men that they are to consider themselves 
jointly responsible for the completion of the task, that 
they are to be in effect a team to bring the project through 
as expeditiously as possible. Having assigned to these 
men the responsibility for carrying through the develop
ment, the team is left with practically complete control 
over all phases of their work and in the normal case no 
reports are made other than such casual ones as the in
dividuals may desire to make in course of conversation, 
as matters of general interest. Obviously, men are 
chosen in whom their superiors have sufficient confidence 
to justify the allowance of such a large measure of free
dom. ·Also, obviously, individuals are utilized who are 
likely to be mutually acceptable and who are good co
operators. A "good cooperator" I would describe as one 
who can recognize and gladly defer to ability manifested 
by others in the area in which they specialize and who 
will freely give of his best as they defer to him in his area. 

Although the personal characteristics of the individuals 
who are called upon to work together are of primary im
portance, the situation will also be greatly affected by 
circumstances over which they have little if any control 
and which in the last analysis determine the atmosphere 
in which the work is carried out. 

All of the components of this atmosphere are influences 
which affect the current or future status of the men ex
pected to work together as such a unit. Both analysis 
and experience indicate the ideal is approached: 

(a) When no advantages accrue to any individual 
or department in the joint enterprise which 
are not shared by the others; 

(b) When the men work on terms of equality except 
for such leadership as may arise out of con
ditions and influences resident within the group 
and its task; 

(c) When the men are so placed within their respec
tive departments that they would in any case 
have first-hand contact with the task at hand 
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rather than through intermediaries or assist- more rapidly, with more thoroughness and with less £ric
ants; tion than by our older and more conventional method 

(d) When the men are sufficiently far up in the or- wherein the work passed through in departmental stages 
ganization to be fully trusted by departmental . with a report at each stage. In the second place, but 
and other major executives to handle them- equally important, every time a project is completed by a 
selves and their project without supervision different· combination of men a new center of inter-de-
or interference. _ partmental accord has been set up which tends to be in- 1 

Looking in some detail at the above specifications, it is fectious. After this has gone on for a while, the habit and -
manifest that under heading (a) the presence in the or- technique of working together across departmental bound
ganization of commissions or bonuses based upon indi- aries become so well established that the less objective 
vidual achievement or even upon departmental achieve- but nevertheless valuable joint activities involved in solv
ment' will be a serious handicap. If inter-departmental ing difficult technical problems encountered in customers'' 
co6peration plays an important part in company welfare, plants have come to be expected as part of the day's . 
then whatever incentive plans may be adopted should be work. If there is one situation more than another which 
such that the fortunes of cooperating units rise and fall tests the cooperative attitude, it is that in which carefully 
together. Our own company has profited greatly in this selected and engineered equipment fails to perform its 
respect from a bonus system based on profits in which all task in the plant of the customer. When the men to 
departments participate. However, almost as important whom the task of straightening out such a fiasco return 
as the financial influence is the influence of the distribution with no expressed or even implied desire to pin the blame 
of recognition and commendation by those in authority on any individual or any department, but merely with 
for work well done. It is always well worth the while of plans for prevention of like future trouble, the ultimate in 
some one of relative importance in· the organization to - inter-departmental cooperation has just about been 
take sufficient time to study what has transpired in a reached. 
given project and to make sure that he who did valuable There is another benefit of rather a deeper nature which 
but inconspicuous work will receive as much recognition was unforeseen. The rapidity with which "the right kind 
as he who was fortunate enough to be in the limelight ·of men develop when-.responsibilities which, for them, are 
when the goal was attained. Only so can jealousy be really heavy is too well known to require more than casual 
kept out, for when jealousy creeps in cooperation fades mention. However,, those of us in the upper ranks, who 
away. are older, may not so clearly see that the longer we with-

While I am not in a position to say from experience that hold responsibility from the active, contacting classes of 
an inter-departmental team cannot be successful when the . men, the longer may be the life of ideas and pQlicies based 
representative of one department is from a higher level in upon and framed to meet the experiences of a bygone and 
his branch than are his fellows in theirs, I would not expect possibly an outmoded day. The focusing of the various 
it to work satisfactorily and would not attempt it. I viewpoints of younger men, not yet in executive positions, 
should expect that the opinions or suggestions of the one on tasks which are semi-executive in nature, along with 
would very soon take on the nature of instructions or practically full responsibility for results, is proving a valu
orders, at which point conflicts in authority would almost able factor in adjusting our procedures and our thinking io· 
inevitably set in. Where all members of the ~oopera.ting the changed conditionS of a rapidly changing world. , ' 
~oup or te:un are on the same ge~erallevel, this handicap The subject matter of this paper has dealt largely with 
15 a~sen.t, smce, as far as th~ team 1s conce.med, ~ch mem- the strength which can be added to the J;Darketing capacity· 
~er 1s hlS ?? m~ter and 1s fr«7 to. use his. own. Judgment of an organization by building into individuals of the Sales 
m determmm~ his co~se of action m relating h1s ~ork on and Engineering units of an indu~trial equipment manu-
the team proJect to his regular departmental duties. It f t • f dati • • 1 th t th elf 
hardly needs saying that all the officials who have any ac urmg conc.em a oun • on prmClp e: a e w ~ 
connection with the men, and particularly the immediate of the ~hole lS far more tmportant than. the welfare o 
superiors, must be thoroughly in sympathy with the pro- any of 1ts parts, and that .departments exiSt for ~e &:ood 
cedure and eager for its success. Certainly they should of the company and not VICe versa. M8;DY .orgamzatio~ 
be eager for the success of this or any other feasible can be greatly strengthened by more thinking along this 
method which will assist in reducipg the losses from inter- · line, and I should like to close by exj)ressing the hope 
departmental frictions. . that more information may be published concerning ways 

In our own organization the application of the foregoing and means for decreasing friction and for increasing co
procedure has yielded gratifying results. In the first operation between the various segments of industrial 
place, we have found that developments have progressed organizations. 

137 



Salesmen Training 
G. H. ARMSTRONG* 

SUMMARY 

It is not possible to devise a sales training program which will be suited to all industries. 
In the case of specialty products, however, certain basic policies can be established. De
scription is here given of the sales training practice of a company which has marketed 
specialties for half a century. 

Skill in operating the company's products, study of the problems which the products 
are designed to meet, and acquisition of selling technique are the three major objectives. 

Basic policies discussed: "Individual study'' vs. "participation in group classroom 
training." Should the training be "specialized," "generalized," or limited to "orienta
tion"? What should be the duration of training? \Vhat should be the content of 
the curriculum? \Vhat standards of student performance should be maintained? 

The company descn"bed has a completely equipped school building situated at the 
main plant. The :first eighteen months of a student's time include two periods of three 
months and two and a half months of formal schooling, interspersed with apprenticeship 
in branch offices. Cost of schooling is considered in relation to the increased earning 
power of the student-salesmen. 

The school is a clearing-house of students' ideas at which practical problems become 
the basis for explanations of theory and practical solutions. 

The training period is regarded as a "trial period" during which those who do not 
adjust themselves to the prescribed conditions are eliminated. There are rules govern
ing personal behavior, and a medical examination is given each student when he arrives 
at the school even though he has been subjected to one at the time of employment. 

The effectiveness of the school training may be judged by the fact that of those who 
have achieved high grades, fewer have been released after assuming field assignments 
than of those whose school grades were in the lower brackets. Even more important is 
the record of school-trained men who have recently been placed on quota as compared 
with that of men in the business with long experience. 

I T IS not possible to devise a sales training program 
which will be suited to all industries. Generally 
speaking, the procedure must be made to conform to 

the particular requirements of each individual business. 
In the case of specialty products, however, certain basic 
policies can be established. 

The Company whose sales training methods are de
scribed in this article has been continuously engaged in the 
marketing of specialties for half a century. Its products 
are distributed in more than eighty countries to meet the 
needs of industry, government, and financial institutions. 
The field for the use of its products is broad and varied, 
embracing all phases of time-measurement, communica
tion, accounting, and statistical work. 

