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CHAPTER 1

THE THEORY OF MARKET STRUCTURE

CONDUCT AND PERFORMANCE

1. The Concept of "Workable Competition'" :

Consumer expenditure on food in the United Kingdom in 1968 amounted to
£5,711 million at current prices, about one quarter of all consumer eXpen-—
diture. This is the sum spent on food produced from farms at home and
abroad, plus the value of the fishing catch, together with the marketing
expenses incurred in the processing and distribution of raw farm produce
from farm gate or ports to households. It is thought that these marketing
expenses at present comprise about one half of consumer food expendi ture.
The growth in the size of the marketing bill in recent years has been due
both to rising prices of factors of production employed, especially labour,
and the increased provision of services, as expressed in convenience foods.

The economic performance of the food marketing industries, and also
those supplying requisites to farmers has, however, hardly been studied in
a systematic and continuing manner in the United Kingdom. The size, signi-
ficance and functioning of the agribusiness sector, in general terms, remains
a poorly documented field of study. Detailed analysis has been conspicuously
absent to support or rebut either general hypotheses or to answer particular
allegations concerning the market conduct or market performance of these
industries.

Lepper pointed out in 1959 that processing and marketing probably
accounts for between 40 per cent and 50 per cent of the total value of food
sales in this country and that there are over two million people engaged in
processing and distributing food and drink. She raised a pertinent point in
saying

"Presumably a question that occurs to agricultural economists
is whether all these people are strictly necessary and whether
the job is being done as efficiently as possible. But much
less independent research has been done in this field since the
war than into the economics of agricultural production." (1)

More recently McClelland has noted only "incidental references to distribution"
within the current literature of agricultural economics. (2)

Yet the importance of the agribusiness sector in the United Kingdom
cannot be questioned. W.J.Thomas has shown that the ancillary industries
employ more labour than agriculture itself. (3).

(1) LEPPER, I., "Economic Structure of the Food Trades in the United Kingdom'.
Jour. of Agric. Econ., Vol. 13, No. 3. June 1959, p.295.

(2) McCLELLAND, W.G., "The Role of the Supermarket in the Distribution of
Agricultural Products." Jour. of Agric. Econ., Vol. 15. No.2. December 1962,
p.232.

(3) THOMAS, W.J., "The Changing Structure of Agriculture's Labour Force".
Report of the Proceedings of the 12th International Conference of Agricul-
tural Economists, 1964, Oxford, London, p.298.




Labour employed in the requisites industries alone has been estimated to
amount to nearly one half that engaged in farm production. If the primary
distribution of these products is included as well, the ancillary industries
clearly form a major sector of employment.

It would seem that in the United Kingdom the importance of the ancillary
industries, relative to agriculture, is greater than in most other countries,
(4) and is yet a neglected field of study by agricultural economists. It
is known that there is a high degree of concentration of production in most
agricultural requisite and food processing industries. Such issues, for
example, as the extent of product differentiation and the height of barriers
to entry are, however, unexplored fields of study. Nevertheless these are
significant factors determining the market conduct and performance of industries.

The industries supplying agricultural inputs and processing and marketing
agricultural products, in common with the great majority of industries in
the United Kingdom, operate in a market economy. Their business activity
is co-ordinated primarily by the competitive price mechanism which allocates
available supplies, allocates resources between alternative end uses and
distributes incomes. Individual firms undertake enterprise activity with a
view to private gain. The end results, or performance, to which their
behaviour leads are of importance both to society as a whole and to farmers
in particular. Society has a strong interest in the performance of industries
supplying one of the basic needs of life and which thus significantly influ-
ences the overall welfare of the general population. Farmers are concerned
firstly, because the on-cost of food marketing services influences directly
the level of demand for their products and, secondly, because their ability
to discover and satisfy consumers' demands is dependent on the pricing
efficiency of the marketing system. They also fear that disparities in
market power between themselves as sellers and those who buy from them influ-
ences the distribution of incomes within the production-marketing system.

