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Preface

r.].—:ns BOOK has a definite objective: to combine a treat-

ment of general marketing methods and principles with a more
detailed treatment of retailing, particularly the operation of
small and medium-size stores. It is believed that one can not
properly understand retailing without some knowledge ﬁ’ mar-
ket economics and wholesaling. Students will understand getail
store operation better if they first secure a general knowledge of
the field of marketing and know the place of retailing in the over-
all picture. Therefore, market economics, the physical handling
of goods, and wholesaling are treated before the discussion of
retailing is begun.

Paul D. Converse

Fred M. Jones
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I. Introduction






The Meaning and Scope of Marketing

stmmurlon, or marketing is the most important
part of business. Most business concerns can produce many
more goods than they can sell at a profit. “Give us sales!” is the
‘common cry of businessmen, and huge sums are spent on ad-
vertising and salesmanship. ‘“Whatever can be sold can be
made. The big problem is distribution.” Such statements are
common and may be accepted as generally true in normal times.

This condition has not always existed. Up until compara-
tively recent times, the big task of the race was to produce
enough goods—food, clothing, and shelter—to satisfy its needs.
During the past 150 years the problem has been altered by the
use of labor-saving machinery; by the discoveries and inventions
of chemistry, agriculture, physics, and engineering; and by the
development of scientific management and accounting.

The development of the natural sciences and the arts of
physics, entomology, geology, chemistry, management, and en-
gineering has given us much new knowledge which has enabled
us to increase greatly the output of goods and to reduce the
costs of production. The result is that usually we are able to
produce many more goods than the consumers are able to buy
at the prevailing prices. Hence businessmen and farmers have
become greatly interested in distribution. They wish to find
buyers for their products and to increase the consumption of
their goods. '

Marketing a part of business. Business is divided into two
parts—production and marketing. Production, in its business
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meaning, has to do with the creation of goods. Distribution,
or marketing, has to do with moving these goods from producers
—factories, mines, and farms—into the hands of the consumers.

Marketing includes buying, selling, advertising, transporta-
tion, and warehousing. The corner grocer, the drug store,
the chain store, the department store, the mail-order house, the
wholesaler, the railroad, the grain elevator, the milkman, the
livestock shipper, and the public warehouse are engaged in
marketing. -

Market distribution a part of economics. Economics has to
do with the way we make a living and the way we live. For the
purpose of this study, economics is divided into production,
distribution, and consumption. Production, in the economic
meaning, consists in the creation of utilities—things which sat-
isfy human wants.

The chief utilities are form, place, time, and possession.’
Form utilities comprise goods and services. Bacon, washing
machines, radios, airplanes, hats, dental service, and pictures are
examples of form utilities. Place utilities are created when
these goods are taken from the place of production to the place
where they are to be consumed. Time utilities are created
when these goods are kept until they are wanted. Possession
utilities are created by getting goods into the hands of people
wanting them. The creation of place, time, and possession
utilities, in the economic meaning, is a part of production. If
one is to have clothes, it is just as necessary that the cotton be
stored until needed, brought to the places where the consumers
live, and got into their possession, as it is that the cotton be
grown and the cloth be woven.

Market distribution includes those activities which create
place, time, and possession utilities. To the economist, market
distribution is therefore part of production because it deals
with the creation of utilities, and “distribution” refers to ‘the
distribution of wealth among the members of society. The
businessman, however, thinks of distribution as selling his
goods and getting them into the hands of the consumer. To the
businessman, ‘“distribution” means marketing—selling and
transportation.
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This difference of definition is confusing to the student. In
order to use his terms correctly, it is necessary for him to remem-
ber whether he is talking to an economist or a businessman.
In this volume, the businessman’s definition will be followed.
Production will be used to mean the creation of form utilities
or the making of goods. Distribution will refer to the creation
of place, time, and possession utilities or to the transportation
and sale of goods and services—getting the goods from the farms
and factories to the ultimate consumers.

Object of distribution. The object of market distribution,
as well as of production (farming and manufacturing), is to sup-
ply human wants—food, clothing, and shelter. In addition to
these primary wants, we have many other secondary ones. Our
wants are expanding; the number of secondary wants seems
almost unlimited. We have many more physical goods and
personal services than our grandparents had, yet most of us
desire many more than we have.

The larger the quantity of goods and services that people
want, the greater the volume of business that is possible. As our
wants are practically unlimited, business is capable of almost
indefinite expansion. Distribution operates to satisfy the wants
of people—to get the goods to them—and it often strives to in-
crease the number of things which people want to buy.

Marketing needs study. Anyone expecting to make his liv-
ing in the field of marketing needs a clear grasp of its principles.
In marketing, as in many other fields of human endeavor, the
problems may change but the principles remain the same, and
one who possesses a knowledge of these fundamentals is aided
immeasurably in solving his marketing problems.

Retail business failures occur daily; the failure of manufac-
turers and wholesalers is less common only because of their
smaller number. Not all these failures are due to a lack of
knowledge of the fundamentals of marketing, but a large por-
tion of them could be avoided if marketing programs were
planned more carefully. What is less apparent is that fre-
quently losses or declines in profit are also due to inadequate
understanding of the principles of marketing. Those who ex-
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pect to engage in any phase of marketing should have a grasp
of its principles if they are to be successful.

Those who desire to follow occupations in manufacturing,
agriculture, banking, insurance, transportation, or one of the
business professions such as accounting or production manage-
ment need an understanding of marketing and its relation to
their occupations. The major problem confronting a factory
management in normal times is how to find and reach profit-
able markets. The farmer is frequently confronted with the
same problem. Normally the question of manufacturers and
farmers is not: Can we produce it? but: Can we market it
profitably after we have produced it?

Bankers are concerned with marketing from the point of
view of financing its operations, and insurance companies are
interested in the risks connected with marketing operations.
Transportation companies are interested in the movement of
goods between markets. Accountants must understand clearly
the operations of marketing in order to keep the proper records
and make the proper reports. Production managers need an
understanding of markets and marketing so that they may pro-
duce what the market will absorb.

The general managers of present-day corporations should
have a clear view of their organization’s various operations be-
cause of the necessity of keeping them all in balance. Conse-
quently, they need an understanding of marketing principles
and functions in order to keep the various departments operat-
ing smoothly. Lack of co-ordination between the marketing
divisions and the other divisions of a business results in ineffi-
ciency and higher costs.

Methods of studying marketing. Market distribution deals
with services, goods, and men. In order to market goods, serv-
ices must be rendered, acts performed, things done. These
services or acts are commonly called functions.

One method of studying marketing is to take up a study of
the functions involved. This is called the functional apprgach,
or method.

Another way to study marketipg is tomstuayv wumssssrious
goods, or commodities, that are marketeflllid tJEENDA& the
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ways in which they reach the consumers. This is known as the
commodity approach, or method.

The third method of studying marketing is to study the oper-
ations of men engaged in marketing. These are called middle-
men or institutions. This method is known as the middleman,
or the institutional, approach.

In using the functional approach, we see what services or
functions are performed; what goods they are performed upon;
and what middlemen perform them. In using the commodity
approach, we see what goods are marketed; what functions are
performed upon them in the distributing process; and what
middlemen perform these functions. In using the institutional
approach, we see what institutions, or middlemen, are engaged
in distribution; what functions they perform; and what goods
they handle.

Advantages of functional approach. The study of marketing
functions draws our attention to the operations or services per-
formed in distribution. A study of these services helps us to
analyze the distribution process, to see just what is done, how
it is done, why it is done, and who does it.

The same function may be performed once or several times;
sometimes a study will point out ways of reducing the number
of times a thing is done. For example, a certain product may
be graded every time it is sold. The adoption of uniform stand-
ards and the grading by government-licensed inspectors may
mean that one grading is sufficient for the entire marketing
process. All buyers and sellers may buy and seH’bn the grade
established by the government inspectors.

It is often said that there are too many middlemen. If a
middleman is eliminated, are his functions eliminated or are
they transferred to others? A study of functions should help
us to answer such questions.

Advantages of commodity approach The commodity ap-
proach starts with familiar goods. It is a simple and easily. fol-
lowed method. The disadvantages of this method are that it
requires long descriptions of goods and operations and involves
much repetition, if all commodities are studied. The commod-
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ity approach seems best adapted to the study of farm products
and industrial goods (Chapters 7-10).

Advantages of middleman approach. The institutional ap-
proach considers the operations of various middlemen. It is a
very practical approach, especially for the student who later en-
ters business. The danger of the institutional approach is that
it may become too descriptive. It is not as analytical as the
functional approach.

We shall devote considerable attention to the operations of
middlemen, but before doing so, an explanation of the various
marketing functions will be given.

The Basic Marketing Functions

Marketing functions can be divided into those that deal with
change of ownership, the general business functions, and those
that deal with the physical handling of goods. The latter are
discussed in the following chapter.

Buying function analyzed. The acts which a buyer performs
may be classified as follows:

. Determining needs;

. Finding sources of supply—sellers;

. Negotiating prices and other terms;

. Obtaining title to the goods (legal part of buying).

[N U

1. Determining nceds. Buying begins when the prospective
buyer become conscious of a desire. This desire may be aroused
by chemical changes in the body as in the case of hunger, or the
desire may be aroused by any of a variety of things in the indi-
vidual’s environment. The sight of a neighbor’s new car may
so arouse the desire of the onlooker that the latter purchases a
new car also. The desire of the prospective industrial buyer is
aroused as a result of the competitive struggle. He iishes to
make economies which will result in lower prices and ggreased
sales, or his desire may be to reduce the costs of operaggg and
thus increase profits.

After the desire has been arouwdﬂ“am
is confronted with determining the ) will
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satisfy the desire. The process may be fairly simple in the case
of selecting a particular food to satisfy hunger. In selecting
furniture or an automobile the process is likely to take longer
and involve the exercise of considerable judgment. The deter-
mination of the specific product needed to satisfy a desire of
industrial purchasers may involve the careful study of some
problem of the plant or store.

2. Finding sources of supply. The location of a source of
supply for a given product may involve no more difficulty for
the consumer than going into a retail store where the article in
question is customarily sold. For the professional buyer who
represents large industrial consumers, the location of sources of
supply may be one of the most difficult functions that he per-
forms. At times, however, it involves little more than looking
into the appropriate dlrectory of manufacturers or other pro-
ducers.

3. Negotiating terms. 'The opening of negotiation of terms
may be made in a variety of ways ranging from the mere nod of
the head at an auction sale to the sending of a cablegram half-
way around the world. Other methods may range from a sim-
ple want ad in the daily newspaper to the submission of elabo-
rate written proposals and specifications.

At times the household consumer gives very little attention
to the matter of price before he makes a purchase. In the case
of larger purchases, such as an automobile or home, the matter
of price is given more attention. The industrial consumer is
likely to be represented by a professional buyer who will use
considerable skill in ascertaining and negotlaung prices and
other terms.

In wholesale buying, finding out the prospective seller’s will-
ingness to sell is sometimes important in determining what
kind of an offer to make and what price to offer. The offering
of a price may be by a sign as at an auction or on the floor of a
commodity exchange. Payment to the seller is made in a vari-
ety of ways and it may be made immediately or it may be post-
poned through the medium of a charge account or a conditional
sales contract.

4. Obtaining title. Legal title to goods must be obtained
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before a purchase is completed. The title may be transferred by
a formal document but in the majority of purchases acquiring
legal title is not formal. Title may be understood to pass when
the goods are received by the buyer.

Selling function analyzed. Selling, like buying, is composed
of several actions. The actions which the seller performs may
be classified as follows:

1. Creating demand;

2. Finding buyers;

3. Giving buyers advice;
4. Negotiating terms;

5. Transferring of title.

1. Creating demand. By creating demand we mean arousing
‘the desire for goods among people who have ability to buy
them. If people can be made to want things badly enough, they
may work harder or more intelligently in order to secure the
money with which to buy them. Some explain the develop-
ment of civilization by saying that people were made to want
things, and, in order to satisfy their desires, they worked and
schemed. As a result of their efforts came development. Ac-
cording to this reasoning, the salesman and the advertiser who
arouse our desires for new or better things help to develop
civilization. On the other hand, some say that we are over-sold
and are too burdened with things to get the most enjoyment out
of life. '

New things, better things, more beautiful things are con-
stantly being placed on the market. The seller may use adver-
tising, personal salesmanship, or publicity to create demand.
He may display and demonstrate the goods, give away samples,
and try to “educate” the buyers to the advantages of his product.
Much advertising and a goodly portion of personal salesmanship
are used to create demand.