Although the training program has been in force for 
many years, its scope and administration have been sub
ject to almost constant expansion and modification. The 
development of the program for men whose major ac
tivities will be devoted to the marketing of devices for 
accounting and statistical use is the basis of this paper. 

General Description of the Sales Training 
Program 

The sales training program of this company was for
mulated to attain three major objectives: 

• Sales Manager, International Time Recording Division, Inter
national Business Machines Corporation, New York City, U.S. A. 

1. Acquisition of skill in the operation of all the com
pany's products. 

2. Development of professional ability through prac
tical study of the accounting and management 
problems which the products are designed to 
meet. 

3. Improvement of selling technique by analysis of 
such elements as "the approach," "the survey," 
"the demonstration," and "the submitting of the 
proposal." 

The desire for a speedy and economical attainment of 
these objectives requires the formulation of definite basic 
policies which will determine the principles of training. 
Among the major questions that arise concerning the 
development of these basic policies are the following: 

1. Will "individual study'' or "participation in group 
classroom training" be more conducive to achieving the 
objectives of training? 

2. To what degree should the training be "specialized," 
"generalized," or limited to "orientation?" 

3. What should be the duration of training? 
4. What should be the content of the curriculum-prac

tical vs. theoretical? 
S. What standards of student performance should be 

maintained? 

CLASSROOM TRAINING 

It is the belief of the company in question that the class
room group meeting is indispensable. A modem school 
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building located at the main plant is devoted entirely to. 
education. The classroom facilities which it houses are 
up-to-date and pradtical-so that every advantage may be 
placed at the disposal of the students starting their careers 
in the business. 

Recognition of the value of the group meeting as a basis 
of education has resulted in the provision of a schoolroom 
in each of the branch offices. Here the weekly sales meet
ing is held, devoted to the continuation of the instructibn 
of all men. 

The rational bases upon which the policy of classroom 
instruction rhas been established are:-

1. The competitive spirit, which is so essential to suc
cessful selling, is emphasized and stimulated at an early 
stage of the students' careers. Each man recognizes that 
he is participating in active competition with men starting 
at his own level-and that he is being judged day after 
day by the qualified individuals who. are addressing or 
teaching him. The student is placed in a position in which 
he must exert his best efforts. 

2. Questions of all new men entering a business are 
peculiarly similar, as anyone who has had the experience 
of teaching several classes soon realizes. The school 
serves as a medium for clarifying the questions and their 
answers. The time of only one instructor is required, in
stead of the time of the forty-odd managers or salesmen 
to whom each member of a class would have to go if no 
centralized school training facilities existed. A properly 
conducted school is the most effective and economical me
tUum for instruction of new :tp.en in uniform company policy. 

3. In a business such as the one being described, then~ 
is a constant introduction of new and improved devices to 
the line of products, and of new applications of the method. 
The school serves as a central training point for instruction 
in the operation and use of these mechanisms. Each 
group of men completing the period of classroom work 
carry with them the latest information regarding these 
new devices and methods. Each individual becomes, in 
reality, an extension instructor at the branch office to 
which he is assigned. The school thus serves as a focal 
point of all sales education. 

4. Sales students, regardless of the care exercised -in 
their selection, do not always measure up to the standards 
which the company expects them to maintain. The con
duct of the school, however, is such that errors in the selec
tion of men can be detected sufficiently early in their 
careers, so that corrective measures may be adopted in 
each individual case. The elimination of men who demon
strate their inability to progress at the normal speed of 
the group results in reducing the wastes occasioned by delays 
in recognizing individual deficiencies in the absence of the 
direct comparisons afforded by classroom activity. 

Classroom Instruction-ResumA. Some of the distinct 
advantages of classroom instruction have been enumer
ated. Of special significance to management, however, 
should be the opportunity afforded for "cost control" of 
sales educational activity. The fact that no general 
ledger account is set up for the accumulation of costs of 
conducting a sales training program for individual training 
does not mean that there is not cost involved. On the 
contrary, such costs do exist and are merged with sales 
expense. They are so obscured by the larger totals that 
no effective management control over them could pos
sibly be exercised. 

In the conduct of sales classes, however, accounting 
totals are easily determined, since totals of time, material, 
overhead are obtained without difficulty. When the cost 
of conducting a sales school or a sales training program is 
stated, many managers immediately express the opinion 
that such a program is prohibitive for their business. 

_Can it be that they are "penny-wise and pound-foolish" 
because they do not know their present actual costs of d~ 
centralized training? 

DEGREE OF SPECIALIZATION OR GENERAL INSTRUCTION 

"Specialization" has come to be a euphemistic by-word 
of many managers, collegians, and workers. The term 
"specialist" seems to carry a connotation of success--for 
is not the medical "specialist" the man to be consulted for 
final diagnosis of IDaladies and to be paid the high fees? 
The thought has tended to stimulate the ambitious to plan 
a life career-which, unfortunately, is constricte<l by the 
limited horizon of the ·planner. , 

To .meet the needs. of "specialist training" .and still 
afford some breadth of education, there has been a marked 
increase in the ·development of "orientation" courses. 
Orientation courses also have a fascinating implication. 
The brevity to which their content may be i<>ndensed is a 
factor which makes them appeal to those managemen~ 
which are responsive to an "educational fad" but unwilijng 
to recommend the expenditures required. for substantial 
training programs. , . 

Is industry generally in a position to spoDSQr and apply 
specialization in selling? This company's policy is op
posed to such a program. The reasons for rejecting 
"orient;~.tion" and '"specialization" in favor of an "extende<l 
or generalized sales course" may be summarized as fol-
lows: · 

1; Specialization loses much of its value when divorced 
from its connection with the transfer of skill to machinery, 

2. Rapid industrial progress has developed. a widene~ 
field of operations for all business. This spreading horizon; 
is the field of activity of salesmen. Specialists can worll; 
in fully developed fields, but the "generalist" is needed tQ 
keep in touch with, and abreast of, this changing industria\ 
world. . . . . 

3. Although several phases of the business of this com
pany require the application of specialized technical skill, 
this need is easily satisfied by placing specialists, who will 
prove to be qualified technical assistants, at the disposal 
of salesmen. , 

4. The type of selling for which the inen are being 
trained, generally requires direct solieitation of industrial 
managers. No shortcuts in trainingwillproducemen who 
can pass their critical observation favorably. Breadth of 
experience and intensiveness of training are the prerequi~ 
~ites for the ability to approach· these men on a basis of 
professional equality. 

Broad General Training-ResumA. Although some per
tinent facts have been bluntly presented, due considera
tion must be given to the personal inclinations of a com
pany's management. Major executives may lean toward 
specialization rather than toward generalized instruction. 
Further, a thoughtfully conceived pro~m based upon 
specialization may easily be far more effective than a 
superficially outlined program of generalized teaching. 
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Either program, if carelessly administered, may react as a 
boomerang upon its sponsor. 

DURATION OF TRAINING 

The length of time required for completion of training is 
entirely dependent upon the progress of the individual in 
attaining the qualifications essential to proper conduct of 
the company's business in a sales territory. At the pres
ent time, slightly more than :five months of the student's 
:first eighteen months in the sales organization are alloted 
to ·formal training in classes at the schooL This period 
of formal training has been increased during the past 
six years, successively from six weeks to two months, ten 
weeks to three months, and so on-up to its present length. 

The :first eighteen months of a student's time are roughly 
divided as follows:-

(a) Two months' association in the branch offices with 
individuals with whom he will later work. Any disinclina
tion to continue these associations can be reviewed by the 
student in that initial period, and he can resign before 
either he or the company has lost undue time, effort, or 
money in the further pursuit of the training program. 

{b) Three months at school, during which classes are 
attended from 8:30A.M. to 4:30P.M. dailyfor:fivedays 
each week, and 8:30 to 12:00 on Saturdays. 