The central propositions of neo-classical economic theory suggest that
the organisation or structure of an industry of competing enterprises has
a strong conditioning influence on the level of output, prices of products
and returns to factors of production. The spectrum of market structures from
atomistically organised industries through oligopoly to single firm monopoly
has provided models of the behaviour and performance of firms in such market
situations.

The theoretical model underlying market structure analysis is similarly
both deterministic and sequential in character. The direction of causation
is usually assumed to run from structure through conduct to performance, viz

market market market
-structure conduct performance

(4) DEWHURST, J.F., COPPOCK, J.0. and YATES L., Europe's Needs and
Resources, London, 1961.
DOVRING, F., "Labour Used for Agrlcultural Production'", Agric.Econs.
Res. Rep. No.62, Univ. of Illinois, Urbana, April 1963.




Atomistically organised industries do not exist in the real world and
the notion of perfect competition is a theoretical abstraction. , The set
of market structure and conduct attributes which define perfect competition,
and which in theory produce ideal performance, in practice have hence been
recognised as constituting individually and collectively neither a normative
ideal nor a satisfactory basis for appraising actual market conditions.
Industries which approach the conditions required for perfect competition
characteristically do not give good market performance, and agriculture is
the classic example.

The characteristics of atomistically organised industries which have
been encountered in practice and which give rise to poor market performance
have been summarised by Sosnick. (5) He points out that an atomistically
organised market structure would be undesirable if its principal transactions
were with a highly concentrated industry which could practice price discrim-
ination. The existence of large economies of scale might warrant a few
large firms capable of obtaining lowest attainable costs per unit output
by supplying a major part of the market. A more concentrated market
structure too might well result in greater total research expenditure than
by many small firms. The homogeneity of product characteristic of atomistic
competition is not favoured by consumers. Under certain conditions atomistic
market structure can lead to chronically depressed earnings to firms and to
factors engaged in an industry. Agriculture is the most striking case, but
small scale retailing another, where there is usually easy entry into the
industry but very slow exit of firms when overcapacity emerges. The slow
outmovement of labour thus causes social and economic distress, particularly
in localised areas.

These problems give rise to the recognition that the perfectly compet-
itive structure and conduct model is unattainable in any real market and
that even the closest possible approximation would entail actual performance
of dubious desirability.

By contrast, although industries characterised by a high degree of
concentration may in theory lead to restricted output, excess monopoly
profits, tardy innovation and exploited returns to factors of production, in
practice they may be noted for low profits and prices and a high degree of
technological progressiveness. Schumpeter, for example, has strongly
argued that market power is a necessary condition of the innovation on which
material progress largely depends. Without market power - in the absence
of devices to protect investment in innovation - firms might hesitate to
shoulder the risks of discovering and exploiting new technology. (6)
Richardson has shown that the working of the equilibrium situation associated
with atomistic competition has not been satisfactorily explained. (7) Invest-—
ment opportunities are difficult to identify in perfectly competitive
conditions when predictability is zero. It is possible however for firms to

undertake informed production planning only when competition is less than
perfect.

(5) SOSNICK, S., "A Critique of Concepts of Workable Competition."
Quar. Jour. of Econ., Vol. 72, No.3, August 1958, pp. 383-4

(6) SCHUMPETER, J.A., Capitalism, Socialism and Democracy. Harper and Row,
3rd Edtn., New York, (1950).

(7) RICHARDSON, G.B. "The Theory of Restrictive Trade Practices", Oxf.
Econ. Papers. Vol. 17 no.3. November 1965, pp. 432-49, and "Price
Notification Schemes'", OXF. Econ. Papers, Vol. 19 no.3. November 1967.
pp. 359-69.




The intermediate market situation of oligopoly likewise provides an
infinite variety of performance results. Thus as Fletcher puts it,

"The generally accepted theory of behaviour of oligopolistic

firms does not permit us to conclude that competition necessarily
will be absent from the industry, but only that it will be
different.”" (8).