2. Finding buyers. A good deal of the selling effort is made
to find people who already want the product; want ads, for
example, are almost entirely directed to people who are already
conscious of a need. Many retail salespeople assume that peo-
ple know what they want-when they enter a store. Some travel-
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ing salesmen are in reality “order takers”; they simply fill the
requests of people who already desire the goods offered by the
salesmen. The bulk of price advertising is aimed at people
who already want the goods.

3. Giving advice. The seller often gives advice to buyers.
This advice may relate to the product’s use, or it may be much
broader and be given to help the buyer determine his needs or
to conduct his business more efficiently. Many buyers depend
upon the sellers to teach them to use and repair their goods.
By helping the buyer to secure the best use from his products,
the seller creates satisfied customers and a reputation for his
goods—both results help to increase sales. The seller may go
farther and help the buyer with the conduct of his business; he
may give advice on stockkeeping, advertising, window display,
bookkeeping, buying, or salesmanship. He does this to build
up goodwill and to make the buyer a better businessman so that
the latter will sell more of the seller’s goods.

4. Negotiating terms. Many retail stores have adopted the
one-price policy; the customer either buys at the specified price
or does not buy at all. He may, however, shop from store to
store for a lower price. In wholesale markets the buyer fre-
quently strives eagerly to obtain the best possible terms from
the seller. Many sellers may be after the same order. Credit
terms, time for delivery, payment of transportation costs, repair
service, guarantee, and other terms may be negotiated.

The functions involved in the physical handling of goods are
discussed in the following chapter.

General Business Functions Involved in Marketing

Certain functions are performed by business organizations
generally and not by marketing organizations alone. Among
these functions are financing, the bearing of risk, and recording.

Financing. In the operation of a business, funds are needed
to buy merchandise, to extend credit to customers, and to pay
operating expenses. The sources of the funds and the methods
of obtaining them vary but the principles of sound financing
should be followed.
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The major portion of the long-term investment or capital
for a marketing organization should be provided by the owners.
Funds which are needed to finance temporary expansions in the
inventory or the accounts receivable may be obtained from
banks or from merchandise creditors. Wholesale and retail or-
ganizations should not, as a rule, obtain capital by the sale of
bonds and preferred stock. A bondholder is a creditor and has
the right of foreclosure if interest or principal is not paid on
the due date.

Not only must marketing organizations themselves be financed
but they find it desirable to extend credit to their customers by
the installment method or on open account and thus perform
the financing function. The installment method is usually more
expensive than the open account method. The installment
method requires periodic payments until the original amount
of the debt plus interest is paid. The open-book account is usu-
ally paid in a lump sum in a short time.

Risking. When any action is taken without knowledge of
what the results will be, or with the possibility that the results
will be adverse as well as favorable, risk is borne. Thus, risk-
bearing is inescapable. The businessman who has great knowl-
edge of his industry or business bears less risk than one who
possesses inadequate information. The businessman with the
most knowledge of his industry is in a better position to judge
the possibility of adverse results than one who has little knowl-
edge or experience. Frequently risk is borne without the
knowledge that it is borne. Even if the risk is recognized, the
amount of the risk which is being borne may be estimated in-
correctly.

Many risks arise from the ownership and use of property
although business risks may be classified in other ways. Who-
ever acquires title to goods bears risks which non-owners of
goods do not bear. Risks may be classified as follows:

A. Ownership risks:
1. Decline in price of goods;
2. Change of fashion causing goods to be sold at a loss;
3. Damage of goods by fire, smoke, or water;
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Loss of goods by theft, robbery, burglary, or embezzle-
ment;

Damage of goods by flood, tornado, lightning, moisture,
hail, heat, or drought;

6. Decay or loss due to vermin;
7.

Change in demand for goods because of technological im-
provements or depression;
Damage by rioters or civil commotion.

B. Financial risks:

1.
2.

3.
4.

Accounts and notes may become uncollectible;

Theft, robbery, burglary, or embezzlement of money and
securities;

Loss of money through failure of financial institutions;
Decline in price of securities owned.

C. Liabilities for injury:

1.

2.
3.
4.

Trucks or salesmen’s cars may injure persons or damage
property;

Customers may be injured on premises;

Goods may be defective and injure the customer;
Employees may be injured while at work.

D. Liability on contracts:

1.

2.
3.

Advances in wages or the price of materials may cause the
cost of fulfilling future contracts to increase;

Default of others may cause loss on joint contracts;

The guarantee of goods may involve loss on replacement
or repairs.

E. Liability of loss of key men:

1.

Important managers or skilled workers who have had ex-
pensive training may die, become ill, be injured, or
resign.

F. Weather risks: -

1.

Sales may be lost bécause of bad weather.

Shifting risk. The businessman does not have to carry all
these risks himself. Many of the risks just enumerated may be
shifted to insurance companies. Loss and damage because of
fire, tornado, theft, automobile accidents, and injuries to em-
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ployees are often insured against. Insurance also may be
carried against other hazards such as embezzlement, rain, hail,
and losses from bad debts. Certain other risks, such as changes
in fashion and some declines in prices, cannot be insured.

When risks can be shifted to insurance companies, the cost
of the premiums can be included in operating expenses. Own-
ers are then willing to operate for slightly smaller profits. In-
surance companies frequently base their rates on average losses,
and such rates are usually less than the anticipated earnings
necessary to induce individuals to assume all risks. A merchant
may be ruined if his store burns and he has no insurance. The
risk is so great that he feels he cannot carry it himself, there-
fore he shifts the risk to an insurance company. He feels safer
and does not need as large a profit to induce him to stay in
business. The cost of marketing is thus reduced.

The insurance company must charge more than enough to
cover the risks accepted. It has expenses for selling, overhead,
and adjustments which may equal from 25 to 100 per cent of
the losses paid. Policyholders must therefore pay more for
insurance than the cost of the risk involved. For this reason
most businessmen prefer to bear some risks themselves, par-
ticularly risks which they feel are less likely to cause losses.
They must also carry the risks that cannot be insured.

Guarding against risks. The businessman can do much to
reduce the amount of risk. Fire damage is lessened by fireproof
buildings and automatic sprinklers. Risk of theft and burglary
is reduced by good locks and vigilant watchmen. Losses from
bad debts may be reduced by a careful check on applicants for
credit and by an aggressive collection department. Risk of
changes in fashion may be limited by careful fashion forecast-
ing and the purchase of fashion goods in small quantities. Loss
from price declines may be lessened by détailed market fore-
casting and a rapid .turnover of stock. Injuries to employees
may be reduced by safety devices and adequate job-training of
workers.

Risks increase marketing costs. Risks account for a part of
the cost of marketing. The importance of risk may be seen
easily when the dealer handles fashion merchandise or perish-
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able goods. Such goods may drop in value or become unsalable
as a result of rapid changes in style or early decay.

Recording. Accounting, or recording, is necessary in many
transactions. Sales slips, order blanks, stock records, invoices,
bills of lading, and checks are usually recorded. Ledgers are
posted and expenses and income are itemized, classified and
analyzed.

The businessman is often at a loss to know just how full and
complete his records should be. Accounting involves expense,
but it provides facts upon which the businessman can base his
operations. The present opinion is that most business concerns
have devoted too little attention to efficient accounting pro-
cedures. Records can be used to reduce expenses and to in-
crease profits. Although full records are often needed, time
should not be spent in keeping records that are not used.

Marketing Organization

Organizations engaged in marketing. When marketing func-
tions must be performed on a large scale, at great distances, and
at uncertain times, organizations are necessary to perform them.
The organizations as well as individuals may designate various
agents to act for them in the performance of these functions.
These organizations and individuals are (1) those engaged in
the extractive industries such as farming, fishing, and mining;
(2) manufacturers of both goods and services; (3) merchants,
who may be divided into wholesalers and retailers; and (4) con-
sumers, who may be divided into industrial and household
consumers. '

Mining companies, lumbering companies, farmers and others
are engaged in obtaining natural resources from the earth with
‘the object of selling them to manufacturers who will convert
the raw materials (ore, lumber, wheat) and resell them. Some
of the products, if in proper condition, may go direct to the
household consumer from the organization or individual who
extracted them from the earth. Public utilities and insurance
companies, for example, are engaged in producing services
which go directly to household or industrial consumers.
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Wholesalers and retailers obtain commodities from the ex-
tractive industries (farming, mining, sawmilling, and fishing),
or from manufacturers. Manufacturers, the extractive and serv-
ice industries, and individuals, wholesalers and retailers also
consume products and services in their operations and as such
are industrial consumers. The chief problem for both indus-
trial and household consumer is to get as many commodities
and services as possible for each dollar spent.

Those who buy in order to resell are mutually dependent
upon each other. If the commodities which they buy are not
resold easily and quickly, both buyer and seller suffer losses or
reductions in profit. Consequently, it is customary for manufac-
turers, wholesalers, and retailers to render each other mutual
aid in their advertising and selling efforts.

Executive division of labor in marketing. In order to per-
form the marketing functions efficiently, the various groups
assign the management of different phases of marketing to in-
dividuals who are skilled in the performance and management
of those phases. The manner in which the marketing work is
divided varies according to the kind of activity performed. In
many organizations, however, will be found a sales manager, an
advertising manager, a purchasing agent, and a credit manager.
Some organizations also have a traffic manager.

The sales manager. It is the responsibility of the sales man-
ager to obtain a profitable volume of sales. This does not
always mean a large volume. A small volume of merchandise
with a large profit margin may yield a greater net income than
a large volume of merchandise which is easy to sell but is sold
on a small margin. The sales manager’s work involves the
selection and training of salesmen, the establishment of com-
pensation methods, the assignment of territories, the setting of
quotas, the studying of salesmen’s expense and sales reports, the
conducting of contests, and the planning of campaigns, con-
ferences, or conventions. His duties may also include the
supervnsnon of the advertising department.

In carrying out his work, the sales manager should know the
location of the chief markets for his company’s products. He
should be familiar with the provisions and common interpreta-
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tions of the laws which regulate prices and methods of com-
petition. He should know what advertising and selling
practices constitute unfair competition. He should know the
strong and weak points of the various methods of distribution.
He should have a thorough knowledge of the various factors
which affect the demand for his products. He should under-
stand the basic human desires and the appeals which his mer-
chandise can utilize in fulfilling these desires. He should also
understand the interrelationships of other departments with
his own.

The advertising manager. It is the responsibility of the
advertising manager to stimulate desire for his company’s prod-
uct or service. His work may include the selection and analysis
of media, preparation of campaigns and reviewing the results,
conducting market research projects, purchase of illustrations,
selection of advertising personnel, preparation of the advertis-
ing budget, supervising the preparation of copy, illustrations,
packages, dealer helps, mailing lists, and co-operation with ad-
vertising agencies.

Like the sales manager, the advertising manager should un-
derstand the basic motives and desires of human beings and
what appeals the products of his company can make best. He
should know the laws of attention and be able to express ideas
clearly and attractively. The processes involved in manufactur-
ing the product and the various uses to which the finished
product is put should also be a part of his knowledge. He
should be familiar with the laws which regulate advertising
practices.

The purchasing agent. The purchasing agent for an indus-
trial company or an institution is responsible for obtaining
necessary raw materials, supplies, and equipment as economi-
cally as possible. This does not mean that he is constantly
searching for the lowest price because he knows that low
price and economy are not one and the same thing. The
work of the purchasing agent involves searching for sources of
supply, receiving salesmen, studying price trends, supervision
of inventories, testing products, placing claims, and the prepara-
tion of the purchasing budget.
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The purchasing agent should understand the various factors
affecting the prices of the items that he buys. He must under-
stand what contributes to the quality of those materials, sup-
plies and equipment. He should know the provisions of the
laws which regulate prices and the decisions relating to fair
competition which affect purchasing. He should have a thor-
ough knowledge of the technique of salesmanship.

The credit manager. It is the responsibility of the credit
manager to extend credit in such a manner that sales volume
is increased and large losses are not suffered as a result of bad
debts. The credit manager gathers and analyzes information
about customers, reports inactive accounts to the sales depart-
ment, furnishes salesmen with information about prospective
customers, co-operates with local and national credit organiza-
tions, writes collection letters, looks after the interests of his
company in cases of bankruptcy, and handles repossessions of
merchandise.