(c) Ten to twelve months in branch offices, gaining 
purely practical experience of the company's products, 
methods of operation, etc. 

(d) Two and a half months at a second session of the 
school, at which the previous schedule of hours is fol
lowed-devoted to :final development of professional ability 
and selling technique. 

The determination of this program has been based 
purely upon experience. Perhaps the only important 
fact to be observed in setting the length of the classroom 
program is the necessity of limiting any continuous session 
to a period of three months or less. Regardless of the 
interest or enthusiasm of students, their physical reactions 
reveal the effects of fatigue after the conclusion of the 
tenth week of intensive instruction, and much of the 
benefit of classroom activities tends to be lost. 

Duration-Resume. The length of sales school classes 
and training programs is affected by the practical consider
ation that the costs of training must not exceed the profits 
which may be expected to be produced by the salesmen 
when they are actively in the :field. Proper supervision 
of the cost elements is highly essentiaL 

A second factor tq, be remembered is that a reduction in 
sales turnover may be made possible by increased produc
tivity of trained men. This generally swells the profits 
through greater yearly production over a longer period of 
time. If this reduction in turnover can be attained 
through increased expenditures for sales training, the 
additional cost is easily justified by additional profits. 

THE CONTENT OF THE CUlUUCULUH 

The course of sales training has been developed so that 
its contents constitute a broad apprenticeship of both the
oretical and practical phases of selling. 

The :five months in the classroom include: 

1. V1Sual instruction through the use of industrial mo
tion pictures. An extensive study was made of motion 

pictures available through :film exchanges and other or
ganizations. A number of reels were selected which pre
sent most effectively the basic facts concerning industrial 
management problems. 

2. Lectures by outstanding college professors and in
dustrial leaders to acquaint the men with the broad :fields 
of endeavor to which they will later be assigned. 

3. Improvement in the art of speech and public address 
through classroom instruction and semi-weekly dinner 
meetings at which each student has an opportunity to 
present an address on any subject in which he may be in
terested. 

4. Intensive study of the products and their industrial 
applications through work which is equally divided be
tween lectures and ''laboratory'' ~ercises based upon 
actual problems. 

5. Class lectures devoted to sales technique, presented 
by district and branch managers who have been selected 
because of their outstanding capacities in each :field of 
selling. These sessions are followed by "mock interviews" 
in which the students participate. 

The :field training which these men receive is fundamen
tally the same in type as that of other large corporations. 
It includes attendance at all sales meetings, practical 
experience that may be gained by assisting or accompany
ing salesmen in the work in their territories, and some 
supervised study of text material. 

Content of Cu"kulum-R.esumt. Presentation of the 
detailed content of a curriculum would not be truly in
formative. Any summary in brief article such as this 
would be so superficial that no significance could be at
tached to it. What governs the content of the curriculum 
is not so much the formal outline of courses, as the com
bined experiences of the students during their practical 
:field assignments, which are explained and interpreted, 
and the wealth of information which the instructors have 
at their command. 

The school, in reality, is the clearing-house of students' 
ideas-at which practical problems become the basis for 
explanations of theory and practical solutions. 

Standards of Student Performance 

Any program of sales training designed to stimulate men 
to increased efforts and effective learning necessitates the 
establishment of standards of conduct and performance. 
The training period must be recognized as a "trial period" 
during which those who prove themselves poorly adapted 
will be eliminated. The bases upon which men are to be 
rated cannot be considered infallible, for psychological 
measurements have not yet been developed to the point 
at which vocational aptitude can be definitely appraised. 

Among the standards which are established, the follow
ing are significant: 

1. Infractions of rules concerning personal behavior by 
which the company's reputation is jeopardized result in 
dismissaL 

2. A medical examination is given to each student upon 
arrival at the school {even though a similar examination 
was passed at the time of employment). Any major 
medical impairment or communicable disease results in 
suspension or termination of employment. 

3. Last, but not least, a review of the records reveals 
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that the release of men because of unsatisfactory progress 
after assuming field assignments is lowest among the high
est quarter of the class and increases as the grades in class 
work descend: 

Quuter of Claa · 

1 
2 
3 
4 

Percentage of Men Releued 

14" 
18 
29 
39 

100 

This table shows that the total number of men released 
because of unsatisfactory progress in the lowest quarter is 
approximately three times as great as those in the first 
quarter; and, also, that the business mortality in the lower 
half is twice as great as in the upper half. 

The policy of eliminating men who lack either the men
tal ability or the social qualifications to progress in the 
business is adhered to. It is the only justifiable course, 
since the company is subject to no further expense, and the 
student does not waste time which in many cases could be 
profitably devoted to working for success in some other 
business. 

Standards of Sludem Performana-RUuml. Stand
ards of performance have been successfully applied in 
manufacturing. The bases of such standards are criti
cally analyzed for each industry to which they are applied. 
The same general rules are applicable"in setting standards 

_ of performance for salesmen and sales students. 

Conclusion · 

The ultimate success of any sales training program is 
dependent upon: 

1. The willingness of one or more chief executives to 
assume personal responsibility for, and to maintain an. 
active iDterest in, its organization and administration. · 

2. The completeness with which the objectives of the 
program have been studied and clarified. 

3. The care with which fundamental. policies are es-
tablished and executed. · 

4. The willingness of management to review critically 
the accomplishments of the organization which they have 
established and to approach open-mindedly the need for 
revising the program and adapting it to changing condi-
tions.j · 

Insofar as these principles have been applied to this 
organization's training program, highly favorable results 
have been achieved. In spite of the constant broadening_ 
of the scope of technical training and experience, oc
casioned by the development of JD3.ny new products, with 
far wider application than those of a decade ago, it is 
possible to recruit men directly from colleges and convert 
them into trained salesmen who can take their places in 
the selling organization in less than half th,g time formerly 
considered essential. · · . " · 

Analysis of the sales productivity record reveals tha~ 
although many school-trained men have just recently been 
placed on quota in the sales field, their records compare 
very favorably with the older men in the business who 
have bad from 15 to 25 years of experiena;. 
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The Training of Shop Assistants in the Swedish 
Cooperative Movement 

H. ELLDIN* 

SUMMARY 
Local training of assistants in the Consumers' Associations is arranged differently 

in different places. This is often due to whether or not properly qualified teachers are 
available. Correspondence courses, a Staff Bulletin, literature, and "Staff Conversa
tions," are the means usually adopted. Attempts have been made to standardize the 
training by means of "Standard Courses." 

The central training, which is given at the K.F. (Cooperative Federation) School, is di
vided into several courses, two of which are specially intended for assistants. To enroll for 
these courses, the assistants must have taken correspondence courses with approved 
results. The courses are short (1-4! weeks), but the idea is that the individual pupils 
should return several times between the ages of 20 and 40 to take more advanced courses. 
Short courses require special methods, and that imperative need has produced the 
systems of training described under different headings. Considerable attention is paid 
to the personal affairs of the employees, and instruction in how to manage them is there
fore also included. 

JANUARY 1st, 1937, 14,721 persons were employed 
in the 4,340 shops of the coOperative consumers' 
organizations in Sweden. Even if a certain propor

tion of the employees were clerks and persons in leading 
positions in the 735 consumers' associations, some eleven 
or twelve thousand of them were directly engaged in the 
stock-rooms and shops. The associations that have to 
train their shop assistants vary greatly in size-from the 
small rural association employing perhaps only one or two 
hands to the largest of them all, the Stockholm & District 
Consumers' Association, with 1,500 shop assistants. 
More than 80 per cent of the associations, however, em
ploy more than two people. 