Neo-classical theory is thus inconclusive since industries characterised
by large firms are not necessarily desirable, but neither do they necessarily
lead to poor market performance.

The concept of "workable competition" developed originally by J.M.Clark
(9) and explored in the context of industries ancillary to agriculture by
Nicholls, (10) attempts to set out explicit standards for structural
conduct and performance attributes of a market for workable market perfor-
mance. The attempt is, in the works of Sosnick, whose contribution to the
theory has been of paramount importance, to

"indicate what practically attainable states of affairs
are socially desirable in individual capitalistic markets." (11).

Numerous writers (12) have contributed to the evolution and formulation of
certain normative standards for the appraisal of all market situations.
These normative standards

nget forth the practically attainable conditions whose presence is
both necessary and sufficient in a particular segment of the
economy for it to be doing or being what the public interest may
reasonably demand of it, and whose greater fulfilment would imply
greater social benefit." (13)

The criteria of workable competition as yet do not provide a basis for
objective appraisal of markets. The problem in formulating such criteria
is one basically of conflicting values which have yet to be fully resolved.
The perfectly competitive model conformed to the values of freedom, a
desire for equity and the dispersion of economic power, and it determined

(8) FLETCHER, L., "Market Structures and Market Power", Chap. 5 in Farmers
in the Market Economy, Iowa State Univ. Press. Ames, (1964) p.85.

(9) CLARK, J.M., "Toward a Concept of Workable Competition", Amer. Econ.
Rev. Vol. XXX June 1940, pp. 241-5.

(10) NICHOLLS, W.H. Imperfect Competition Within the Agricultural Industries
Iowa State Univ. Press. Ames. (1941).

(11) SOSNICK, S., op. cit, p.380.

(12) For example MASON, E.S., "The Current Status of the Monopoly Problem in
the United States", Harvard Law Review Vol. LX1l, 1949, pp.1265-85
and MARKHAM, J.W., "An Alternative Approach to the
Concept of Workable Competition", Amer.Econ.Rev.,
Vol. XL, June 1950, pp.349-61.
(13) SOSNICK, S., op. cit, p.380.
See Sosnick's latest contribution "Toward A Concrete Concept of Effective
Competition" Amer. Jour. Agric. Econ. Vol. L. no. 4. Nov.1968 pp.827-853.




the level and distribution of income with the minimum of inconsistency or
conflict. The present dimensions of market structure, conduct and perfor-
mance are still trying to account for the many aspects of performance, in
evaluating how well an industry meets the welfare goals of society. The
theory of workable campetition thus lacks the theoretical elegance of the
perfectly competitive model, and its normative appraisal is much less
precise. But while acknowledging that its elements are difficult to
quantify and are frequently amenable only to subjective evaluation, and
that, in consequence its predictive power is low, "poor" market performance
can nonetheless be recognised and be remedied by public policy in a prag-
matic, non-doctrinaire manner.

A. The dimensions of market structure :

The various characteristics of a market have different normative
significance and this has been emphasised by grouping them into three
categories, structure, conduct and performance.

Bain has defined market structure as :

"The organisational characteristics of a markéet which determine the
relations of sellers in the market to each other, of buyers in the
market to each other, and of sellers to the buyers, and of sellers
established in the market to other actual or potential suppliers of
goods, including potential new firms which might enter the market.
In other words, market structure for practical purposes means those
characteristics of the organisation of a market which seems to
influence strategically the nature of competition and pricing
within the market." (14)

These broad, strategic aspects of structure are thus according to
Bain:

(a) The degree of seller concentration, defined by the number and
size distribution of sellers in the market.

(b) The degree of buyer concentration, defined in similar fashion.

(c) The degree of product differentiation, that is, the extent
to which sellers' output is viewed as non-identical by buyers.
The condition of entry ( and exit) to the market, which is the
relative ease or difficulty with which new sellers may enter
the market as determined by the advantages of established sellers
over potential entrants. (15)

These dimensions of market structure have been generally accepted,
‘but even within the broad framework of significant features of the market
setting there could be included the nature of market information between
sellers and the characteristics of the demand for the product.

