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OPEN PRICE
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By LEVERETT 8, LYON and
VicTor ABRAMSON

Open price systems have been of interest to industrial
groups and governmental authorsities for the past two decades.
They have been lauded as offering industrial groups an open
market, an escape from the difficulties of secret pricing; they
have been condemned as instruments of coliusion and price
hxing. Their development has been the concemn of trade asso-
ciations, The Federal Trade Commission trade practice con-
ferences have been concerned with them. They grew rmapidly
in tumnber and varicty under the NRA. They have heen the
subject of important Supreme Court dexisions.

This volume constructively considers open price systems in
terms of the ecoaomic and soctal issues which they mise and
in terms of the important specific problems which mast be
examined in considering the application of an open price sys-
tem to any given industry. Following a signibcant presentation
of the econvmic setting of the problem, the history of open
price systems—under trade assoqations, the Federal Trade
Commissivn, and the NRA—is reviewed. There is then pre-
sented an analysis of the much mooted questions of the effects
of open prices on competition, stability, and large and small
business units.

A major section of the boak is concerned with the problemns
of constructing socially useful open price tystems, in which
the types of issues which experience has shown o be sig-
nihcsnt are presented and analyred. The volume concludes
with 8 chapter dealing with the applicability of open price
systems to specific industries and of possible governmental
relationshipa to the organization and operativa of these
systemns,
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DIRECTOR’S PREFACE

This study was initiated as one of the series of studies
of the National Recovery Administration undertaken by
the Institute of Economics under the immediate direc-
tion of Leverett S. Lyon. With the passing of the NRA,
Mr. Lyon reoriented the study in terms of current con-
ditions in the fields of price policy, trade practices, and
self-government in industry, in which he had earlier been
working. Two baoks, Advertising Allowances and The
Economics of Free Deals, had grown out of that work
when in the summer of 1933 the center of developments
in this field shifted to the National Recovery Adminis-
tration. As deputy assistant administrator for trade prac-
tice policy at the NRA for a period, Mr. Lyon had an
unusual opportunity further to study and analyze trade
practices and their regulation.

Advertising Allowances and The Economics of Free
Deals were pioneer expositions of forms of indirect pric-
ing which have recently become of great interest to econ-
omists; the present volume adds a third unit in the
general field of price and trade practices. It discusses the
subject in terms of its development and economic im-
plications but also, with a view to constructive aid to gov-
ernment officials and business men, it analyzes in detail
the problems of constructing socially useful open price
plans and makes suggestions for co-operation of trade
groups and government in building them.

Harold G. Moulton and C. O. Hardy have acted for
the Institute of Economics in reading the manuscript.
The authors, however, are solely responsible for the anal-
ysis and the conclusions.

Epwin G. Nourse
Director
Institute of Economics
May 1936
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INTRODUCTION

From the point of view both of industry and of gov-
ernment, open price plans asa device in the price-making’
process are at a particularly important stage, While such
plans in one form.or another have been in existence for
more than two decades, interest in them, greatly stimu-
lated by the NRA, is at a higher level than has been
the case for a long period. Certain industries are anxious
to continue the open price plans developed under the
NRA with such improvements as can be made and such
modifications as the expiration of the Recovery Act may
make necessary. Others are considering the initiation
of such plans. An effort to set forth the general issues
of public policy which are involved in the organization
of open price plans therefore seems appropriate at this
time.

The development of open price plans effective in
achieving objectives of public interest requires an analy-
sis of the elements in such plans and a consideration of
each of these elements in terms of the economic and
social issues which it raises. It is with these general ques-
tions and, more specifically, with an attempt to point out
certain criteria to be used in considering the economic
effects of open price plans, that this book is concerned.
Emphasis is directed toward the types of considerations
that are important in deciding whether or not an open
price plan is applicable to an industry and the factors
that determine the precise form of the plan that will be
most useful socially.

No attempt is made to apply the criteria set forth to

. specific industry situations. This task would require de-



2 OPEN PRICE SYSTEMS

tailed industry studies, and the analysis of certain ma-
terials concerning American industry not now generally
available.

Thé authors of this volume regard it as a preface to
the analysis of specific cases in which open price plans
are being considered and to further studies of industries
and industrial situations, of which many more must be
made before the final word on the economic significance
of open price plans and their relationship to the formula-
tion of sound public policy in trade regulation can be
written,
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NRA CODE PROVISIONS RELATING TO OPEN PRICE AND BID FILING SYSTEMS*
Clasified According to Code Division and Subject Matter Covered