Local Training 

Seeing that the associations differ so greatly in size, the 
local schemes for training shop assistants must obviously 
also vary within fairly wide limits. They have this in 
common, however, that the beginner is taken in band by 
the shop manager or senior assistant, and learns from him 
the rudiments of his trade in a purely practical manner. 
As a rule be or she has only the ordinary elementary school 
education, though some may have spent some brief period 
in a vocational school before being engaged, at the age of 
14 or 15, to run errands or as pupils. At the age of 18 
they are promoted to assistants if there is a vacancy in 
the shop, provided they have shown special aptitude for 
the work. They are engaged without any special tests, 
and from 14 to 18 years of age they are therefore so to 
speak on probation. During this period, many of the 
associations try to impart to the youngsters the elemen
tary knowledge necessary for their future trade; some of 
them also attend evening classes in more or less commercial 
subjects in the apprentice schools organized by the local 
authorities. 

An assistant permanently engaged by the association is 
more systematically trained, but only partly locally. The 

• Headmaster of the COOperative Federation Schools, Sweden. 

large associations often arrange courses involving a few 
hours of instruction every month {in working or free time) 
in coOperation, work in the shops, knowledge of mer
chandise, window dressing, and bow to serve a customer. 
These courses generally extend over 2 or 3 years, but the 
association also watches the subsequent training of its 
staff, and tries to promote this by every available means. 
It is now becoming increasingly common for associations 
having a turnover of not less than 2 million kronor to 
engage specially qualified assistants for the training of the 
staff. The small associations cannot do this, and the 
training given by them will therefore depend on the per
sonal initiative and ability of the shop or association man-
ager. In both large and small associations, however, it is 
very common for the shop manager to summon his staff 
once or twice a month for what is called a staff comersa
tion-a brief talk, followed by discussion, on some com
modity, some problem connected with serving the cus
tomers, some technical detail of the work, or some co
operative question (e.g., how a customer may become a 
member of the association). Subjects for these staff 
conversations are obtained from the central training 
courses of the central organization of the Association, the 
Cooperative Federation, or from the monthly staff bulle
tin sent to every employee. The purely coOperative train
ing may partly be delegated to study-groups, composed of 
both members and staff, in which cooperative and eco
nomic questions are studied with the aid of pamphlets or 
correspondence courses, led by some teacher. 

Since a year ago, however, the training has been partly 
reorganized as the result of cooperation between the Cen
tral Organization and the local associations. The Central 
School of the Cooperative Federation (K.F.), which is 
called "Var gard" and is situated at Saltsjobaden just 
outside Stockholm, has prepared a correspondence course, 
intended to give a certain standard elementary training 
to the junior employees. This "Standard Correspondence 
Course" is coupled with practical tests in bow to weigh 
goods, wrap up parcels, obtain and use cheap and practical 
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aids to displays, and engross price tickets. For assistants 
in grocery shops and general stores the standard course 
consists of 21 lessons by correspondence on the elements 
of cooperation, shop management, costing and control 
questions, working technique, and knowledge of merchan
dise. Side by side with these lessons, the pupils study a 
handbook on shop work. A pupil who has obtained pass 
marks in the standard correspondence course and the 
practical tests, is 19 years old, and has worked for a year 
as an assistant, is allowed to enter for one of the 2 annual 
written examinations that entitle him or her to a "Stan· 
dard Certificate" that he possesses the minimum kilowl· 
edge required from an assistant. This certificate will 
eventually be one of the qualifications necessary for en
tering the central training courses. So far, the corres
ponding entrance qualification has been attached to a 
shorter correspondence course, which has not been com
bined with practical tests. 

The present idea is that the standard course for junior 
assistants shall be followed by similar courses for "senior 
assistants," shop managers, specialists in selling fruit, 
cheese, etc., and for window dressers. All these courses 
will be combined with practical exercises and tests, which 
latter will be passed before a jury at certain central places, 
while the tests of the present course are passed in the shop 
where the assistant is working, before his own manager. 
In this system of courses it is thus intended to combine 
practical with theoretical training. The K.F. correspond
ence school courses in arithmetic, bookkeeping, control 
systems, political economy, and other subjects, the par
ticipation in local study-groups mentioned above, at-

-tendance at central training courses, and certain practical 
results achieved in the daily work, will all be part of the 
necessary qualifications for the various "Standard Cer
tificates." The staff has shown a gratifying interest in 
these training methods. Nearly 1,200 assistants have 
entered for the first standard course, and 350 have taken 
their standard certificates, in the first 15 months. · 

As experience from a number of shops in different places 
is excellent training, efforts are made to arrange an ex
change of assistants between different associations for 
periods of six months. These exchanges have not yet 
become very extensive, but there is apparently some in
terest in this form of training. 

The Central Training 

Even if the Central Organization School were very large, 
it would obviously be neither possible nor expedient for 
all employees to be sent there. Most of the training must 
necessarily be local, and it will be the task of a central 
school to arrange that particular continued training which 
is essential to assistants who have the ability and wish to 
advance to higher positions. 

The courses at the Cooperative Federation School are 
therefore arranged so that only those assistants are ad
mitted who have completed certain correspondence courses 
and shown great ability in their daily practical work. The 
consequent selection naturally has a stimulating effect 
on the interest in the training. . 

The employees do not pass any lengthy course of one or 
two years at "Vlr glrd." As far as the practical training 
is concerned (e.g., in shop management, shop dressing, and 

the serving of customers), a boy or a girl o! 18 or 20 is 
hardly mature enough to assimilate instruction to prepare 
him or her for activities for the next twenty, thirty, or 
even more years. For one thing they need to practise 
what they have learnt in the home shop, and for another 
they need that wider experience of life, which only the 
years can give. The courses are therefore arranged in 
stages to suit different ages, and two of them in particular 

- are usually regarded as mile stones for those of the staff 
who wish to get on. Apart from these, however, there 
are more or less specialized courses for different branches 
and positions in the movement. 

The first course for which an assistant tries to qualify 
by his preliminary studies at home is an "Assistants' 
Week.'' He (or she) must be 18 years of age, be on the 
permanent staff of the cooperative movement, and have 
done at least two years practical work before he can enter 
for t'his course of one week. Beginners are thus not eli
gt"ble, they must first become familiar with the environ
ment to which the instruction given at the school applies. 
So brief a course is naturally not intended to add appre
ciably to their knowledge, but rather to inspire the pupil 
to continue the training already begun, and to indicate 
the paths by which this can be done. The. teaching there
fore consists of lessons on commodities, cooperation, and 
economics, and of practical exercises; In a specially 
built practice shop, groups of pupils are 'set to put up the 
goods on the shelves, to make the shop clean and attraC
tive, to arrange displays or price-ticketed goods ·on the 
counters, and to dress the windows. The serving of cus-
tomers is also practised. · · 

No marks for knowledge can be given the pupils after 
so brief a course. The rule is that every lesson shall end 
by the teacher setting the pupils a practically feasible 
task to do at home. These tasks have to be completed 
and sent in to the school by a certain fixed time. The 
idea is to maintain contact between the pupils and the 
school. ' · · 

The second of the courses lasts one month.· It is called 
the Shop Manage.- Course, because one of its objects is to 
train capable assistants to be shop managers. To enter 
for this course the candidate inust be 23 years of age, 
have acquired knowledge by a corresi>ondence course, 
or at a local school, in bookkeeping, arithmetic, and en
grossing, have read certain books on cOOperative and ec
onomic subjects, and have worked in a cOOperative study· 
group for at least one year. The candidates have to pass 
examinations in the above subjects, and some tests of' 
their good sense (they must say how they would deal with 
given situations selected from actual shop experience, to 
show their power of initiative, organizing ability, and pel'
sonal leadership). Experimentally, an intelligence test 
was also applied for about ten years. Their superiors 
give them graduated marks for conduct and ability shown 
atwork. · 

During this course the school tries to help the pupil, 
then generally just over 26 years of age, to put his knowl
edge of the practical work, as well as of cooperation, into 
system. They are made to study the various aspects of 
the work, as far as possible by wholly practical exercises. 
The following examples from the schedule of work will 
give some idea of how the instruction is arranged, not only 
at the above, but also at several other courses. 
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Shops and Selling 

Under this heading are included discussions with the 
pupils on the various arrangements made by three groups 
of pupils in the practice shop. Any faults in the shop 
arrangements pointed out by the teacher or the pupils 
must be corrected in time for the next discussion. The 
equipment and machines used in the shop are demon
strated in practice. Special lessons are given in how to 
check the goods and the cash. The question of h~w the 
work. in a shop should be distributed among the 8SS1Stan~ 
is discussed, on the principle that each of them should if 
possible answer for one group of commodities as far as 
noting the need of new supplies, the care and storage of 
these goods, and their display, is concerned. ~e amount 
of stock to be kept, and how much of each quality accord
ing to price, is discussed from the budget point of view. 