In carrying on his work, the credit manager must know the
current position of the business cycle since the trend of business
has a direct effect on credit policy. The credit manager should
know what the rights of his company are in cases of bankrupt
creditors and in disputes over sales. To aid him in his analysis
of financial statements he should know the performance stand-
ards and credit ratings of the various industries to which his
company may ‘sell.

The traffic manager. The traffic manager is responsible for
obtaining economical and efficient transportation for his com-
pany. His work includes study and selection of routes, study
of freight rates, handling of claims against carriers, direction of
cases before regulatory commissions, arranging for an adequate
supply of cars (railroad, trucks, etc.), auditing bills, and the
study of economical and safe packing methods.

To perform his various tasks efficiently the traffic manager
needs a knowledge of freight rates. He should also know the
chief routes of the various kinds of carriers, the principles un-
derlying freight classification, the laws regulating transporta-
tion, the method of procedure before regulatory commissions,
and the shipping and packing requirements of the carriers.
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Questions

S Ot QO N

<

10.
11.

12.

13.

14.
15.
16.

. Define marketing or distribution.
. What is the relation of distribution to business?
. What is meant by wutility What utilities are created in the

process of distribution?

. What are the two meanings of distribution?
. What is the object of marketing?
. What are the three ways of studying market distribution? What

is the chief advantage and disadvantage of each method?

. What are the two basic marketing functions? Can a market be

said to have existed if these two functions are not performed at
some time?

. What are the subdivisions of the buying function? Is the “buy-

ing function” a class of functions? Must some of the subdivi-
sions or subfunctions always be performed before a purchase
can be completed? If so, which ones?

. What are the subdivisions of the selling function? Is the “sell-

ing function” a class of functions? Must some of the subdivi-
sions or subfunctions always be performed before a sale can be
completed? If so, which ones?

What utilities are created by the performance of the functions
of buying and selling? Explain.

It is said that we have too much salesmanship—that we are
“over-sold.” It is said that we need more buymanship, meaning
that the consumers should devote more time and attention to
buying. Comment on these statements.

It has been said that the desire for things is the main factor in
causing people to work, and that only as a result of work has
civilization been developed. According to this viewpoint, the
person who makes people want more things is a benefactor of
mankind. Do you believe that people are benefited by being
made to want more things?

It was formerly the practice for retail dealers to mark their
prices in code and for the sellers and buyers to higgle over
prices. Higgling is still common in many foreign countries.
By the “one-price policy” we mean that the seller places his
price on the goods; that the same price applies to all comers;
and that he will not sell for less than the marked price. What
are the advantages and disadvantages of this policy?

Why is there more higgling over prices in the wholesale than ‘in
the retail trade?

What general business functions are involved in marketing?
Are they really a part of buying or of selling?

Define or explain the following: financing, risking, recording.



17.

. Which risks can be shifted? How?
19.

20.
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What are the principal kinds of risk?

What are the “organizations” engaged in marketing? Are the
fundamental marketing problems of these “organizations” dif-
ferent? If so, how?

Who are the principal marketing executives? What should be
the training of each of these executives? What are the respon-

sibilities of each? In general, which executive is likely to be the
most highly paid?
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The Physical Handling of Goods

IN THE physical handling of goods the marketing func-
tions of transporting, packing, assembling, dividing, storing,
standardizing, and grading are performed. Standardizing does
not necessarily involve the physical handling of the goods, but
it does involve the consideration of the physical characteristics*
of the goods.,

Transportation

Transportation moves goods from the places where they are
produced to the places where they are consumed, thus creating
place utility. Transportation also creates time utility because
goods are moved when they are wanted.

When transportation methods work smoothly and efficiently
we are not aware of the fact that they create time utility, but
let some transportation method fail to deliver goods to us when
we want them or expect them and we are keenly aware of a loss
in value. Shippers of farm products can suffer loss if their
products are not delivered promptly to the wholesale markets.
If there is a delay of a few days or perhaps hours, the market
price may decline and the shipper will receive a lower price
than he would have received had his products reached the mar-
ket sooner.

Transportation is a powerful factor in the development of
markets because it connects sources of supply with demand. In
the days when we lacked adequate transportation facilities our.

21
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markets were small. and local. Nearly everything which was
consumed in a town or village was produced there or near-by.
National markets did not exist until after the development of
the railroad system and the establishment of transcontinental
lines.

The connection of manufacturers and farmers in all parts of
the country with consuming markets facilitated the develop-
ment of regional divisions of labor. Each region or territory
could specialize in what it could produce most profitably and
in so doing they became larger markets for other regions. A
given region was able to buy more of the products of other
regions.

The development of efficient communication systems has also
had a profound effect on the growth of markets. With im-
proved methods of communication, information concerning
demand and supply conditions is spread widely and quickly.
For example, fashions changing rapidly or prices reflecting
minor factors of supply and demand, may cause goods to be
directed to other markets or not shipped at all. The right
quantity and the right quality of goods are more likely to be
shipped to the right place at the right time.

Goods are moved by railroads, trucks, barges, ships, airplanes,
pipelines, animals, and human beings. Local transportation
appears to cost more than rail transportation. The handling of
goods between factories, stores, warehouses, trucks, and freight
cars is one of the most expensive phases of transportation. One
study showed that the cost of packing, carting, loading, unload-
ing, and unpacking twenty commodities was nine times as much
as the freight paid to the railroads for moving the shipment.

The motor truck is used in local transportation. It is a feeder
for the railroads and is also an important competitor of the
railroads for long-distance traffic. The airplane offers great
possibilities and is already important in carrying passengers,
express, and mail. Pipe lines are important in moving oil and
gas. In international trade, water transportation is necessary.
In the United States, inland water transportation is relatively
unimportant except for the movement of iron ore, coal, lime-
stone, grain, and other commodities on the Great Lakes.
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The passenger automobile, the streetcar, the motor bus, and
the railroad are the important agencies for passenger transporta-
tion. In total mileage the automobile comes first.

Services rendered by railroads. The railroad moves freight
in carload lots (c. 1.) and in less-than-carload lots (l. c. 1.).
Rates on the former are lower. Carload freight is handled in
larger quantities, and the shippers usually load the goods into
cars at the place of shipment and unload the goods from the cars
at their destination. The railroads place (“spot”) the cars on
sidings convenient to the shippers. Less-than-carload shipments
are usually loaded and unloaded by the railroad employees. In
the past, the rail haul began and ended in the rail terminals.
If a shipper did not have a siding, he delivered his goods to a
railroad-owned siding or freight house. The Railway Express
company for many years has picked up packages from the ship-
pers’ doors and delivered them to the door of the consignees.
This pick-up and delivery service, known as ‘“store-door de-
livery,” is performed by motor-truck carriers. In order to meet
truck competition, many railroads are giving free store-door
delivery on less-than-carload shipments. The practice can also
be applied to carload shipments.

A common carrier is one who holds himself out to the public
to move goods or persons for pay. A common carrier should
not be confused with a carrier for hire, who moves goods or
persons under special contract and does not hold himself out to
move goods for anyone who may apply. The common carrier
must serve all equally at reasonable prices. He cannot refuse
service as long as he has facilities available. He is responsible
for the safe delivery of the goods or persons.in his care. He is
excused for damage to goods or injuries to persons only for such
causes as acts of God, acts of a public enemy, acts of shippers,
acts of public authorities, or loss caused by the inherent nature
of the goods. This heavy responsibility upon the common car-
rier seems reasonable, since the shipper ordinarily cannot tell
when, where, or why his goods are lost or damaged while they
are in the hands of the carriers.

The contract between the railroad and the shipper is called a
bill of lading. The bill of lading is a receipt for the goods,
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a contract for the transportation of the goods, and a shipping
order.

There are two kinds of bills of lading. The straight bill is
ysed for ordinary shipments. A copy is sent to the consignee
who must present it to obtain the goods from the carrier. The
order bill is used by the shipper when he wishes to collect from
the buyer (consignee) before the buyer obtains the goods. The
seller ships the goods ordered, prepares a bank draft on the
buyer, attaches the draft to the order bill, and sends both to
the buyer’s bank for collection. When the buyer pays the draft,
the bank delivers the bill of lading to him. He takes this
to the railroad and obtains the goods. The order bill of lading
carries title to the goods and is negotiable.

Shippers and receivers are allowed a stated amount of free
time in which to load and unload cars. The interval is usually
48 hours, commencing at 7 A.M. on the day following (1) the
spotting (placing) of cars, or (2) issuance of the notice of arrival.
If cars are held longer, an extra charge known as demurrage is
made.

Many goods are shipped before they are sold and are sold
while they are in transit. The shipper then changes the desti-
nation of the goods, a procedure known as diversion. When
goods reach their destination, they may be reconsigned to an-
other point. The through rate from the point of origin to the
new destination applies when shipment continues in the same
direction, but an extra charge for the reconsigning privilege is
added. This is usually considerably less than the sum of the
local rates which are charged when the diversion and reconsign-
ment privilege is not allowed.

While in transit, goods are often stopped for manufacturing,
storing, feeding, grading, pressing, or fabricating. Shippers are
often allowed in-transit privileges; they pay only the through
rate from the point of original shipment to the destination of
the processed goods plus a relatively small in-transit charge.

Services performed by motor trucks. Motor trucks are a
very important part of our transportation facilities. They are
engaged very largely in local service: delivering retailers’ and
wholesalers’ goods to the customers, hauling goods to and from
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the railroad terminals, hauling goods from farms to shipping
stations, and moving goods within cities.

Trucks, however, are moving more and more goods between
towns served by the railroads. Even if the cost of moving goods
by truck is higher than the railroad rates, the truck may be used
because of other economies. . It moves goods from store door to
store door. When less-than-carload shipments are made by rail,
the goods must ordinarily be loaded on the truck, hauled to the
freight house, unloaded, loaded into a freight car, unloaded at
destination, loaded into a truck, hauled to the store of the
buyer, and unloaded. If a motor truck is used, it may load the
goods at the shipper’s door and carry them directly to the ware-
house of the receiver. Thus one motor haul is substituted for
two motor hauls plus one rail haul.

For long distances the railroad appears to have lower costs,
owing to the fact that a train moves a much larger load than
does a truck. A freight train with a crew of five men may move
from 2,000 to 10,000 tons of freight, or 400 to 1,000 tons per
man. A man on a motor truck may move anywhere from a few
hundred pounds up to 5 or 10 tons. If the average load per
man on a freight train is 600 tons and the average load per man
on a truck is 3 tons, then one man on a freight train moves 200
times as much as one man on a truck. Despite this ratio the
movement of goods by truck has grown tremendously.

Goods are moved by truck for hundreds of miles and hauls of
over 1,000 miles are not unusual. Some of the increase in truck
transportation is due to the quicker deliveries and the flexible
routes of trucks; to the convenience of store-door deliveries; to
the avoidance of delays and damages in rail terminals; to savings
in crating and handling costs; and to the shortening of trade
channels and the lessening of other marketing costs. Truckers
often buy goods at the place of production and sell to buyers at
the destination, a procedure that frequently saves the expense
of handling by one or more middlemen. Trucking often re-
duces marketing expenses so that total marketing costs can be
reduced even though higher transportation costs are incurred.
In periods of business depression, many trucks are operated by
owners who would otherwise be unemployed. They buy or
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rent trucks (often used trucks) and go into business for them-
selves. They may be willing to work very cheaply until busi-
ness improves sufficiently for them to get better jobs:

It is doubtful whether the tax systems of many states require
the truck operators to pay their proportionate share of the costs
of building and maintaining the highways. If this share is not
paid, the trucks are given an artificial advantage over the rail-
roads which must build, maintain, and pay taxes on their roads.

Services of passenger automobiles. The automobile has prob-
ably done more to influence our methods of living and conse-
quently our demands for goods and services than any other
invention since the steam locomotive. The automobile fur-
nishes fast transportation adapted to the needs of the individual.
It has led to the building of a wonderful system of paved
highways. It has increased travel, brought formerly isolated
communities into touch with the outside world, helped educa-
tion, and shifted retail trading areas. Furthermore, it has in-
creased the mobility of trade. The family with a car does not
have to trade at the nearest store but can visit those located at a
distance. The automobile has changed our methods of living
and so affected our demand for goods and services.