(14) BAIN, J.S., Industrial Organisation, John Wiley and Sons Inc.,
" New York, 1959, p.7.

(15) BAIN, J.S., loc. cit, p.8.




The degree of vertical integration and nature of public policy towards an
industry can likewise be subsumed within this framework as important
organisational characteristics of any market structure.

In principle there is no major problem in identifying and quantifying
these dimensions.

B. The dimensions of market conducts :

Market conduct has been defined by Bain as
nthe patterns of behaviour which enterprises follow in adapting or
adjusting to the markets in which they buy or sell." (16).

Bain has specified the significant dimensions as including

(a) The principles and methods employed by the firms in an industry
in determining prices and output. For example with respect to
objectives, this refers to whether firms aim for maximised group
profits, maximised individual profits or for a "fair" profit margin.
The product policy of the firm or group of firms. This refers
to the character and orientation of product variation and design.
The sales promotion policy of the firm or group of firms. This
denotes the use of advertising as a competitive weapon.
The means of co-ordination and cross-adaption of price, product
and sales—promotion policies of competing sellers. This concerns,
for example, whether there is collusion in arriving at common
prices, market areas, or sales promotion expenditure or whether
a form of price leadership exists.

(e) The presence and extent of predatory or exclusionary tactics
directed against either established rivals or potential entrants.(17)

These main aspects of market conduct as defined by Bain have also been
accorded general approval. Firm diversification may be added to the list
and identification of this process and the former characteristics are fairly
readily determined by factual enquiry.

C. The dimensions of market performance :

Bain has defined market performance as

"the composite of end results inthe dimensions of price, output,
production cost, selling cost, product design and so forth which
enterprises arrive at in any market as the consequence of pursuing
whatever lines of conduct they espouse." (18).

Clodius and Mueller regard market performance as

"the economic results flowing from the industry as an aggregate of
firms". (19).

BAIN, J.S., loc. cit., p.S.
BAIN, J.S., loc. cit., pp.10-11.
BAIN, J.S.,ibid, p.11.

CLODIUS, R.L. and MUELLER, W.F., "Market Structure Analysis as an
Orientation for Research in Agricultural Economics", Jour. of Farm
Econ., Vol. XL11ll, August 1961, p.515.




Sosnick has provided a more comprehensive definition. He views performance

as

nthe attributes of production and exchange that directly influence
the welfare of the participants and society." (20)

The main dimensions of market performance defined by Bain are

(a) The size of profits, given by the height of price relative to
average costs or production.

(b) The relative efficiency of production, so far as this is
influenced by the (actual) size of plants and fimms, relative
to the most efficient, and by the extent, if any, of excess
capacity.

The size of sales promotion costs relative to the costs of
production.

The character of the product including design, level of quality
and variety of product within any market.

The rate of progressiveness of the firm and industry in develop-
ing both products and techniques of production, relative to
evidently attainable rates and relative to the costs of
progress." (21).

These attributes of market performance listed by Bain are in almost every

case vaguely defined and capable of varying interpretation. It is not clear
whether profits are defined in aggregate or per unit terms, or expressed

as a return on capital. It is more usual to relate promotional expenditure

to firms total revenue. In part these deficiencies arise from the "positivist"
nature of Bain's terminology rather than as a '"normative" basis of market
appraisal.

Sosnick has put forward an alternative and more comprehensive list of
performance attributes and attempted to define norms for evaluation of
observed market performance.

(a) Production Efficiency. The norm is that greater efficiency is
desirable, and is measured by how closely firms in the industry
approximate to the lowest attainable real costs for the outputs
they produce and distribute.

Technological Progressiveness. The standard of evaluation concerns
how progressive is the industry in question relative to its
opportunities, how well it exploits the opportunities for inven-
tion and innovation.