Customer Service and Working Technique 

Ordinary "serving practices" are carried out in the prac
tice shop: one or more teachers act as customers, and one 
pupil serves them; what happens is discussed from a 
technical and psychological point of view. In order to 
increase the power of observing the general character of a 
customer, a film specially made for this purpose (with no 
texts or sounds) showing five different types of customers 
in typical situations at home, !llld afterwards in the shop, 
is shown, followed by discussion of the types of customers, 
and how each should be served. The technical instruc
tion begins with "practice in serving": each pupil has to 
serve the same customer, and the teacher measures the 
time used for making up the parcel and the quantity of 
paper nsed., and makes notes on the smartness shown in 
the sale and on certain important technical details (e.g., 
if the w;ights are removed from the scales after weighing; 
if the goods are put back in their compartments after 
serving; if the article is shown turned correctly towards 
the customer). The results are then tabulated, and the 
methods of serving discussed with all the pupils. 

Shop and Window Dressing 

For four hours the pupils are lectured on the principles 
of displays, and given information regarding different 
materials, and are then put to work in groups to stick 
posters on background boards, etc. Special lessons are 
given on how to use colours in displays, and on the word
ing of texts. The pupils, working in groups. are th~~ set 
to dress the practice windows under specified conditions 
(e.g., so many yards away from the people passing by) 
at a certain time of the year, in a given kind of com
munity, in a lightly or heavily trafficked street, near to a 
stopping place for busses or a car parking place. (Sim
ilar conditions are of course set to the groups of pupils 
arranging the goods on the shelves in the shop). The 
pupils work. on their own, but the teacher supervises the 
whole so that the result will not be a complete failure and 
may bring out some positive lesson for the subsequent 
joint discussion with the other pupils. 

Knowledge of Commodities 

About 30 hours are given to a study of the various 
groups of commodities. As most of the assistants work. 

in provision shops. special care is taken to inform them of 
the most important principles of nutrition. A teacher of 
cookery is engaged to give the h~>Usewife's views. on ~e 
subject. She gives some practical demonstrations m 
cooking in order to show the pupils what is m_eant by ~e 
instructions given in cook books and food reopes. Van
ous recipes are analysed from the salesman's point of view. 
Afterwards when the pupils are allowed to study individ
ually the commodities exhibi~ at the sch~l, they m~t 
study each commodity according to a certain form, which 
has to be filled in and is afterwards examined by the 
teacher. This form precedes a series of questions by 
stating that the pupils must find out in cook books for 
what dishes each particular commodity is used. That 
knowledge obtained, he goes on to analyse the article with 
the aid of specially prepared texts in the show-rooms. 
The brevity of the course rarely admits any close study of 
the origin and other questions relating to the goods, which 
are of secondary importance to the shop assislarrJ. The 
primary questions must, of co~, be those ask~ ~y the 
customer as a housewife. During each course VlSlts are 
paid to the millii-macaroni factory, rye biscuit bakery, 
incandescent lamp factory, etc., of the Cooperative Fed
eration. It is then important that the pupils should not 
go about as ordinary tourists, paying most atten?on to 
how the machines work. In order to find out what IS done 
to the actual commodity in the production processes, dur
ing their visit they must ask the guides certain set ques
tions. These visits are usually prepared beforehand 
during a lesson. 

Individual Training 

It has proved necessary, not only to teach the abo~e 
matters and cOOperation, social economy, and special 
shop economy, but also to develop ability to analyze si~
tions that constantly confront shop people-whether m 
their relations with customers, their comrades, the shop 
manager; or, problems pertaining to the commoditi~, the 
shop equipment, opportunities to sell, etc. To cultivate 
the pupils' powers of thought, instruction is given in "the 
art of thinking out a situation"-the examples being ~en 
from daily life. About 4 or 5 hours are spent on analysmg 
typical situations, say of the following nature: ''One day, 
on entering the stock-room behind the shop, you find some 
eggs on the floor." It has been found that the pupils 
usually take far too onesided a view of such questions. 
They are, therefore, now made acquainted with a system 
of considering such aspects more comprehensively and 
thoroughly. At the end of each week of the month's 
course they are made to write replies to such questions. 
The replies are gone through, and are then discussed by 
all the pupils. 

As it is most important that an assistant selling china, 
glass. presents, or the like, have good taste and be able to 
give reasonable and good advice to the customer, the 
problem of developing taste has also been tackled. At 
the beginning of the course_ each pupil is made to set. a 
dinner table according to his personal taste. The pupils 
are then given six choices of table cloths, plates, coffee 
cups. fruit dishes, flower vases, etc., on a rising scale of 
refinemenL Then they study a small "taste" exhibition, 
where beautiful objects are set against ugly ones. By 
comparing articles in different finishes, forms, and colours. 
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and by the aid of texts asking questions on each, the 
pupil is induced to acquire at least some opinions on mat
ters of taste. At the end of the course another test is 
given and it is usual to find that considerable improvement' 
in taste bas taken place. 

The owner of every modern business is naturally in
terested in the mental balance of his employees, both when 
at work and during free time. It has, therefore, been con
sidered essential to include some instruction in problems 
like personal hygiene, and to give explanations and make 
suggestions as to the ordering of the private finances of 
employees. 

The above are only a few examples of how the training 
is arranged. Other subjects may be included in the sched
ule when suggested by actual events. The school, there
fore, does all in its power to keep close contact with actual 
life. Its teachers travel about, visiting the cooperative 
shops, giving lessons there in the evenings, and working 

side by side with the assistants. ·Many new suggestions 
for chang~ in the training plans have resulted from these 
journeys. The pupils of course after course also conduct 
certain minor investigations in their home establishments, 
and the results are put at the disposal of the schooL The 
school itself makes use of a questionnaire-which the 
pupils at the courses have to answer-to ascertain di1fer
_ent opinions, experiences, and actual conditions. Since 
from eleven to twelve hundred pupils visit the school 
every year, a fairly good knowledge of local conditions in 
all parts of the country is thus obtained. 

The reason why the people engaged in the Swedish Co
operative movement take so . very great an interest in 
their training is, of course, that good training will open 
the door to promotion to the higher posts. Then, too, 
the great majority are anxious to make themselves fit to do 
their share in the socially important work done by con
sumers' cooperation. 
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Salesmen's Compensation and Incentives 
Dr. HARRY R. TOSDAL* 

SUMAIARY 

The paper is a discussion of recent changes in compensation and incentives for sales
men, and the relationship of such changes to broader sales management problems. The 
discussion rna y be summarized by a series of propositions: 

1. It is becoming more generally apparent that compensation plans can not be used as 
an effective substitute for management. The compensation plan can not be expected to 
furnish the amount and types of stimulation and the direction of sales activity needed for 
successful selling operations. It may contribute but it can not perform the whole task. 

· 2. The changes which have taken place in compensation plans are largely adjustments 
based upon the desire to emphasize one or another of conflicting requirements of incentive, 
regularity of income for salesforce, low fixed expense, low selling cost, and :flexibility. 