The automobile and truck have also affected business meth-
ods. Many traveling salesmen use automobiles to reach a much
wider territory. The motor truck has increased the frequency
and speed with which goods are delivered from producers to
jobbers and retailers.

Storage

Storage, the keeping of things from the time they are pro-
duced until they are needed by consumers, creates time utility.
It provides the consumer with an even or regular supply of
goods throughout the year, although many goods are produced
only at certain seasons. Wheat, corn, cotton, tobacco, and
apples are harvested during relatively brief periods, but the
public wants these products every day. Storage is necessary to
supply this continuous demand.

The production of many other goods is irregular. Cows nor-



Chap. 2] PHYSICAL HANDLING OF GOODS 27

mally give more milk and hens normally lay more eggs in the
spring and summer than during the fall and winter, but con-
sumers want about the same quantity of milk and eggs through-
out the year. Storage is therefore utilized to retain some irreg-
ularly produced products from the period of surplus production
to the period of deficient production. Without storage, prices
would be so high during the fall and winter that many of us
would have to go without butter and eggs. On the other hand,
spring and summer prices would be so low, owing to surplus
production, that the markets would be demoralized and the
farmers discouraged.

Storage facilities and services. Storage facilities may be pro-
vided by producers, middlemen, consumers, or warehousemen
who store goods for pay. Goods are stored in farmers’ grana-
ries, manufacturers’ storerooms, retailers’ stores, consumers’
pantries, and public warehouses. It is very important that ade-
quate storage facilities be available at all times: sufficient space
in properly located buildings, proper protection against fire and
theft, and proper temperatures.

Some goods are nonperishable and require no special pro-
tection. Ores, pig iron, and rough lumber are often stored in
the open, while relatively nonperishable goods, such as grain,
cotton, wool, and dressed lumber, need only be kept in dry
places. Some products are semiperishable; they can be stored
for considerable periods under proper conditions. In this class
are such products as apples, butter, and potatoes, which should
be kept cool and at even temperatures. They are often stored
in cold-storage warehouses. Some goods are highly perishable,
peaches, strawberries, tomatoes, and fluid milk, for example,
and can be stored only for short periods.

New and improved methods of storing have increased the
number of products that can be stored successfully. Quick
freezing at very low temperatures has changed the marketing of
many products. It has enabled fresh ocean fish to be marketed
all over the country. The method is also being used on fresh
fruits, vegetables, and meats to permit lengthy storage periods
for these products.
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Storage tends to equalize prices. Let us take butter as an
example. The heaviest production comes in the spring, and
since the price drops at this time, dealers buy butter for storage.
Their demand keeps the price from dropping as low as it other-
wise would. In the fall and winter, when less butter is pro-
duced, the storage product is placed on the market, and the
additional supply keeps the price from going as high as it other-
wise would.

The demand for many products is seasonal or irregular.
Electric fans are purchased chiefly during summer heat waves.
Ice skates and sleds are sold in largest numbers during the win-
ter. The biggest volume of jewelry and toys is sold just prior
to Christmas. Fireworks are sold principally for the Fourth of
July. Bathing suits, fishing tackle, electric heaters, gloves, and
hunting supplies are also seasonal in their sales volume. If fac-
tories producing such seasonal goods are to be operated regu-
larly, part of the goods produced during the dull months must
be stored to meet a later demand.

_Reserve stocks are necessary to guard against interruptions in
production and transportation. Production may be interrupted
by fire, strikes, floods, droughts, and other causes. Some manu-
facturers keep large reserve stocks in company depots outside
their factories to care for their customers in case production is
stopped.

Transportation may be interrupted by storms, strikes, wrecks,
or floods. Ice stops water transportation on northern waters
during the winter. Motor-truck transportation is often inter-
rupted by snow and ice. Supplies are often stored near the
consumers to provide goods and service despite the interrup-
tions in transportation.

Cost of storage. Storage involves cost for space, for labor in
placing goods in the storage warehouse and taking them out,
for interest on the capital tied up while the goods are in storage,
for insurance, and for loss and deterioration of the goods. Stor-
age also involves risk. Goods may shrink in weight, rot, be
stolen, or be burnt. They may be damaged by moisture or
vermin, they may go out of style, or the price may decline.
‘Owners incur these expenses and risks in the hope of making a
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profit which is expected from an advance in the selling price
while the goods are in‘storage.

Where should goods be stored? Goods may be stored at the
point of production, at the point of consumption, or at an
intermediate point through which they pass during the market-
ing process. In order to keep consumers supplied at all times,
it is often necessary that some reserve stocks be kept near the
points of consumption. In the past, seasonally produced farm
crops have commonly been shipped soon after harvest, and thus
a heavy, temporary burden has been placed on the railroads. It
has been suggested that these goods should be stored for longer
periods at the points of production in order to equalize the
burden of the railroads. On the other hand, it has been con-
tended that more coal should be shipped in the summer and
stored near the consumers in order to equalize production and
transportation.

Some of the factors to be considered in determining the best
place to store goods are:

1. The keeping of necessary reserve stock near the consumers;

2. The equalization of the transportation burden on the car-
riers;

3. The location of the best physical storage facilities; such
facilities can often be utilized more fully if provided in large
market areas.

4. The place where money can be borrowed to best advantage
to carry the goods while in storage;

5. Transportation facilities. Goods are often stored in ter-
minals where they can be received and shipped easily. Goods
may be stored in ports where they have to be transshipped from
vessel to railroad or from railroad to vessel.

6. Freight rates. Other things being equal, goods should be
stored where the transportation costs of getting them to the con-
sumer will be least.

Freight rates are generally lower on carload lots than on less
than-carload shipments. For this reason, goods should.ridi-
narily be shipped the maximum distance in carloads, which
often means that they are shipped in carloads to- points near
the consumers. Here they are unloaded z:id stored ready for
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shipment to the retailers by truck or by rail in less-than-car-
loads. There is need for considerable study in determining the
proper locations for storage houses. Both transportation and
storage costs should be held down. The seller with stocks
within easy reach of the retailers has a strong selling advantage;
at the same time, if he carries stocks at an unreasonably large
number of points, storage costs will be excessively high.

This saving in freight rates by storing at central distributing
points is illustrated by the shipment of catsup from New York
to Rockford, Illinois. The retailer in Rockford does not need
a carload of catsup at one time. If he has it shipped from New
York in less-than-carloads, the freight will be, say, $1.59 per 100
pounds. The catsup, however, can be shipped to Chicago in
carloads (36,000 1bs.) for 5614 cents per 100 pounds. The less-
than-carload rate from Chicago to Rockford is, say, 45 cents.
Thus the total cost of shipping in this way is $1.015 per 100
pounds. Here is a saving of 5714 cents, while the cost of storing
in Chicago for one month is 12.8 cents.

In the past, the wholesaler was depended on to carry large
stocks of goods. At present, however, many wholesalers carry
relatively small stocks in order to reduce the cost and risks of
storage. Manufacturers have often assumed a large part of the
storage function. Improved transportation service during re-
cent years, however, has lessened the need for carrying reserve
stocks. Many manufacturers now carry small stocks, producing
goods only as rapidly as they are sold or keeping only a little
ahead of sales. This scheme gives the consumer fresher goods
and reduces the costs and risk involved in storage.

Seasonally produced farm products must be stored until
needed. The question often arises as to whether the farmer
should sell his products as soon as they are harvested or whether
he should store them for sale toward the end of the season. In
some years the prices are much higher toward the end of the
season than at harvest time, and profits are made by storing
goods. In other years the spring prices are lower than in the
fall, and losses result from storing goods. Several studies indi-
cate that, ov=r a period of years, Spring prices are about enough
above Fall prices'va cover the costs of storage: interest, rent,
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handling, shrinkage, and deterioration. The infererice is that
if a farmer is able to study all supply and demand factors care-
fully he can decide at each harvest whether to sell his goods at
once or store for a rise in prices. If he is not capable of making
such forecasts, then he might just as well follow the practice of
selling as soon as the goods are harvested.

Public warehouses. Warehouses are either public . private.
Public warehouses are operated to store goods for the public for
pay. There are six classes of public warehouses:

1. Merchandise, for the storage of general merchandise;

2. Household goods;

3. Cold storage, for the storing of goods that must be kept
cold;

4. Special commodity, for storing particular types of goods,
as grain, tobacco, or cotton;

5. Bonded, where goods can be stored under bond. This is
necessary when the movement of goods is regulated by the gov-
ernment, as is the case with imported goods upon which the
duty has not been paid.

6. Branch public or field. Goods are placed in the hands of
a public warehouseman but are stored on the owner’s premises.
This procedure secures the advantages of storing in a public
warehouse without incurring the expense of moving the goods
from the owner’s premises.

Services of public warehouses. There are several advantages
of storing goods in public warehouses. A negotiable receipt
may be obtained and used as collateral for loans from banks or
finance companies. The goods cannot be removed and sold
without the warehouse receipt, which is held by the creditor as
collateral. The warehouse receipt is secured by a certain quan-
tity of goods. While these are in the hands of the warehouse-
man, they cannot be levied upon by the creditors of their
owner. Borrowing on a warehouse receipt reduces the amount
of capital which is necessary to carry goods; conversely, the
warehouse receipt enables an individual to carry a larger quan-
tity of goods than he could with his own capital.

By storing in public warehouses, one need pay only for the
actual amount of space used. Since the amount of space needed



32 PHYSICAL HANDLING OF GOODS [Part I

often varies widely from one time to another, the seller who
provides his own warehouses may have much idle space at cer-
tain seasons.

Many of the better public warehouses are well constructed;
they are fireproof, equipped with automatic sprinklers, and are
under guard 24 hours a day. For these reasons, insurance rates
on goods in such houses are often much lower than for goods
stored in poorly constructed or inadequately guarded private
warehouses. The reduction in insurance rates is often a very
worth-while saving. In some instances insurance rates savings
as high as 90 per cent have been reported.

The public warehouse is especially adapted to the needs of a
seller who wishes to carry regional stocks of goods but who does
not have enough goods at the various depots to justify maintain-
ing his own warehouses supervised by his own employees.

Public warehouses render other services for their patrons.
They will (1) receive goods in carlots and ship them out in less-
than-carlots; (2) pack or crate the goods when necessary; (3)
issue invoices; and (4) ship goods on a C.O.D. basis or draw
drafts to accompany shipments made on order bills of lading.
Extra charges are made for such services.

Liability of public warehouses. Public warehousemen are
liable for goods only when the goods are destroyed or damaged
because of the operators’ negligence. For this reason, goods in
public warehouses are usually insured. The warehousemen
must ordinarily return to the owner the identical goods placed
in storage; an exception is made in the case of commodities
such as grain, which may be mixed with other goods of the
same grade. The warehouse must then deliver only the same
quantity of the same grade. Goods which may be mixed with
similar goods are known as fungible goods.

Charges of public warehouses. The public warehouse bases
its charges on the space occupied by the goods, the length of
time they are kept in storage, and the cost of moving them in
and out of the storage warehouse. As mentioned above, extra
charges are made for other services such as making shipments,
packing goods, and making invoices.

In addition, extra charges, known as “modifications for cause,”
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are made for goods that require unusual care or that must be
stored under special conditions. Examples are furnished by
silk, which has a very high value; by mirrors, which are very
fragile; by beans, which are attractive to vermin; by onions and
green hides, which are malodorous; and by liquids, which are
subject to leakage.

General merchandise warehouses generally make a separate
handling charge for moving goods in and out and a monthly
charge for the time the goods are left in storage. Cold storage
houses make a charge for the first month high enough to cover
the cost of handling the goods; a lower charge is then made for
each additional month.

Typical rates are:

COMMODITY MERCHANDISE HOUSES!
Handling Charge = Monthly Storage
In and Out Charge
Canned vegetables, per case (#2 size). .. 013 $1.40 per ton
Flour, per 100 Ib. jute bag............ .033 $1.40 per ton

COLD STORAGE HOUSES?
First Month’s Each Additional

Charge Month’s charge
Eggs, per case (30 dozen).......... o 10¢ 7¢
Buttér, per 100 pounds...... Cheeeees 25¢ 12%¢

1 Chicago 1945 rates. Obtained from W. D. Leet, Pres., Allied Distribution, Inc.
2 Detroit 1945 rates. Obtained from L. C. Hodaff, Gen. Mgr., Grand Trunk
Warehouse and Cold Storage Co.