Basi M Con- | Public | Orapnie Whole-
- Food | Textile| 8¢ =oil Equip- anu- on- palle fGrephic) po, &
Subject Matter Divi- | Divi- | Yol |GETE ment | fachur | stme- | Ul | Arta | rouions | 3ng | Tota
sion | mion | pyivision Division| pivision| Division| Division| “ment | Division] Retail
: Division| Vialk
Bpeod of Dissemination Required,
of Agency:
gﬂl:laum ........... Wevesenaas —-_— _— 2 1 2 2 — —_ —_ — 1 8
“ iately” or “promptly”...| 7 13 16 37 86 68 1 1 2 —_ 11 262
No provision, .. cvvevnunrne... 14 9 19 _— 25 6 - 3 1 3 10 90
Prohibition of Release to One
Meomber before All . ...... 5 1 8 5 13 17 - 1 1 -_— 4 55
Iduntllﬂnﬂm by Central Agency
o1%
Mandatery............ veeeeed] 8 1 8 4 13 13 - 1 1 1 3 52
tiomal ... 1IN 4 | - 1 1 1 1 - - - - -~ 8
Prohibited.. ... ... .. ........ —_ 1 — —_— —_ —_ — - —_ —_ —_ 1
Noprovision................. i2 20 46 41 98 60 I 3 2 2 17 302
uyer:
Prohibited {past transactions)... - 2 —_ —_ -_ — —_ — - - 3
Waiting Perlod Requirements:
Nene: 17 - H 1 - 10
Effective upon receipt by agen 6 5 15 8 18 B2
Effective upon agency’s acknow!}-
edgment. ........,. PP - | = 2 — - 3 — - -~ — 1 6
Effective even before ling. . . . . 1 9 3 2 4 — 1 1 - 1 H 29
nuthority may establish. ... 3 — 9 1 6 4(1s) - —_ _ — _— 23(1s)
Before any revisions (no. of days)..|12(121)b 3(1:; 14(7:; 3{1:) 61 55;3 33 211; —_— 3(1g) — 3 2:; 8 ﬁ.rk 140(1125)
Before decreasen only (oo, of dayn).| — 11(9s) | 21(9s 37{(28s) | 31(11s) | 26(14s _ -— 2 1(1s 5(1s)} |134(74s)
Beforeincreases only (no. of days),} — -— — - —_ —_ — — —_ — - —_
Nsi“.uﬂn of Walting Perlod:
o1t s
To meet competitor’s reduction—
effective upon same date:
‘Whether or not below,,....... 1 8 5 10 44 10 — - - _— 2 80
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If not below 2 3 20 23 4 37 - -_— _— bl 3 122
If filed before certain time . _ - 4 2 5 2 _ —_ — -— - 13
Code authority may shorten —_ 1 5 2 15 4 —— —_ —_ 1 1 9
No provisioB.............. 9 3 10 5 13 13 _ 3 2 3 8 69
Code authority may lengthen - —_— 1 1 1 - —_ - — —_ —_ 3
Minimom Period Between Revi-
sions:
Before any chlngu (no. of days).| — —_ -_ —_ — -_ —_ -— — 1 2
Beforeincreases on) nr {no.of da);-:) § 1 8 5 13 14 _— 1 1 _ 4 52
Before decreases only (no. of da; _— —~— —_— — —_ -— —_ — —_ _— —_— -
jtation on number of clunsel. —_ —_ -_ 1 — —_ _ - —_ — -_— 1
Ffled Price and Effective Price:
Hu.lt sell st ﬁlod]pm:e Crneaeran 20 8 38 10 80 48 -— 5 1 4 20 234
May sell above filed pnce. P 1 18 a7 30 k! ) 34 1 —_ 2 1 9 170
May meet Jowest filed price. ..... § 1 —_— 2 8 —_ 1 — 1 2 2
May sell special goods below.. ... 2 1 — 4 1 _ b —_ —_— a 16
Ares of Price Unlfnrmlty-
Cﬁn‘onal wvariations peﬂmf itted. . 3 — 6 6 2 4 _ — —_ —_— 4 25
sets up regions for price re-
Co‘ror htpnrq,{ — - 1 _ b —_ —_— - 1 4 14
e authority may set u ons|
for price repom’x’:x. . p ....... 3 — — [ — — — —_ —_ —_— [ 12
Cede requires uniformity in all re-
oD%, . oiiriiiiiiei i _ - 3. _ —_— 1 _— — — -_— — 4
Prohibition of Coovments b,v
Agency Io Dissemination. . 8 —_ —_— —_ _ _ —_ — -_— -— H 9
Destruction of At il Priu
Records Prohibited....... 5 1 B 5 13 15 — i 1 _— 4 53
Adjustment of Bids when Prices
Increased:
Bids must be incressed.......... — — 1 —_ 1 — — -_ - — —_ 2
Must be registered but not in-
creased....... beasasedaariias —_ _ [ _ 4 k] — _ _ 1 - 12
Substitutes for Central Filing:
Members must post prices.......| 1 1 1 —_ —_ —_ — — — 1 _
Membm must exchange prices di- i .
Prices must be sent to cistomers | — | — - - - - - — — — —_ -

& This table is, in rearran, form a reproducton of one presented in Rcﬁort on the Opmmcm of the National Industrial Recovery Act, Research and
Planning Division, NRA, Febru, ! 35. authors collaborated with the Research and Planning Division in planning the categories for this table,
count is entirely the wnrk e Division.
The letter s indicates that t.he provision was stayed by administrative order.
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HAND.TO-MOUTH BUYING
By LEVERETT 8. LYON

This volume, which is one of the most extensive
analyses of the statistics of American trade yet offered
to business men and economists, attempts first to ascer-
tain the extent to which the widely discussed practices
genesally called hand-to-mouth buying really exist. An
examination of the proportion of business done by
advance ordering by many individual businesses and
many industries is made which shows that the prac-
tice varies widely and that generalizations are unsafe
in this matter.

A major portion of the book deals with the “Effects
and Concomitants” of hand-to-mouth buying. Impor-
tant in this section is a consideration of the relative
amount of stocks and inventories by business over the
period of a decade. In all comparisons the stocks are
expressed as a percentage of the business done, thus
representing what the author calls "“The Stock Burden
of Industry.”” In this field a number of striking dis-
closures are made.

The final division of the book is devoted to the
question of the permanency of hand-to-mouth buying.
A study made of the trade reports of certain industries
shows that the practice was referced to as early as 1868,
but concludes that, due to the mechanics of trade, the
present system of hand-to-mouth buying differs from
the old. This, and other conclusions reached regarding
American industry, should make this book valuable to
both buyers and sellers of manufactured products,

Price, $4.00
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