3. The adjustments which have been made to secure the most desirable combination of 
elements have resulted in the adoption of incentive elements by those who have used 
salaries and of fixed elements by those who have used commission types of payment, the 
outcome being that newer compensation plans appear to resemble each other much more 
closely than was earlier the case. 

4. More important than the changes in the compensation plans themselves have been 
the changes in sales management surrounding and affecting the performance of salesmen 
and therefore the operation of plans of compensation. Such changes are particularly 
those in market research, market planning, and market control. 

K CENT developments in the field of compensation 
and incentive plans for salesmen have been 
evolutionary in nature. In spite of the fact that 

it is the fashion to classify business changes as revolu
tionary, it is clear that in many phases of business the 
changes which have occurred during the depression have 
been largely those which could be forecast if one were to 
assume a gradual evolution toward better management 
and better citizenship of the business enterprise. 

Certain fundamental requirements for a satisfactory 
compensation plan may easily be set up in general terms. 
These fundamental requirements have not changed in the 
United States as they apply to the compensation of sales
men of wholesalers and manufacturing enterprises. The 
emphasis upon particular requirements has changed, it is 
true, and accordingly so has practice changed. The 
desire for security has increased the demand for stable or 
fixed elements in salesmen's compensation plans. The 
catastrophic changes in business conditions have empha
sized the inflexibility of many plans and have caused the 
executive to search for plans which would offer greater 
adaptability to change. The pressure for low costs has 
seemingly been in conflict with this desire. Low prices 
and maintained wage scales have emphasized even more 
the need for economy in performing the sales function. 
The growing labor consciousness of the salesmen which is 
beginning to manifest itself in the unionization of certain 
classes of sales persons may further change the emphasis 
upon particular requirements. 

Any practical student of compensation and incentives 
for salesforce must view problems in perspective if he is to 
understand their relationship to management in its larger 
sphere. He must see compensation in its relationship 
to other factors affecting the salesman's work and to 

• Professor of Marketing, Graduate School of Business Adminis
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other inducements to work well or poorly. In discussing 
changes which have occurred within the past several 
years, one should clearly not over-emphasize changes in 
detailed systems of compensation. · 

Accordingly, four groups of those changes will be taken 
up for consideration. One, changes in compensation 
methods and systems themselves and in the attitudes of 
business executives toward such methods and systems. 
Two, developments in the measurement of marketing 
effort in relation to compensation problems. Three, the 
growth of emphasis upon nonfinancial incentives and upon 
other factors which will permit improved results to be 
attained with existing compensation plans. And, four, 
changes in marketing programs which likewise tend to 
reduce the burden of furnishing extraordinary incentive 
to the salesmen through compensation. 

Changes in Compensation Methods 
Two principal classes of changes need to be distinguished 

if we are to reconcile the apparently conflicting actions of 
business executives with respect to their plans for com
pensating salesmen. First, there are those changes which 
result from the demonstrated lack of adaptability or 
flexibility of the plan as business conditions change in 
marked degree. In periods of depression the employer's 
urgent need for conserving cash resources and for securing 
sales volume at profitable prices causes him to emphasize 
the incentive possibilities of compensation plans and to 
favor those plans which contain the minimum of fixed 
compensation elements. On the other hand, the sales
man's need for income and the adverse effects upon the 
morale of many salesmen of drastically lowered income 
or of great uncertainty of receipt of income impose 
pressure upon superiors to introduce salary or other 
constant elements to prevent demoralization. Conse
quently, in a period of depression the observer notes, 

146 



for instance, that some firms abandon salary plans to 
adopt incentive plans offering, presumably, greater in
centive to performance, while other enterprises drop 
commission plans and tum more or less completely to 

. salary plans. In periods of prosperity the need for 
economy appears less pressing and executives have been 
more willing to assume salary burdens for reasons which 
will be discussed below. As conditions improve there 
is of course more opportunity for executives to change 
compensation plans in one direction or the other as 
personal preference and the preference of groups of 
salesmen dictate. 

The second group of changes is more significant. While 
in this group may be included changes brought about 
by cyclical fluctuations in business, it is broader, in that 
it includes all those changes made by executives, irrespec
tive of business conditions, in their efforts to find a fully 
satisfactory plan of compensation for salesmen. The 
trend in the decisions of sales managers regarding the 
compensation of salesmen shows a groping toward plans 
which will more nearly possess the fundamental require
ments of good compensation plans. The adjustments 
which are made are usually of the type which are not at 
all striking or novel; many examples of changes of similar 
type can be found at various periods and in widely 
varying types of business. It is a well known principle 
that compensation should be adequate in amount so that 
a salesman is compensated fairly for the quality and 
quantity of work which he does. Adequacy may be 
understood to include also the element of stability of 
income, both from month to month and from year to 

-year. The tendency to consider adequacy on the only 
sound basis, which is that of annual income rather than 
rate of commission, . appears to have become stronger. 
To pay adequate compensation has challenged sales 
management's ability to make salesmen's work more 
effective. 

For generations business executives have been at
tempting to solve the problem of securing a compensation 
plan which would furnish sufficient incentive without 
bringing with it other undesirable results. Many and 
varied have been the experiments of business in an at
tempt to increase the incentive of salesmen toward more 
satisfactory performance. The most extreme of the 
compensation plans in emphasizing incentive to volume 
of sales is the straight commission plan with its numerous 
variations. But volume of sales is by no means the only 
element of satisfactory performance. Profit, goodwill, 
special work for the purpose of creating a basis for repeat 
sales-all of these things enter into the satisfactory per
formance of salesmen in different lines of business. Con
sequently, in the attempt to furnish incentive for salesmen· 
to do also the other tasks, firms have continued their 
search for compensation plans which would furnish 
specific incentive for every form of selling effort. Some
times plans have emerged which were so complicated 
as not to be understandable, at least to the salesmen. 
Experience has shown that one essential for fullest incen
tive, namely, simplicity or understandability, has been lost. 
Among the numerous highly complex plans-some of 
which have been subjected •to copyright restrictions
none of those which has come to my attention has been 
maintained in operation for more than a limited period 
by any firm. The trend seems to be toward incentive 

plans of the simpler type. A maturer attitude toward 
the compensation plan seems to be developing, as a sub
stitute for the early naiVet~ in expecting compensation 
plans to perform much of the management function. One 
of the broad conclusions to be drawn from observation 
of the policies of many firms with respect to compensation 
plans for .salesmen during the period since 1930 is that no 
salesmen's compensation plan is a substitute for manage-

. ment and that the compensation plan is only one of a 
number of factors affecting sales performance. 

The requirement that the sales compensation plan 
contribute to securing economical performance of the 
sales task is likewise being emphasized somewhat more 
definitely than in the 1920's, partly, because sales man
agers are becoming more conscious of the need for net 
profit rather than volume alone, and partly because 
methods of accounting · and measurement have made 
it possible for many sales executives to secure more 
accurate information regarding C!l&ts and profits derived 
from specific sales operations.· In this emphasis· upon· 
securing lower costs attention has, of course, been paid 
primarily to the ratio of salesmen's compensation plus 
expense to sales. Ordinarily att.ention has been paid 
not only to improving the performance of salesmen with 
the customers and prospects assigned to them, but also to 
selecting customers and prospects which ue more likely 
to furnish desirabl~ volume of sales iLnd profits. More 
recently, various companies have become more conscious 
of the. costs of maintaining records necessary for the 
operation of some of the more complex sales compensation 
plans. . 