Government-licensed warehouses. The Federal Government
licenses warehouses to store certain staple farm products such as
grain, tobacco, cotton, wool, peanuts, broomcorn, and dried
fruits. The warehouses are operated in accordance with rules
established by the Government, and products stored in such
houses are graded according to U.S. Government standards.
Because the warehouse receipt covers a definite quantity of
staple goods of known grade, the receipts issued by these ware-
houses are preferred collateral: banks will loan more on them
than on ordinary warehouse receipts and may make loans at
lower rates of interest. It is argued that the Government should
extend the use of licensed warehouses to staple manufactured

goods.
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Other Physical Functions

Standardizing. The determination of specifications for qual-
ity is known as standardizing. Standards may be based on
weight, physical structure, chemical content, size, sweetness,
Tipeness, soundness, strength, or moisture content. When goods
are of known quality, they can be bought and sold by grade,
name, or description. Standards facilitate the exchange of
goods by saving the labor of repeated inspections.

Standard goods have a more definite value than non-standard
goods and can be handled with less risk. Prices are more ac-
curately known. Banks will loan more on the security of stand-
ard than on non-standard products. With standardization there
is less room for puffing, boasting, or bragging by the sellers.
Middlemen can handle standard goods on narrower margins
than they can non-standard goods. Buyers can secure better
values.

A standard product should be of a known quality no matter
where it is produced or bought. For instance, No. 2 yellow
corn, No. 3 soft winter wheat, fancy yellow cling canned
peaches, and size 2 ex-standard canned peas should be of a
known quality, regardless of who the producer is. This fact
suggests the need of uniform standards which may be set up by
custom, by trade associations, or by Government agencies.

Some argue that lack of standardization is responsible for one
of the largest wastes in distribution, a waste which runs into
billions of dollars annually. According to this argument, small
buyers, especially the consumers, - are consistently overcharged
because of their ignorance of quality. Instances are cited of
relatively simple products that are sold by advertising and
“high-pressure” methods for several times their cost. The list
includes medicines, insecticides, cleansers, foods, pens, clothing,
office supplies—in fact, practically all types of articles.

Corporations that purchase in large lots often set up their
own testing laboratories and buy at prices much lower than
those charged to buyers less fortunately situated. It is argued
that huge sums could be saved if definite standards were drawn
up and all producers were required to label their products with
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the proper grades. It would then be possible for the consumers
to recognize the grade they wanted and to buy this grade from
the seller at the lowest price. Competition would be placed on
a price basis, and large expenditures for advertising and sales-
manship would be greatly reduced.

Thus runs the argument, and there appears to be considera-
ble truth in it. Opportunities for large savings are possible,
even though all the savings claimed might not be realized. Not
all products can be standardized; some are bought for their
individuality. Producers who make goods of various styles,
colors, and flavors would be likely to advertise their goods as
having better or more distinctive qualities. It would take sev-
eral years and considerable expense to educate the great ma-
jority of the people to purchase by grade.

Standardization should be encouraged, however, although all
the advantages claimed by its advocates may not be realized.

Grading. Closely associated with standardizing is grading.
They are often considered as two aspects of the same function.
Standardizing is the setting up of rules or specifications, and
grading is the application of these rules: the physical work of
inspecting, testing, or sorting goods in accordance with the
specifications.

Assembling. The bringing together of similar goods to ob-
tain larger quantities for shipment or sale is called assembling.
The country grain elevator collects and stores wheat in quanti-
ties large enough for carload shipments. The cotton merchant
brings together enough cotton to be able to supply the mills
with large lots of uniform quality. Assembling is important for
goods such as farm products which are produced in small quan-
tities in scattered locations.

Dividing. The separation of goods into smaller lots for sale
is called dividing. To illustrate, the wholesaler receives a car-
load of eggs, and since the ordinary retailer cannot use a carload
at one time, the wholesaler divides the load and sells it to re-
tailers by the case. The ordinary consumer does not want a
case of eggs at one time; hence the retailer divides the case and
sells the eggs to consumers by the dozen.

Dividing should not be confused with grading. Goods may
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be separated in grading, but this separation is done on the basis
of quality. In dividing, goods are sorted not according to
quality but merely to provide the conveniently small lots de-
sired by the buyers.

Packing. Goods are packed for transportation and storage so
that they can be handled and protected from damage or loss.
They may be wrapped, crated, or placed in bags, bottles, bar-
rels, or other containers. Liquids require leak-proof containers.
Fragile goods must be packed with particular care or placed in
special containers.

Questions

1. What are the principal physical functions performed in the han-
dling of goods?

. What utilities does transportation create?

. What is the relationship of transportation to the development
of markets?

. What is a common carrier? 'What is the liability of a common
carrier?

5. Distinguish between a straight bill of lading and an order bill
of lading.

6. Define or explain the following: demurrage, diversion, recon-
signment, in-transit privileges.

7. What is the place of the motor truck in the transportation sys-
tem? Is the relative importance of the motor truck likely to
increase?

8. What are some of the influences of the passenger automobile on
marketing?

9. What utility does storage create?

10. What influence may the storage of commodities have on price?

11. Some farmers believe that storage reduces the prices which they
receive, by increasing the supply of goods on the market. Do
you agree? Explain.

12. Against what risks do adequate storage facilities protect?

13. What effect may quick freezing have on (a) marketing? (b) the
establishment of cold storage plants? (c) locker plants?

14. What costs or expenses are involved in storage?

15. What factors should be considered by a manufacturer in deter-
mining where to store goods which are distributed to retailers?

16. What is a public warehouse?

17. What services are performed by public warehouses?

18. What is the liability of a public warehouseman?

S 0N
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19.

20.
21.

22,
23.

24.

25.
26.

27.

28.

29,

30.

31.
32.

33.

34.

What are the bases for the rates charged by public warehouse-
men?

Does insurance reduce the cost of storage?

Will improved methods of production and transportation make
it unnecessary to store goods for long periods?

Distinguish clearly between standardizing and grading.

What are the wastes which result from the lack of generally
accepted standards?

Should the Federal Government take steps to establish and to

. bring about the acceptance of standards for consumer goods?

Define or explain the following: assembling, dividing, packing.
Would the establishment of standards by the Government, and
the requirement that all sellers label their goods with the estab-
lished standard, reduce economic wastes? Would you say that
the following are standard products: Heinz baked beans?
Listerine shaving cream? Gillette razors? No. 2 red winter
wheat? Sunkist oranges?

We spend much effort and money to reduce transportation
costs. Then we enact high tariffs to make it more expensive to
take goods from one country to another. Can you explain this
inconsistency?

What suggestions can you make for improving railroad freight
service?

Should motor trucks be taxed enough to cover their share of the
costs of building and maintaining the highways and streets?
Are they so taxed in your state?

Who should pay the cost of improving and maintaining our
inland waterways (including the cost of building .and operating
necessary locks)? How should the money be collected?

What do you think of the future of air transportation?

As a manufacturer of nationally distributed goods, how would
you go about determining at what points you should carry stocks
of goods for distribution to retailers?

What advantages would follow the establishment of Govern-
ment-licensed warehouses for manufactured goods? It has been
said that the Government is unfair in establishing such ware-
houses for farm products and not for manufactured products.
Do you agree?

Does insurance reduce marketing costs? Would it be desirable
for the businessman to shift all possible risks to insurance com-
panies? Why or why not?
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Middlemen, Trade Channels, and Commodities

IN THIS chapter the relationship of middlemen, goods,
and functions will be discussed. This is done to provide the
reader with a broad picture of marketing before taking up the
subject further in detail.

The Middleman

The study of middlemen (or market institutions) shows what
goods the middlemen handle and what services (functions) they
perform. This approach is a practical method of studying mar-
ket distribution. It shows how these middlemen conduct their
operations and thus is helpful to men engaged in marketing.

There are many types of middlemen: wholesalers, jobbers,
brokers, sales agents, commission merchants, milk dealers, coal
dealers, lumber yards, terminal elevators, filling station oper-
ators, garages, cotton buyers, tobacco and fruit auctions, grain
elevators, live stock shippers, farmers’ codperative associations,
mail-order houses, chain stores, department stores, general
stores, drugstores, hucksters, neighborhood stores, cigar stands,
ice cream parlors, restaurants, soda fountains, newsstands, flor-
ist shops, and so on. In order to study middlemen, it is desira-
ble that they be grouped or classified in some way.

Kinds of middlemen. Those individuals, partnerships, and
corporations engaged in marketing are known as middlemen.
When classified on the basis of ownership, there are two prin-
cipal kinds or classes of middlemen; First, those who own the
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goods—that is, have legal title to them. These middlemen are
merchants in that they buy and sell goods in an attempt to make
a profit. In addition to other marketing functions, they assume
the risks involved in the ownership of goods. Second, those
who are agents—who do not own the goods but perform certain
marketing functions for pay. These are called functional mid-
dlemen for the reason that they perform marketing functions
without assuming the risks of ownership.

Merchants. There are many types of merchants. We may
group them broadly into three main groups: country shippers,
wholesalers, and retailers. -

The country shipper is engaged in buying farm products, as-
sembling them at country points, and shipping them to central
markets. Country grain elevators and warehouses, livestock
buyers, specialized produce dealers, creameries and cream sta-
tions, and cotton buyers are examples of country shippers,
These are discussed in Chapters 8, 9 and 10.

Wholesalers are merchants who buy goods and sell to other
merchants and to manufacturers. They operate between coun-
try shippers and manufacturers on one side, and retailers and
industrial buyers on the other side; they do not sell to the final
consumers. There are many types of wholesalers. Some have
warehouses and others handle goods in railroad cars or public
warehouses. Some wholesalers have organizations of traveling
salesmen and make deliveries to the buyers; others operate on
the cash-carry basis. Some wholesalers are privately owned and
operated for profit; others are owned by retailers. Some whole-
salers handle full lines of goods, and others handle only a few
items. Some handle industrial equipment and sell to industrial
buyers, while others handle consumption goods and sell to retail
dealers. \

The retailer is the middleman who sells direct to the house-
hold consumer. He is the most familiar type of middleman.
There are many types of retailers: chain stores, department
stores, newsstands, mail-order houses, lunch rooms, restaurants,
coal yards, soda fountains, neighborhood stores, stores handling
shopping lines, and stores handling convenience goods.

Retail stores may be classified in many ways, but for our
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purpose we shall classify them as individual or unit stores, de-
partment stores, mail-order houses, chain stores, wagon retailers,
and bulk retailers.

Functional middlemen. The functional middleman is an
agent who performs certain definite marketing functions for
pay without owning the goods—that is, without having title tc
them. He works for definite pay and does not buy and sell fo
profit. Such middlemen may be grouped according to the func
tions performed. A partial list follows:

Buying—purchasing agents, brokers, resident buyers.

Selling—brokers, sales agents, commission merchants, selling
houses, manufacturers’ agents, auctioneers, advertising agencies,
market counsellors, and market research agencies. Few of these
agents perform all divisions of the selling function.

Transportation—railroads, trucking companies, steamship com-
panies; electric railways; air transport companies; package de-
livery companies.

Storage—public warehousemen; commission merchants.

Grading—licensed inspectors, commission merchants, testing labo-
ratories, appraisers.

Dividing—commission merchants, public warehousemen.
Financing—finance, credit, and discount companies; banks; sales
agents; collection agencies; factors or commission merchants.

Risking—insurance companies.
Recording—public accountants, market research agencies.

The operations of common carriers and public warehouses
have already been discussed in describing the transporting and
storing functions. The operations of brokers, sales agents, and
commission merchants are described in the next chapter.

Trade Channels

Goods ordinarily pass through the hands of one or more
middlemen between the producer and the consumer. The
trade channel is made up of the middlemen who handle an
article on its way to the consumer. We may include in the
trade channel only the merchants who have ‘title to the goods,
or we may include, in addition to these, all those who perform
any marketing function. If the latter course is followed, we
would include the physical movements of the goods by railroads,
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truckmen, warehousemen, and others; financing of goods by
banks and finance companies; assuring of risk by insurance com-
panies; storing goods by warehouse; and so on for all other
marketing functions. This would give longer and more com-
plicated channels. We are ordinarily more interested in follow-
ing the ownership of the goods rather than their physical
movement, and we shall therefore think of the trade channel
as composed of only those middlemen who buy and sell, regard-
less of whether they are the owners of the goods or whether they
act as agents for the owners.