Product Suitability. The norm is that firms should elevate

quality so long as the resulting addition to buyer satisfaction
outweighs the resulting addition in cost.

(20) SOSNICK, S., "Operational Criteria for Evaluating Market Performance",
Chap. 6 in Market Structure Research, P.Farris (Ed.) Iowa State
University Press, Ames (1964) p.85.

(21) BAIN, J.S., loc. cit., p.12.




Profit Rates. The level of profit should be appropriate in
relation to risks, the rewards necessary to stimulate innovation
and characteristics of the market in question. Moderate losses,
when accompanied by excess capacity, are desirable for adjustment
of supply to demand, that is are therapeutic in their effects.
Immoderate losses or profits are however undesirable.

Level of Output. Output should not be deliberately restricted
so as to elevate prices, ensure unjustifiable profits and raise
level of expenditure of consumers.

Exchange Efficiency. Price formation should not be unreasonably
costly. The signals of the price mechanism should be interpreted
such that the ratio of actual to potential gains from trade is
maximised.

(g) Cost of Sales Promotion. Sosnick believes that persuasive adver-—
tising is socially wasteful and is undesirable.

(h) Unethical Practices should not occur.

(i) Participant Rationality. Market participants should have a
reasonable opportunity to be well informed so as to act rationally.
Rational behaviour, however, is very difficult to define.

(j) Conservation. Conservation requires a choice of technique of
exploitation, time pattern of production and time patterns of
investments and other costs, which together yield an optimal net
social benefit.

(k) External Effects. Market participants should not impose burdens
on others that they could avoid at relatively small cost.

(1) Labour Relations. There should be good labour relations and no
restrictive working practices. (22).

Neither Sosnick's nor Bain's dimensions of market performance expli-
citly include

(m) Distribution Efficiency. The costs of distribution should be as
low as possible consistent with the provision of economic services
required by consumers.

The notion of "workable" performance, or that which does not diverge
"too far" from the ideal for each of these dimensions, still in most cases
lacks an operational norm for judging actual against optimum performance.
In few cases can measurement be made in quantitative terms for comparison
with an cbjective, quantitative norm. Optimum performance itself is often
inadequately specified. Thus in evaluation of market performance we are
sometimes forced back to an element of what Bain has called "horseback
judgment” (23) rather than precise measurement of performance dimensions
against an accepted quantitative norm. Problems of normative appraisal
are thus anticipated of the market performance of the bread industry.
Market performance is the measure of how well the market activity of enter-
prises contributes to the enhancement of general material welfare. But
whether performance is satisfactory is recognised as being indeterminate
ex ante from predetermined attributes of market structure and conduct.

(22) SOSNICK, S., "Operational Criteria for Evaluating Market Performance",
pp. 92-125.

(23) BAIN, J.S., op. cit., p.17.




Satisfactory market structure and conduct are thus necessary, but in-
sufficient for workable market performance. Satisfactory performance,
conduct and structure are thus necessary and sufficient for "workable
competition". As Fletcher has put it

"We are not satisfied if performance is good merely because private
holders of power choose to use that power beneficially when they
might have chosen to use it otherwise. We want to know not only
that performance is satisfactory, but also that such performance
is imposed by the competitive pressures in the system. The
appropriate test for public policy should not be the quality of
business performance but the existence of adequate competition,
defined and achieved by structural norms and structural revisions."
(24).

Market structure, conduct and performance should thus be understood
as a circular relationship rather than a linear one. There is a two-
way flow of causative influences, viz:-

)

Performance Conduct

N>

Indeed, structural parameters are themselves not independent but
interrelated. For instance, the condition of entry may be dependent on
the degree of product differentiation. Market structure and conduct overlap
because certain events can be viewed as patterns in some contexts and
processes in others. Thus product variety can be seen either as the
presence of heterogenity in outputs or as producers' active creation of
differently received output - product differentiation.