Lastly, more attention appears to have been accorded in 
recent years to the need for fiexibility. Executives have 
become ·more conscious of the possible undesirability of 
frequent change. The tendency has been therefore· .to 
search for plans which would offer sufficiently satisfactory 
compromise between the desires of the company and the 
desires of the salesmen during the various periods of the 
business cycle so that little, if any, change would have to 
be made in, order to adjust compensation to business 
conditions. The net effect of these efforts to modify 
plans to meet requirements of a good compensation ar
rangement seems to be a more general similarity between 
existing plans of compensation. While statistical com
pilations as to the frequency of various plans is not 
available, most of the plans which show the results of 
recent thinking appear to be combination plans containing 
some element which gives at least nominal stability of 
income to the salesmen and a variable element of the 
commission type to furnish incentive! There are still 

1 It may appear that the commission plan which furnishes a draw
ing account is not to be classified as having a stable element. In. 
practical business it would appear, however, that the difference be
tween a drawing account and a salary is often exaggerated. Some 
drawing accounts are called guarantees. There is no essential 
difference in compensation plans which have a guaranteed drawing 
account, to be deducted from commissions, and a salary plus com
mission plan where the commissions are paid upon sales above a 
quota necessary to justify the salary. However, in the latter case 
the control advantage of salary plans is secured frequently under the 

,guaranteed drawing account; the full disadvantage of looseness of 
control under straight commission plans is ignored. Drawing ac
counts which are not guaranteed would appear to be in a different 
class. Nevertheless, the tendency is not to cut drawing accounts 
below necessities for maintaining current living expenses for the 
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firms which use straight salary plans and there are in
dustries in which the prevailing plan is that of simple 
commission. Some differences will persist indefinitely 
because the compensation plan is only part of a general 
set-up and by no means the most important one. But in 
so far as observation, contact with business, and pub
lished commentaries furnish basis for an opinion, straight 
salary and straight commission plans appear to be now 
in the minority. 

Measurement of Marketing Results in 
Relation to Compensation 

To the business executive who is struggling with the 
problem of compensation, it becomes quickly apparent 
that the relationship between task, results, and com
pensation is a very complex one. In the first place, 
the task is not clearly understood. The task o( the 
salesman varies from firm to firm and from product to 
product. While it would appear essential that the 
determination of bases and units of measurement should 
rest upon the task which the salesman is expected to 
perform, the application of the principle encounters 
enormous difficulties. H the salesman's task includes 
only that of obtaining orders, the sales volume may be a 
satisfactory measurement of performance. But if the 
sales manager conceives of the salesman's task as including 
the getting of orders, the laying of foundations for future 
orders, or the building of goodwill, the adjustment of 
complaints, the performance of sales promotional work, 
the making of adequate reports, the satisfactory handling 
of correspondence and inquiries-then it is obvious that 
sales volume data alone are insufficient. H sales volume 
appears to be one definite measurement, sales managers 
generally have found it necessary to supplement sales 
volume data by information upon many other points, 
this information frequently being embodied in the vague 
term "general impressions." 

No one measure or formula appears to be sufficient for 
most cases. Inspection of the salesman's work is phys
ically if not financially impossible for most concerns using 
traveling salesmen. The improvement to be noted lies 
in the trend away from sole reliance upon sales volume 
and general impressions. The result of the salesman's 
work is not easily measurable in the definite terms with 
which industrial managers are accustomed to work in 
measuring the production of machines or of men engaged 
in turning out commodities. The salesman is hired to 
participate in the production of an intangible result: 
the meeting of minds of buyer and seller, the bringing 
about of agreement on the part of the buyer to the 
acceptance of a sales proposition which includes many 
elements. The intangible result of the salesman's work 
which is to be measured is therefore intermixed with the 
results of merchandising, advertising, and other effort. 
In the broadest sense, the principal results attributed to 
the salesman's work are in reality the composite results 
of product, policy, sales methods, and the activities of 

salesman and his family. As a matter of fact, an accumulation of 
overdrawn accounts is frequently written off if a salesman is retained; 
and if a salesman is not retained this accumulation of amounts drawn 
in excess of commissions furnished under a drawing account arrange
ment is usually written off as a bad debt. In fact, in some jurisdic
tions the courts will not issue judgment against a salesman when suit 
is brought by an employer to collect overdrawn accounts. 

other departments of an enterprise. It is evident, there
fore, that simple volume of sales and sales expense data 
are frequently not sufficient to secure managerially useful 
approximations to the measurement of salesmen's per
formance. In the measurement of marketing results, 
the principal advances are in the nature of the extension 
of developments which appeared in the 1920's. There 
are, for instance, the improvements of techniques for the 

· collection of sales information, and the development of 
distribution costing, all of which contribute to more 
accurate determination of what the salesman is doing 
and permit, therefore, closer studies of the relationship 
between the operation of compensation plans and per
formance. 

The measurement of salesmen's performance requires, 
first, the determination of bases and units of measurement; 
second, the collection of information regarding the per
formance in terms of those units; third, the development 
of standards of performance for individuals; and, fourth, 
the interpretation of conclusions, and determination of 
action called for by the comparisons of performance with 
standards and with other pertinent information. 

In the collection of control information, improvements 
in technique continue. Simpler forms and mechanical 
equipment of many types are used to furnish information 
which enables more effective direction and by so much 
furnishes a basis for incentive which need not be embodied 
in the compensation plan. In standards of performance, 
the chief improvements have been in the use of quotas. 
While forecasting of business conditions is under a cloud, 
a more widespread use of quotas and continued practice 
on the part of those firms which have been using them 
have enabled the development of quotas on a more flexible 
basis. Sometimes the incentive elements which have 
been added to salary plans have been based upon the 
quota or break-even point which furnishes more or less 
automatically a basis for judgment of salesmen's per
formance. Likewise, developments in the technique of 
market analysis and market research hlrYe enabled 
progressive firms to secure a sounder basis for the setting 
of standards, particularly in so far as quotas or standards 
were based in part upon potential factors. 

Nonfinancial Incentives and Other Factors 
Finally, we come to other types of incentives not 

directly connected with compensation but having a very 
direct bearing upon the burden to be borne by the com
pensation plan. We have observed a tendency to expect 
too much of the compensation plan; a tendency to sub
stitute changes in compensation plans for other and 
perhaps sounder managerial measures. Better per
formance on the part of salesmen may come in many 
cases more soundly from improved selection, training, and 
supervision than from the addition of compensation 
"gadgets." The depression tendency toward abolishing 
or curtailing training programs for salesmen because 
better salesmen could be hired more easily than in earlier 
periods, seems to have given way to a more farsighted 
attit~de. Training programs are being resumed in a 
modified form; more care is being devoted to selection. 
The improvement of supervision and control over sales
men's efforts. was stressed, partly by depression necessity, 
and has co~tinued. Careful study of the salesmen's work; 
foll.ow-up 10 tJ:t~ field; the application of personal and 
trained superv151on; the use of suggestion, praise, and 
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censure on the basis of facts, have provided incentive 1. It is becoming more generally apparent that com
and stimulation without modification of compensation pensation plans can not be used as an effective substitute 
plans. Contests among salesmen continue to hold their for management. The compensation plan can not be 
own as a useful device for stimulating salesmen, at least . expected to furnish the amount and types of stimulation 
temporarily, to greater efforts. The wide diversity of and the direction of sales activity needed for successful 
opinion as to the usefulness of contests likewise persists, selling operations. It may contribute but it can not 
though these differences are explainable in terms of peiform the whole task. 
attitude of management toward incentives and in the . 2. The changes wh!ch have ~n place in compensation 
portion of the salesman's task to be emphasized. - plans are largely adJustments tiased upon the desire to 

Finally, no broad discussion of salesmen's compensation emphasize one or another of conflicting requirements of 
and incentives would be complete if mention were Jiot incentive, regularity of income for salesforce, ·low :fixed 
made of improvements in general sales m~gement. · expense, low selling cost, and flexibility. _ 
Changes in merchandising, the development of new · 3. The adjustments 'which have been made to secure 
products, better designiog resulting in more attractive the most desirable combination of elements have resulted 
products, improved packaging, more careful selection of . in the adoption of incentive elements by· those who have 
selling programs, the use of market analysis to determine used salaries and of :fixed elements by. those who have used 
more nearly consumer .attitudes and preferences-all of commission types of payment, the ~mtcome being that 
these contribute so largely to the end result which appears newer compensation plans appear to resemble each other 
on the salesman's record that changes in compensation much inore closely than was earlier the Ca.se. · . 
plans appear minor in consequence. · . 4. More important than the changes in the rompensa- · 

tion 'plans themselves have . been the changes in sales 
Conclusion management surrounding and affecting the performance . 