Manufactured goods. We may follow the trade channel of
an article from the producer of the raw material through the
various middlemen and manufacturers to the consumer of the
final product. This often makes very long and complicated
trade channels, as many products go through several manufac-
turing processes. Often a single raw material makes several
products, while in other cases it takes several raw materials to
make one finished product. For these reasons it is simpler to
consider that a trade channel extends from the producer of an
article to the consumer of this article, whether the consumer
be the manufacturer or the household consumer of the final
product. Thus the trade channel for wheat extends from the
farmer to the flour mill, while the trade channel for flour ex-
tends from the flour mill to the baker, and the channel for bread
extends from the baker to the final consumer. There is thus
one trade channel for wheat, another for flour, and a third for
bread.

Trade channels illustrated. The shortest possible trade chan-
nel is found when the producer of goods:sells them to the con-
sumer—for example, when a farmer sells his goods to the
consumer. Goods, however, commonly pass through the hands'
of one, two, three, four, or more middlemen.

Only one middleman may be included when the farmer sells
his eggs to the retailer or when the manufacturer sells his shoes
to the shoe dealer. Manufacturers often sell to wholesalers who
sell to retailers. This trade channel involves two middlemen,
the wholesaler and the retailer. This channel is followed by
many manufactured products.
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‘Wholesaler

Chain-store warehouse | —» Retailer-» Household Consumer
Producer-»{ Commission merchant

Mifr’s branch house —» Wholesaler— Industrial Consumer

Broker or sales agent or supply house

The manufacturer, however, often reaches the wholesalel
through a broker, which involves three middlemen: broker,
wholesaler, and retailer.

Broker
Sales agent Wholesaler .

Producer—» Buying agent { ~ or jobber -> Retailer-» Consumer
Local buyer

Four middlemen are involved in the sale of many farm prod-
ucts. These middlemen may be a country shipper; a commis-
sion man or broker; a wholesaler or jobber; and a retailer.

Broker
Local Auction
Producer— 4 buyer Com. mer.
e Wholesaler
Sales agent—> Broker———— Wholesaler—» Retailer—» Consumer
Importer —» Broker——— Wholesaler—» Retailer— Consumer

-> Jobber— Retailer-> Consumer

Imported goods may pass through the hands of the importer,
broker, wholesaler, and retailer, in addition to middlemen in
the exporting countries. Longer trade channels than these are
not unusual. Eggs, for example, may be handled by two or
three middlemen in the country and three or four middlemen
in the city markets.

Factors determining the trade channel. Some of the factors
that determine the channel a product follows are: distance be-
tween producer and consumer; perishability of product; num-
ber of products sold by the seller; scale of production, that is,
whether the goods are produced on a small or large scale; scale
of consumption; financial position and size of seller; and the
need for special facilities for handling the product.

The greater the distance between producer and consumer,
the longer the trade channel is likely to be. A highly perish-
able product must be marketed quickly, and may hence have a
shorter trade channel than a nonperishable product. Manu-
facturers of ice cream and bread, for example, usually sell either
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to the retailers or to the consumers. The manufacturer of a
large number of products is likely to carry the product nearer
to the consumer than is the manufacturer of a single product.

Goods produced on a small scale, like farm products, must
be assembled. This often increases the length of the trade
channel. Large or well-financed sellers may perform more of
the marketing functions and carry the goods further along the
trade channel than smaller concerns.

When goods need special facilities for handling, the seller
must either provide and operate these facilities or sell through
middlemen who provide them. Very often these facilities are
supplied by the manufacturer. Gasoline must be stored in
tanks and delivered to the retailers in tank trucks. The oil
refiners commonly provide these facilities and perform the
wholesale functions. Fresh meat must be kept in cold storage
warehouses; many of these are provided by meat packers, who
handle the meat until it reaches the retailers.

Sale in same stage of distribution. Sales are often made in
the same stage of distribution, that is, between similar middle-
men who perform the same functions. Such sales do not pass
the goods on toward the consumer and are frequently made for
speculdtive purposes. By this is meant that the buyers attempt
to make a profit out of a change in price and not by performing
a service. Such speculative sales are ordinarily condemned, al-
though it is argued by some that they tend to stabilize prices.

There are sales in the same stage of distribution that do not
involve speculation, as when one dealer overbuys and another
underbuys. To illustrate, we shall assume that a wholesaler
estimates that during a season he will sell 3,000 cases of peaches
and buys this quantity. His sales are less than expected, and
toward the end of the season he finds that he is overstocked.
He notifies a broker who finds another wholesaler who needs
the peaches and makes the sale. The peaches are still in the
same stage of distribution, and no closer to the consumer than
when they were in the hands of the first wholesaler. Yet the
sale resulted from misjudgment and not speculation. If, on the
other hand, the wholesaler had bought more peaches than he
expected to sell to his customers because of an expected ad-
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vance in price, he would have been a speculator on the extra
peaches.

Integration. Integration means the operation of successive
steps, or stages, in the production or marketing of goods, by
one concern. In regard to marketing, we think of an integrated
concern as operating the machinery for carrying the goods
through two or more stages of distribution.! Thus the manu-
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The advantages of integration. Chart showing how the trade channel is
simplified and how successive buying and selling expenses are eliminated by inte-
gration. Above—trade channel without integration; below—trade channel of a
concern integrated from the production of raw material to the retailer.

facturer who sells to the retailers is integrated in that he per-
forms the wholesale functions in addition to the manufacturing
functions. The chain store is integrated in that it operates
both wholesale warehouses and retail stores. Many manufac-
turers are integrated and operate both factories and wholesale
stores.

Integrated concerns have two important advantages: First,
they eliminate the cost of buying and selling goods between the
different parts of the organization. Thus in an integrated in-
dustrial concern, the mine does not have tb sell to the furnace,
the furnace does not have to sell to the rolling mill, the rolling

1This is called vertical integration. Some call the consolidation of similar con-
cerns horizontal integration. Thus if several steel mills combine, the consoli-
dated company is said to be horizontally integrated. The consolidated concern
may make some savings by reducing the number of salesmen and the amount
spent for advertising. Such savings, however, are not always realized. These
concerns may attempt to control prices, for which reason they are often frowned
upon by consumers and the Government.
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mill needs no salesmen to sell to the foundry, and so on with
successive manufacturing stages. Similarly, the chain store
needs no salesmen to sell to its retail stores, and the retail store
managers spend little time interviewing salesmen, as they requi-
sition most of their goods from their warehouses.

Second, risk is reduced as markets are more definitely assured.
This enables operations to be planned with greater assurance
and the plants to be operated more evenly. Mines owned by
an integrated concern know that they have an outlet for their
products so long as the factories operate. The wholesale houses
of chain stores buy with assurance, knowing that they have a
definite demand from their retail stores.

Limitations on integration. In order to secure the full ad-
vantage of integration, the various parts of a concern must be
co-ordinated. Suppose a department store operates a blanket
factory. There is no cost in selling the blankets to the depart-
ment store. If, however, the store is unable to sell all the
blankets made by the mill, selling expense is incurred in selling
the remaining blankets. Again, an integrated concern may be
poorly managed because of the variety of its operations. The
hired manager of the department store’s blanket mill may be
less efficient than the owner of a similar mill whose organization
is devoted entirely to the operation of the mill.

Types of Goods

Goods may be divided into industrial goods which are used in
further production, and consumer goods which are ready for
sale to the household or ultimate consumer.

Industrial goods. The manufacturer of industrial goods is
likely to have his own sales organization and sell direct to in-
dustrial buyers for two reasons: sales are usually made in large
units so that direct selling is economical; and many of these
products are technical in nature and require specially trained
salesmen. Frequently equipment is made to suit the needs of
the individual buyer, and requires salesmen with engineering,
metallurgy, chemistry, or mechanical training in order to sell
it. For raw materials such as rayon, steel, and chemicals the
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salesmen need a specialized knowledge of uses in order to sell
the products best suited to the needs of the buyer. When sales-
men with highly specialized knowledge and training are re-
quired, the manufacturer usually directs his own sales organi-
zation so that he can train and supervise his salesmen and
maintain direct contact with the users.

However, many industrial goods are also sold by manufac-
turers’ agents and wholesalers. The manufacturers’ agent sell-
ing machinery or raw materials may have skilled salesmen.
Since he represents several manufacturers, his services may be
used by small manufacturers who cannot afford large sales
organizations. Agents are also useful as scouts to locate pros-
pective buyers, because they contact many factories and learn
when new machines are wanted or when new plants are to be
erected. They may take the initial steps in developing sales;
the manufacturer then sends his own salesman to help in the
final stages.

Wholesalers also sell to small buyers and to those buyers who
want immediate delivery. Steel jobbers, for example, carry
stocks and sell in smaller quantities than the large mills. They
are useful in selling to less-than-carload buyers and to con-
tractors and factories who need small lots of steel immediately.
Mill supply houses, machinery distributors, hardware jobbers,
and electrical goods wholesalers are important in the sale of
industrial goods, especially smaller pieces of equipment and
machinery, repair parts, and the like.

Consumer goods. The three main types of consumer goods
are shopping goods, convenience goods, and bulk goods.

Shopping goods are goods of distinctiveness or high unit
value. They are of such importance to the consumer that he
will spend considerable time in their selection. They are not
purchased every day and the consumer is often willing to travel
fairly long distances to secure the desired goods. Goods of
high unit value are automobiles, refrigerators, washing ma-
chines, men’s suits and overcoats, women’s coats, furniture,
rugs, watches, sets of silverware, dishes and similar items.
Goods wanted for their fashion element or distinctiveness in-
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clude dresses, women’s hats, gift articles, curtains and draperies,
art goods, and many others. Many articles have both qualities:
high unit value and distinctiveness.

Shopping goods are divided into two classes: fashion goods
and service goods. Fashion goods are purchased for their style
qualities or distinctiveness. Their purchase is concentrated
largely in shopping or trading centers. These are the down-
town and outlying shopping centers in our large metropolitan
areas, and in trading center towns throughout the country.
Trading centers are of two kinds, primary and secondary. Pri-
mary trading centers are towns or cities with stores selling fairly
large assortments of furniture, home furnishings, and wearing
apparel for men, women, and children. They usually have
several stores selling each type of goods and at least some of the
stores handle high quality merchandise. Primary trading cen-
ters usually are located in towns of over 10,000 population,?
although in the less densely populated areas, some towns of less
than 10,000 population may be primary trading centers. In
our 3,072 counties there are about 1,200 primary trading cen-
ters where most fashion goods are sold.

Towns of between 1,500 and 10,000 population are usually
secondary trading centers. The stores sell some lower-priced
clothing and furniture but relatively few high-quality goods
in these lines. Secondary trading centers are important in the
sale of convenience, bulk, and service goods.

Service goods are durable goods of high unit value which
require service in repair, delivery, installation, or credit. Typi-
cal service goods are automobiles, refrigerators and other home
appliances, and farm equipment. Since mechanical perform-
ance is of more importance than style in service goods, the
consumer prefers to buy such goods from nearby dealers who
give good repair service. Large assortments are of less impor-
tance than with fashion goods and the small town dealer has or
can secure all the models available to the city dealer. Service
goods are sold chiefly by dealers in the outlying shopping and

2 Some suburban and satellite industrial and residential towns of this size are
only secondary shopping centers and not primary trading centers.
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neighborhood retail districts of large cities, in primary trading
centers, and in secondary trading centers. The latter are rela-
tively important.

Convenience goods are goods of small unit value for which
consumers do not shop; instead they are purchased at the most
convenient places: grocery, drug, and hardware stores, filling
stations, restaurants, and newsstands. Convenience goods are
usually of standard or known quality. They may be goods
needed in emergencies or perishables which must be bought in
small quantities. Some are goods bought on the impulse of
the moment. Typical convenience goods are foods, drugs, toilet
articles, gasoline, newspapers, magazines, candy, cigarettes, and
household supplies such as light bulbs, soap, screen wire, or
nails.

Convenience goods are sold by stores located in the neighbor-
hood retail districts of large cities, in suburban towns, in pri-
mary and secondary trading centers, in small village and cross-
roads stores, along our highways, in the downtown business
districts of our large cities, in lobbies of hotels and office build-
ings, on street corners, and in railroad and bus stations. In
short, wherever people live, work, or travel.