Similarly, causation operates in both directions between structure
and conduct. Thus a structural pattern including high concentration of.
supply may promote certain patterns of conduct such as price leadership;
change in conduct, such as the formation of a cartel, can, however, alter
market structure. Structure and conduct together may generate certain
performance, say excessive profits, but the profits in turn may attract new
entrants thus modifying both concentration and pricing practices.

(24) FLETCHER, L., "Evolving Public Issues in Food Marketing", Jour. of
Farm Econs. Vol. 45, No.5. December 1963, p.1266.
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11. British Studies of Structure, Conduct and Performance of
Industries Related to Agriculture :

Analysis of the industries related to agriculture in the explicit
terminology of market structure, conduct and performance theory has been
extensive in the United States. The theoretical concepts evolved by
Bain and Sosnick within the sphere of industrial economics, have been
suggested by Clodius and Mueller (25) as offering a potentially useful
framework for the appraisal of farm-related industries. Detailed studies
of individual industries have been so numerous that the stage has been
reached where cross-sectional analysis of these industries has been possible.
Some examples are Market Structure of the Agricultural Industries (26) and
the Report of the National Commission on Food Marketing with its Technical
Studies of individual industries. (27)

In the United Kingdom, there have been relatively few studies of the
industries ancillary to agriculture within the market structure, conduct
and performance framework. This is surprising when the farm-related
industries fall logically within the preview of the agricultural economics
profession. It is the more surprising given the concern of agricultural
policy with the level of farm incomes and the fact that the market structure
of farm-related industries might be expected on a priori grounds to have
an important effect on the welfare of the farming sector.

There have been some notable examples of studies which, in effect,
have a market structure, conduct and performance orientation. For instance
the reports of the Bosanquet, (28) Runciman (29) and Verdon Smith (30) enquiry
committees provide a comprehensive picture of the market structure,
competitive behaviour and performance of their respective fields of invest-
igation.

The industries supplying inputs for agriculture, several processing
industries and food distribution trades remain, however, largely undocu-
mented. Moreover the depth of study of such industries to date has been
inadequate to refute or confirm the frequently made statements alleging the
malfunctioning of the market mechanism.

(25) CLODIUS and MUELLER, op. cit.

(26) Market Structure of the Agricultural Industries. J.R.Moore and
R.G.Walsh (Eds.), Iowa State Univ. Press, Ames (1966).

(27) "Food : from Farmer to Consumer", Report of the National Commission
on Food Marketing, Washington, June 1966.

(28) Report of the Reorganisation Commission for Pigs and Bacon, H.M.S.O.,
Cmnd. 9795, (1956).

(29) Report of the Committee on Horticultural Marketing, H.M.S.O.
Cmd. 61, (1957).

(30) Report of the Committee of Enquiry into Fatstock and Carcase Meat
Marketing and Distribution, H.M.S.0., Cmnd. 2282, (1964).




The situation is as Warley has argued that

"in no other area is the gap between speculative inference and
authoritative analysis so wide. We have little idea of the
extent to which the inferred dangers of large scale organisations
are realised in practice, or about the extent to which they ae
ameliorated by economies of scale and by innovational progress-—
iveness." (31)

As regards the industries supplying inputs for producers, Kirk has
admitted the lack of data to hand by which

"to judge the efficiency, or at all events the physical efficiency,
of any of the requisites industries beyond noting such indications
as export performance or visible technoligical advance.'" (32)

111. The Bread Industry as a Case Study :

This study of the United Kingdom bread industry has been made in the
belief that too little is known about the structural conduct and performance
attributes of agricultural product markets. There were a number of reasons
however for the specific choice for study of the bread industry.

Consumer expenditure on bread at present amounts to £330 million thus
forming a large item of consumer food expenditure.

There have been important structural changes in the past decade and a
half, notably the forward integration by the two large milling firms into
baking.

The Restrictive Practices Court in 1959 and the Prices and Incomes
Board in 1965 came to different conclusions as to the role of price
competition in the industry.

There have been indications of poor market performance in respect of
the dimensions of profit rates and distribution efficiency.