We may conclude therefore with a series of propositions of salesmen and therefore the· operation of plans of 
which appear to summarize recent developments in the compensation. Such changes are partiCularly those in 
field of salesmen's compensation and incentives: market research, market planning, and marked:ontrol. 

• ' '•' 1 • • ' ..._ .. 
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Expenditure for Distributing Staff in Prosperity 
and l)epression Periods 

Ing. Dr. JAN TILLE* 

SillDIARY 
1. The endeavour of every distn"butor should be to prevent the expenditure for the 

distributing staff from rising proportionately with sales in times of prosperity. 
This can be attained, as an increase of sales does not require a parallel increase of 

distributing expenses, the main reason being that sales become easier with an improving 
market position. 

2. It is advantageous to introduce, whenever possi"ble, a share of profit for the staff 
harmonizing with the amount of sales, by which an automatic reduction in the expenses of 
the distributing staff would be attained during a crisis. 

3. Where the percentage of distributing staff expenses was lowest absolutely, the 
optimum relation between the staff expenditure for distn"bution and sales was attained. 
This should be the case in years when sales are greatest; 

4. All three cases show that the percentage of the expenses of the distributing staff 
to the total invoiced value is on the whole insignificant; in view of the importance which 
is to be attached to a perfectly equipped distributing apparatus, it may be judged that, 
on the expenses of a correctly functioning distn"bution service, no greater savings than 
are absolutely necessary should be made. 

A COMP ARISON between the total invoiced value 
of products sold and the total expenditure in 
salaries for the distributing centre is not solely of 

interest for the manufacturer but for the sociologist also; 
alternating favourable and unfavourable periods influence 
not only the earnings of the employees but also the num
ber of persons in service. In those cases where it has been 
pos51"ble to attain a harmonious balance between the earn
ings of the people employed in the distribution of manu
factures and the total turnover, an important step has been 
taken in the direction of preventing unemployment. 

FigUreS from three very important sales offices of various 
metallurgical products provide interesting material for 
the study of this question: 

1. Sales office of the cartel of steelworks and rolling 
mills. 

2. Sales office for drawn wire and wire nails, incor
porating practically the whole of that branch of 
industry of one country. 

3. Sales office of a large company; this office attends 
to the sale of various metallurgical products such 
as castings, steel structures, etc. 

As all three cases deal with sales offices having a tum
over of many millions Czechoslovak Crowns, it is possible 
to disregard the changes resulting from variations in ton
nage of the individual products sold, and it is sufficient 
to consider general changes in prices only; therefore, the 
total invoiced value may be taken as the same coefficient 
for comparison. 

In all three cases the tables show: 

a. Curves of invoiced values and total expenditure for 
staff. 

Only in the first case (fig. 1) do the curves show both the 
invoiced values and weight of goods sold. A comparison 
of these two curves shows that during the period of pros
perity the yield rose by cancemng various allowance and 
discounts {prices were unchanged} and the curves went 
further apart. In normal periods they are pa.rallel, after 
the price reduction in 1931 they came for the first time 
nearer to each other, and then continued to run pa.rallel. 

What cbaracteristics have all three cases in common? 
1. In general-as could have been anticipated-an 

increase in the invoiced sum is accompanied by an increase 
in the expenditure for the distn"buting staff (more or less 
parallel, which ought to be the case). Case 3 forms an 
exception in certain years, probably as a result of the 
greater variety of objects sold. 

2. When the invoiced value rises, the total staff ex
penditure, expressed in percentages of the total invoiced 
value, falls. 

3. After a fall of the total invoiced values, which at
tained their peak in 1928-1929, the total staff expenditure 
rose once more in all of the cases under review, not only as 
a percentage of the total invoiced sums, but absolutely 
also. 

Of these three phenomena, the first two may be con
sidered as quite natural and logicaL The third may be 
explained as follows: every manufacturer responds to a 
decrease in his sales by increasing his efforts to keep sales 
up to a level which will not compel him to reduce produc
tion, or at any rate, not by a considerable amount. Only 
a prolonged depression, which convinces the manufac
turer of the uselessness of his endeavours, is accompanied 
by "cutting" the cost of distribution including the share 
for the staff. 

It is of interest to note that the percentage of staff ex
penditure in cases 1 and 2 reached its highest level not in 
1933, when sales were at their minimum in all three cases, 

• VJCe-General Manage1' of BaDski a hutnf (Mining and Steel but in the preceeding year. This phenomenon may be 
Works), Prague, Czechoslovakia. explained by the fact that the cases in question concern 

b. Stepped indication of invoiced values and expen
diture for staff expressed in percentages of these 

values. 
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mass products, so that distributing costs may more easily 
be brought into keeping with sales, and that this was done 
-under the assumption that the lowest level of the de
pression had not yet been reached-more violently than 
the extent of the actual fall necessitated. On the other 
hand, case 3 is a matter of more varied products, the sale 
of which requires more detailed work (which is obvious 
in the first place from the fact that the percentage of 
staff expenditure to the invoiced value has a higher ab
solute level than in cases 1 and 2, and, therefore, the per
centage of staff expenditure is highest when sales are 
.lowest.) 

This can be attained, as an increase of sales does not 
require a parallel increase of. distributing e~nses, the 

Considering also what influence the general phenomena 
(e.g., fall of prices or devaluation of currency) had on the 
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cost of the distributing staff, we arrive at the following 
facts: 

The drop in prices which occurred in cases 1 and 2 could :so 
not prevent a decrease in sales (in case 3 it is not a ques
tion of a general pric~ development, possible only for cartel 
products). After all, as experience has always shown, a 20 

reduction in prices during a depression does not bring 
about an increase in consumption. On the other hand, 

10 the two devaluations had a favourable influence not only 
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in case 1 where the sales office deals both with home and 
export sales, but also in cases 2 and 3, where the activity 
of the sales offices is limited to the home market. u .u 211 u D • 211 so s1 az :sa M acs H 

On the whole, the following conclusions are arrived at on Pig. 3 
the basis of the above studies: · 

1. The endeavour of every distributor should be to main reason being that sales become easier with an im
prevent the expenditure for the distributing staff from proving market position. But even otherwise, one cannot 
rising proportionately with sales in times of prosperity. think that, for instance, doubled sales would cause double 

151 



efforts, and consequently double distributing expenses, 
when there is no other change in the organisation. . 

2. It is advantageous to introduce, whenever possible, a 
share of profit for the staff, harmonizing with the amount 
of sales, by which an automatic reduction in the expenses 
of the distributing staff is attained during a crisis. This 
plan must be considered as correct even from the moral 
point of view, because every employee certainly recognizes 
that in a period of reduced prosperity he must be satisfied 
with a reduced income. The efforts to increase productive 
effects are not at all lessened as an increase of productive 
effect means an automatic increase in the personal reward 
for those employed in the distribution of manufactures. 

3. Where the percentage of distributing staff expenses 
was lowest absolutely, the optimum relation between the 
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staff expenditure for distribution and sales was attained. 
This should be the case in years when sales are greatest; 
case 1, however, shows that the distributing apparatus 
does not work most effectively in the period of highest 
prosperity, which means that the distributing apparatus 
would have to undergo certain organic changes in such 
periods. (The percentage of staff expenditure was lowest 
in 1923.) 

4. All three cases show that the percentage of the ex
penses of the distributing staff to the total invoiced value 
is on the whole insignificant; in view of the importance 
which is to be attached to a perfectly equipped distributing 
apparatus, it may be judged that, on the expenses of a 
correctly functioning distribution service, no greater_ 
savings than are absolutely necessary should be made. 