Bulk goods consist of heavy goods that must be delivered.
Coal, fuel oil, lumber, brick, cement, gravel, and stock feeds
are examples. They are sold principally by retailers who are
located on rail sidings and who have equipment to handle and
deliver bulk products. Because of the expense of delivery most
bulk goods are purchased near where they are used. Conse-
quently small town and neighborhood retailers are important
in distributing such goods.

Influence of type of goods on choice of outlets. The manufac-
turer, when selecting his method of distribution, should consider
first the type of goods. If his product is a convenience item, he
wants it handled by the largest possible number of retailers.
To reach the thousands of widely scattered small stores in
neighborhoods and villages requires a large sales organization.
The manufacturer of convenience goods will likely sell to
wholesalers unless he has a long enough line to enable him to
develop a chain of wholesale houses as the meat packers have
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done. If he makes fashion goods, however, he is much more
likely to sell direct to the retailers, most of whom are located in
the shopping districts of the larger cities and other primary
trading centers. A smaller sales organization is needed than
that required to sell convenience goods. There are, for exam-
ple, some ten times as many stores selling food as women’s
clothing. The stores selling fashion goods are usually larger
than those selling convenience goods.

Since fashion goods have a high value per pound, the whole-
saler’s service in making carlot purchases and securing carlot
freight rates to nearby warehouses is not necessary. Fashion
goods should reach the retailers quickly before they go out of
style. Storage in wholesale houses causes delay, hence such
goods are seldom handled by wholesalers. Wholesalers in the
fashion goods trades handle principally the more staple or
lower-priced merchandise. They sell mainly to the smaller
dealers, especially those located in the secondary trading centers.

Furniture is a fashion good but styles in furniture do not
change as rapidly as in many other goods. Because furniture is
bulky, handling through a wholesale house would be expensive;
most furniture stores therefore buy direct from the manufac-
turer in fairly large quantities. Retailers place large orders
when they visit the various furniture shows or exhibitions
sponsored by manufacturers in Chicago, Grand Rapids, High
Point, Jamestown, and San Francisco.

Perishability shortens the trade channel for such products
as bread, cake, pie, ice cream, potato chips, and newspapers.
These are usually made locally and sold direct to retailers or
consumers. Gas and electricity are usually sold direct to con-
sumers owing to the necessity of special facilities for their
delivery.

Service goods are usually handled through manufacturers’
branch houses or by wholesalers, often called “distributors.”

Bulk goods are commonly shipped direct to retailers or in-
dustrial users in carlots and are not ordinarily handled physi-
cally by wholesalers except where they are transshipped from
rail to water or water to rail. However, many are sold by drop

shippers.
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Specialties are not listed as a separate class of goods. The
concept of a specialty is, however, often used in marketing.
The word “specialty” has several meanings but usually con-
notes a distinctive product, an item that is different from others,
one that is the opposite of a staple product. It may be a new
product that is not in general use or a product of distinctive
design. A specialty may be an article for a special or limited
use or one that appeals to a limited number of consumers. As
there is no other product just like it (at least in the opinion of
the manufacturer), a specialty is not in direct price competition
with other goods. Therefore it often carries a wide margin and
may be highly profitable if it can be sold in quantity.

The word “specialty” is also used to denote one product as
opposed to a full line or family of products. Thus, a specialty
manufacturer makes only one or a very few products. A spe-
cialty salesman sells the goods of only one producer in contrast
to the jobber’s salesman who sells the goods of many manu-
facturers.

A specialty may require special promotion by salesmen, ad-
vertising, or both. It may be sold direct to consumers or to
retailers who will devote special attention to its sale. The
periodicals in which it is advertised should be selected with
great care.

Classification of a product changes. A product may not re-
‘main permanently in the same class. A product may at one
time be a specialty, and at another a staple. A product may be
a fashion good at one time and later a convenience good. To
illustrate, until fifty years ago silk hosiery was a specialty.
Later it became a high quality fashion good, then a low fashion
good, and when it went off the market during the War, it was
on the border between a fashion and a convenience good.
Toothpaste, to take another example, was formerly a specialty
as people had to be educated to its use. Now that most people
clean their teeth it is a convenience good sold principally by
drugstores. Toothpaste is so generally used that it would seem
thag it should be sold in grocery stores because they operate on
lower margins and could sell it at lower prices.

Much waste occurs because sellers do not quickly realize that
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their products have moved from one class into another. For
example, a product is new and must be sold as a specialty. It
requires skilled salesmen who are paid high salaries. Later it
wins general acceptance by the consumers. High grade sales-
men are no longer needed and should be replaced by the order-
taker type of salesmen whose job is to see that wholesalers and
retailers are kept fully stocked.

Farm products. These are partly industrial raw materials
and partly consumer goods. Logically, farm products might be
discussed under these two classifications. There are, however,
some problems peculiar to the marketing of farm products re-
gardless of whether they are raw materials or ready for home
use as they leave the farm.

The chief characteristic of farm products from a marketing
standpoint is that they are produced on a small scale and must
be concentrated to supply manufacturers or large markets.
This gives rise to a large group of middlemen, constituting the
general class of “assemblers of farm products.” In this class are
grain elevators, livestock buyers, cream stations, farmers’ co-
operative associations, fruit and vegetable buyers, milk dealers,
tobacco and other country auctions, and some types of brokers
and commission merchants. Country stores often assemble farm
products, particularly eggs, cotton, and cream. After farm
products are assembled at rural points, they pass through regu-
lar trade channels to factories or city markets.

Most farm products are raw materials and must be manu-
factured before they are ready for consumption. In this class
are wheat, flax, soybeans, livestock, cotton, tobacco, broom-
corn, wool, sugar beets and sugar cane, vegetables and fruits for
canning, tung nuts, rubber, a large amount of corn, milk for
manufacture into butter or cheese, and, if pasteurization be
considered as manufacturing, milk for fluid consumption.
Some farm products are consumer goods—fresh fruits and vege-
tables, eggs, home-killed meat, farm butter, nuts, live poultry,
and raw milk.

Organization of material. We shall consider the operation of
various types of wholesale middlemen in the following chap-
ters. More attention will be given to middlemen engaged in
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the distribution of consumer goods than to those who handl
industrial goods. However, many dealers handle both classes o
goods. The student should keep the classification of commodi
ties constantly in mind while considering the operations of th.
various middlemen.

Following the chapters on wholesale middlemen and th
choice of a trade channel by the manufacturer, we shall discus
the distribution of industrial goods and farm products. Th
distribution of these commodities differs in many importan
respects from the marketing of consumers’ goods.

Questions

1. What is meant by the middleman approach to the study o
marketing?

. Name different types of merchants.

. Define functional middlemen.

. What are country shippers? What functions do they perform:

. Name types of wholesalers and retailers.

Name different types of functional middlemen.

. What is meant by a trade channel?

. Give illustrations of trade channels involving one, two, three

and four middlemen.

. What factors determine the trade channel followed by different
products?

. Should we attempt to make one trade channel include the mar
keting of products all the way from the producer of the raw
material to the consumer of the finished product?

11. What is meant by a stage of distribution?

12. Why are goods sold in the same stage of distribution?

13. What is meant by integration?

14. What are the advantages of integration? How may it reduce

marketing costs?

15. What are the limitations on integration?

16. Distinguish vertical and horizontal integration.

17. A wholesale dry goods house operates mills producing cotton
cloth, towels, sheets, sweaters, blankets, cotton and rayon ho-
siery, and house dresses. It normally sells to retailers the entire
output of the plants making towels, sheets, hosiery, and house
dresses. A considerable portion of the outputs of the other
plants must, however, be sold to other wholesalers, chain stores,
and other large buyers.

(a) Is this concern integrated? Is marketing cost reduced by
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18.
19.

20.
21.
22.

. Illustrate how a product may move from one classification to

24.

the ownership of the factories> Do you believe that this
wholesale house can operate these various factories as effi-
ciently as they could be operated by independent companies?

(b) This wholesale house decides to open a chain of retail stores.
The chain can be supplied very largely from the wholesale
house and will help to utilize the outputs of all the fac-
tories. Will the establishment of this chain of stores enable
goods to be marketed more cheaply than when the whole-
saler sold to independent retailers? Will the consumer be
benefited? '

What are the three main types of consumer goods? Describe

each type.

What types of goods are the following: locomotives; ice; men’s

work shoes; women's dress shoes; overalls; filing cabinets; wash-

ing machines; coal bought by a factory; coal bought by an indi-

vidual consumer; pig iron; iron ore; cotton; corn for manu-

facture into cornstarch; sugar for manufacture into candy; silk

hosiery; men’s suits; women’s silk dresses; typewriters; cigarettes;

milk; butter?

How does the type of goods influence the type of outlet chosen

by a manufacturer?

Why is the manufacturer of industrial goods likely to sell direct

to industrial buyers?

What is a specialty?

another. How does this affect the choice of outlet?
What are the characteristics of farm products from a marketing
standpoint?



4

The Consumer

ALL MARKETING activity is directed at the consumer.
Goods are produced for consumption, and all legitimate busi-
ness organizations operate solely to supply the consumer’s needs.
It can be said that all marketing activities of manufacturers,
wholesalers, and retailers should start with a study of the con-
sumer and his wants and desires. How many consumers are
there? Where do they live? How much money do they have?
What are their wants? How are their wants going to change in
the future? A study of the consumer leads to a study of our
population and its probable growth or decline; a study of in-
come and its distribution; and a study on consumer expendi-
tures.

Population

The 1940 population was 131,700,000. This has increased to
an estimated 139,000,000 at this writing and will probably be
over 151,000,000 in 1960.* About 70 per cent of the population
lives east of the Mississippi River and the highest density is
along the north Atlantic Coast and around the southern shores
of the Great Lakes.

Movement toward the cities. In 1900, three fifths of the

1The actual number is somewhat ’larger owing to under-enumeration by the
Census Bureau. The actual population was estimated as 132,500,000 in 1940 and
is predicted to be 144,700,000 in 1950. Thompson, Warren S., and Whelpton,

P. K., Estimates of Future Population in the United States, National Resources
Planning Board, 1948.

54
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people lived in the country or in villages of less than 2,500 pop-
ulation. At the present time almost three fifths of the people
live in cities and towns, one fifth on farms, and the other one
fifth live in the country but not on farms (“rural-non-farm”).
Almost one fourth of the total population lives in cities of over
250,000 population.

Two trends in these population shifts are important. First
is the decrease in the proportion of the population engaged in
farming. Only a few decades ago one half of our population
lived on farms. Today one fifth of the population are farmers
and this proportion may decline in the future. The use of
machinery and other labor saving devices enables fewer work-
ers to produce our food and other farm products. The second
trend has been a movement of urban workers to the country, a
movement made possible by the automobile. Some of these
people live in the country so that they can raise part of their
food, others because they like to live outside the towns where
they work.

The development of an economic life characterized by a high
degree of division of labor and specialization of work has been
a continuous one for a century. The more one group of peo-
ple depends on another, the larger the market becomes. The
improvement in production techniques bids fair to continue
indefinitely, so in all likelihood, markets will continue to grow.

Birth and death rates. A characteristic of western industri-
alized civilizations is a declining birthrate. In the United States
the birthrate declined from 25 per 1,000 population in 1915 to
16.6 in 1933, at the bottom of a severe depression. From this
point it increased to 17.3 in 1939, and with the War to 21.5 in
1943 and the higher birth rate continued into the postwar
business boom.: Some students predict that it will again decline
when the effects of the War have worn off and the country is
less prosperous. Even so the population will continue to grow
for several decades but at a decreasing rate.

With purer water and milk supplies, less strenuous outdoor
work, and better care of health, the death rate declined from
14.7 per 1000 people in 1910 to 10.9 in 1943. The declining
death rate means that people live longer. According to the
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American Medical Association, life expectancy has increased
from 49.2 years in 1900 to 67 years in 1947. The proportion of
old people in our population has increased and will probably
continue to do so. In 1940, 12.4 per cent of the population was
over 60 years of age. By 1960, the proportion is expected to
increase to 13.1 per cent.? This fact is important to the seller,
as old and young people have different wants.

The large number of births means an ever changing market.
People are not born with a knowledge of and demand for any
particular goods or brands of goods. There are some 2.5 mil-
lion people born every year. In ten years there are 25,000,000
new consumers. Will these be won by established products and
brands or will they buy new products?

The family. The family is the most important consuming
unit. The great bulk of food, furniture, household appliances
and furnishings as well as much of the clothing and entertain-
ment is bought for family rather than individual use. Sellers of
houses, and home equipment and furnishings of all kinds are
interested in the number of families rather than the number of
people. There were 35,000,000 families in 1940 and close to
39,000,000 at this writing. In addition to these families there
are a number of people living outside family groups in rooming
and boarding houses, private homes, hotels, clubs, camps, and
vessel crews. The majority of these are younger persons who
have left their parental homes and who have not yet set up
homes of their own. There are some seven or eight million
such persons. The majority of these people are employed and
have their own incomes. As they are not operating homes they
spend relatively little on furniture and home furnishings and
relatively more on clothing and amusements. As the majority
of these are young people who have not reached their maximum
earning capacity, their average income is considerably less than
that of families.? The number of families plus the number of
individuals living outside of family groups makes up the num-
ber of consumer units.

2 Dewhurst, J. Frederic, America’s Needs and Resources. The Twentieth Cen-
tury Fund, 1947.

3'There are also about a million and a half people living in institutions.
These consumers are not buyers in the market as are most other people.
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Families are of various sizes from one up to 10 or more. In
1940, 10 per cent of the families consisted of one person, 65 per
cent of from 2 ta 4 persons, and 25 per cent of more than 4 per-
sons. Omitting one-person families, the average family con-
sisted of 4 people. The average size of the family has been
declining and apparently will continue to do so. It has been
pointed out that even if the population stops growing, the
number of families might keep on increasing for a considerable
time. This increase in the number of families is important to
sellers of furniture, stoves, refrigerators, radios, and other thmgs
used in the home.

Employment. It is estimated that there are approximately
60,000,000 people employed in the United States. There are
less than 40,000,000 families. There are many families with no
member gainfully employed—and some families are retired, ill
or live off investments, pensions, or annuities. Deducting
these and allowing for the number of employed single persons
who live outside family groups and of one-person families, there
are approximately 1.5 employed persons in the other families.
Considering all families, the average is over 1.3 persons em-
ployed per family. This means that on the average a family has
the income from one and a third workers. It is important in
wage negotiations to determine what income per worker is nec-
essary to support a family at a given scale of living.

The larger number of workers per family is largely accounted
for by the increased number of women employed outside the
home. In 1870, for example, 15 per cent of gainfully employed
persons were women while in 1940, 25 per cent of the labor
force consisted of women. The percentage of married women
employed increased from 15 per cent in 1900 to 30 per cent in
1940. The employment of married women influences demand
in several ways. It increases the demand for prepared and
cooked foods which are either ready to serve or require little
cooking. It increases the demand for ready-made garments par-
ticularly for women and children. Smaller families and the
employment of married women give a demand for small apart-
ments and houses equipped with various labor-saving devices.
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Income

A market is composed of people with income and an inclina-
tion to buy. Income consists of money and goods received by
others, of goods and services produced by the consumers; and
of the use of durable goods (houses, automobiles, and furniture,
for example) owned by the consumers. In the past most of the
available figures have included only money income. The
United States Department of Commerce, however, has revised
its estimate of national income to include the rental value of
owner-occupied houses.* This is an important addition. The
home owner has more money to spend for other things than
does the family with the same money income which must pay
rent on its home. If a family raises its own vegetables it will
spend less on food and more for other things than the family
which raises none of its food. The same is true of families pro-
ducing their milk, meat, or eggs. This is especially important
in rural areas, especially mixed or general farming sections,
where the farmers produce much of their own food. The value
of food and fuel produced by consumers is not, however, in-
cluded in many estimates of national income.

During the past decade, the money income of the American
people has gone up faster than the prices of the goods and serv-
ices which they purchase. This is a general statement. It does
not, of course, apply to persons whose income is relatively fixed
as those living on pensions, annuities, interest, and government
employees such as teachers. Higher prices have meant hardship
to many of these. On the other hand, the incomes of industrial
workers, farmers, and businessmen have generally advanced
faster than prices. This is due not only to higher wages and
higher prices for the things they have to sell but to more regular
employment, more workers per family, and overtime payments.
This has meant a higher standard of living for the majority.

4 Department of Commerce estimates of money income are incomplete as they
do not include receipts from extra and odd job work by various members of the
family, income from keeping lodgers and boarders in private families, and in-
come from illegitimate and illegal pursuits. Other income that is omitted in-
cludes food and fuel produced by non-farmers, the services of the housewife, liv-
ing costs of inmates of institutions, and living of salesmen and others while on
expense accounts.
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Total and per capita income. Total income was estimated at
$80 billions in 1929, $71 billions in 1939, $92 billions in 1941,
and $177 billions in 1947. Per capita income was $140 in 1859,
$205 in 1899, $326 in 1913, $654 in 1929, $356 in 1933, $540
in 1989, $694 in 1941, and approximately $1,250 in 1947.

Taking 1926 as 100 the average per capita purchasing power
was $482 in 1899, $589 in 1913, $681 in 1929, $495 in 1933,
$663 in 1939, and $1,145 in 1944. These figures indicate an in-
creased purchasing power of 35 per cent from the beginning of
the century to 1939. There was a marked increase during the
War years but in the adjustment period following the close of
the War, prices tended to catch up with income although real
income as measured in purchasing power was higher than in
1939.

Our standard or scale of living as measured by the use of
automobiles, paved highways, radios, heated homes, modern
plumbing, cosmetics, jewelry, magazines, books, newspapers,
movies, and athletic events has increased. If we use the pro-
ductive facilities developed during World War II, we will re-
tain a standard of living at least 50 per cent above that of 1939.
This is an important fact to the seller of goods and services.
Whether this increased standard of living makes us any happier
or improves our spiritual or mental life is another question and
one beyond the scope of this book.

Distribution of income. Income is apparently more evenly
distributed than at any time in our history. The following
figures show estimates of the distribution of income and the
number of families or individuals in each group:

PERCENTAGE
INCOME LEVEL DISTRIBUTION OF FAMILIES
1935-36* 1946** 1950***

Under $1,000 41 6 6
1,000-1,999 37 20 16
2,000-2,999 13 31 20
3,000-4,999 6 27 26
5,000-9,999 2 11 } 3
10,000 and over 1 5

* National Resources Committee, Consumer Incomes in the United States, 1938.

** Daniel Starch, Advertising and Selling, March, 1947.

*#* Dewhurst, J. Frederic, and Associates, America’s Needs and Resources. These
refer to consumer units and are estimated on the basis of continued prosperity.
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Sellers are interested in the number of families and the total
income received by the families or individuals in each group.
Starch’s estimate for 1946 follows:

AVERAGE
PER CENT NUMBER OF FAMILY TOTAL INCOME
INCOME LEVEL OF FAMILIES FAMILIES INCOME  (BILLION $ )
Under $1,000 6 2,400,000 $ 700 1
1,000-1,999 20 8,000,000 1,600 12.8
2,000-2,999 31 12,400,000 2,750 34.1
3,000-4,999 27 10,800,000 3,750 40.5
5,000-9,999 11 4,400,000 6,800 29.9
10,000 and over 5 2,000,000 23,000 46.0*
Total and average 100 40,000,000 4,100 165.0

* Income taxes take a large part of this amount.

A study of these figures is very helpful as families in different
income groups spend their money in different ways—have dif-
ferent patterns of consumption. For example, low income fam-
ilies spend a larger proportion of their incomes for food while
upper income families spend relatively more for amusement,
entertainment, travel, and education. However, it must be re-
membered that income taxes must be paid before other expenses
and that these take relatively more from the upper than the
lower income families.

Regional differences. The foregoing figures are national
averages. Average incomes vary widely between different parts
of the United States. As a rule they are larger in the highly
industrialized areas than in the agricultural areas. However,
incomes vary widely between agricultural areas depending on
the fertility of the soil and the type of farming.® Incomes are
usually lowest in areas of poor soil, and in areas raising crops
requiring much hand labor such as cotton and tobacco. They
are uncertain in one-crop areas. They are usually higher in
areas with fertile soil, or in areas raising dairy products, fruits,
or vegetables. The United States Department of Commerce
estimates the income of the various states for each year. There
are also estimates of county incomes in some states and Sales
TF;;:x;mple, average per capita income varied from $179 to $1,212 in Illinois

counties in 1939. Cf. Special Bulletin No. 4 of the Bureau of Economic and
Business Research, Univ. of IlL
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Management magazine publishes annual estimates of consumer
buying power in counties and trade areas. The businessman
is especially interested in the income in the area in which he
sells and the demand of the people in the area. The demands
of the people in an area depend on their incomes, their indus-
tries and occupations, the climate, and their habits and customs.

Consumer Expenditures

In general we spend about 60 per cent of our income in retail
stores, the exact percentages varying somewhat from one area to
another. Food comes to mind first when we think of family
expenses. The percentage of family income going for food de-
creases as the income increases.” Food now takes about 20 per
cent of our income, considerably more among low income fami-
lies, and less among upper income families. Clothing takes
about 10 per cent of our income; rent about 10 per cent; while
fuel, electricity, furniture, home appliances, and other costs of
home operation take between 10 and 20 per cent. Rent takes a
higher proportion of family income in the north than in the
south and more in large cities than in small towns and rural
areas. Automobiles and other transportation take 8 per cent
of our income. We spend about 4 per cent for medical care
and drugs and another 4 per cent for reading matter, sports,
and other forms of entertainment.

One estimate of total consumer expenditures is shown in the
following table. It covers a fairly prosperous year when short-
ages of goods did not affect purchasing to any marked extent
and when taxes were lower than at present. It may therefore
be taken to represent our spending pattern in a fairly normal
year. In this year we spent 60.5 per cent of our income for
goods; 27.3 per cent for services; 4.4 per cent for direct personal
taxes; and saved 7.8 per cent.

The amount left after a family pays for its food, housing,
clothing, taxes, and medical care is called discretionary buying
power. The discretionary buying power may be used in any
way the family chooses—for an automobile, a new home, a fur
coat, an electric refrigerator, for travel, education, jewelry, or
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in other ways. The ways in which it can be spent are many and
they change with fashions, fads, education, mass psychology,
and the sales efforts of sellers. Since it is difficult to predict
how this “loose money” will be spent, retailers, wholesalers, and
manufacturers try to solve the serious problems in forecasting
consumer demand for specific articles by constant study and
research.

TaBLE 4-1
EXPENDITURES OF AMERICAN CONSUMERS, 1941*
(000,000 omitted)
PERCENTAGE
GOODS DOLLARS  OF INCOME

Food. ....oiiiiiii i 20,998 22.8
TobacCo. . ..o iiieiiii e e 2,270 2.5
Alcoholic beverages. ....................couiu.. 4,192 4.5
Clothing........oooviiiiiiiiiiiiii e, 9,500 10.3

Furniture, furnishings, appliances, radios, musical
INStruments. .. ......oveeeneeennnennnnnnnnnn. 6,685 7.2
Household supplies. . ...................oolu.. 720 8
Drugs, €tC.. ... voviiiii i e 1,180 1.3
Toilet goods. . . ..vvvviiiiiiiiiiiii i 570 .6
Books, magazines, stationery.................... 1,450 1.6
Jewelry, including clocks and watches. . .......... 710 .8
Autos, auto fuel, tires, accessories, pleasure boats... 5,020 54
Fuel (coaland gas)...........coovvevvnnnvnnn.., 1,700 1.8
Toys, games, sporting goods. . ........covvvvnenn. 620 7
Other goods. . ..ovvvvvevniiiriniinnnn.., 145 2
Total forgoods. . ................. 55,760 60.5

Services:

Housing........oovvviiieinennnniniinneinn.. 8,574 9.3
Home maintenance............coovveeeeenn.. 1,548 1.7
Household utilities. . ................c.oi... 2,444 2.6
Total housing. . ...oovvvirvininiiinevnnenne.. 12,566 13.6
Personal care. .. .....oovvveneeeennnnnnnnnnns 1,772 1.9
Transportation. .......oeeevviiueeeeernennns 2,589 2.8
Medical care (inc. funeral expenses)........... 3,014 3.3
Recreation........coovivviiineiennnnnnnnn. 1,948 2.1
L0 1 1T S 3,319 3.6
Total for services. . ................ 25,208 27.3
Total consumer expenditures. ................... 80,968 87.8
Direct personal taxes. . .. .......co0vvvneennn. 4,000 4.4
Savings......o