A more general interest derives from the oligopolistic structure of
the industry, and hence its potential suitability for empirical examination
of market conduct and market performance in the light of the indeterminate
solutions provided by economic theory for oligopoly market structures.

(31) WARLEY, T.K., "The Future Role of Marketing Organisations",
Jour. of Agric. Econ., Vol. 15, no.4., December 1963, p.550.

(32) KIRK, J.H., "Agriculture's Related Industries", Chap. 7 in Economic
Change and Agriculture, J. ASHTON and S. RODGERS (Eds.),
Oliver and Boyd, London, (1967).




CHAPTER 2

MARKET STRUCTURE OF THE

BREAD INDUSTRY

1. Historical Development to 1939 :

Bread has been a part of man's diet for some 8,000 years, but its
commercial production has been undertaken only in the comparatively
recent past. In the South of England, people living in towns appeared to
be obtaining bread from bakers "from quite early times. The trade was.
already organised in London in the eleventh century." (1) However, most
of the bread eaten in this country as recently as the beginning of the
nineteenth century, was made in the home or baked in communal ovens.

As late as 1804 there were no commercial bakers in Manchester which then
had a population of one hundred thousand. (2)

As the staple diet of the majority of the population until the late
nineteenth century, bread quality and sale were very much the concern of
the Crown and government. From the Assize of Bread in 1266, which fixed
the weight and price of bread and the bakers' profit, there is a long list
of changes of the regulations governing the weight and sale of bread.
Current political interest in the price of bread thus has long historical
antecedents.

The prevalence of domestic bread making was inevitable in a pre-
dominantly rural populace. It was not until the increasing urbanisation of
the population in the eighteenth and nineteenth centuries established
conditions favourable to the growth of the baking industry, that the
importance of home baked bread began its steady decline. The inadequacies
of the transport system - poor roads and horsedrawn carts - meant that the
nascent baking industry necessarily comprised small units. In 1850
practically all the bakers in the towns - some 50,000 (3) - were indepen-—
dent master bakers who prepared, baked and sold their bread on the same
premises, undertaking practically all operations by hand.

Changes in the methods of production and patterns of retailing trans-—
formed the nature of the baking trade radically in the next century.

The first International Exhibition of Flour Mill Machinery in London in
1881 can be said to mark the beginning of mechanical baking in the United
Kingdom. Changes in the techniques of production in the form of mechanical
aids for the preparation, mixing and baking of bread since that time have
made possible the development of large scale factory baking. Wholesale
bakeries, as the large firms were called, began to appear from the turn of
the century at the time of the invention of the travelling oven. Apart from

DRUMMOND, J.C.and WILBRAHAM, A., The Englishman's Food. A History of
Five Centuries of English Diet, (2nd Edtn.), Jonathon Cape, London,
1957, p.41.

BURNETT, J., "Trends in Bread Consumption", Chap. V in Our Changing
Fare : Two Hundred Years of British Food Habits, MacGibbon and Kee,
London, 1966, p. 65.

(3) BURNETT, J., op. cit., p. 66.




supplies on contracts to schools, hospitals and other institutions, much

of the bread of these plant bakers was sold through grocers, dairymen and
general shops. Some large plant bakery firms owned a number of cafes,
teashops and restaurants and baked bread for consumption in these outlets.
This was the origin of the baking interest of J. Lyons andCompany, Limited.(4)
Others made considerable use of ‘direct sales to the public, and still more
relied on their own retail shops, These latter can be called multiple shop
bread firms.

There was a consistent rate of increase in the number of shops owned
by bakers and in the number of new firms coming into the trade. The growth
of multiple shop bread firms in the period up to 1950 is shown in Table 1.
The significance of this development of a large number of baking firms with
a chain of owned retail shops lay in the potential created for mergers to
lead to the growth in importance of a few firms. Indeed the acquisition of
a number of these firms formed the basis of the rapid growth of Allied
Bakeries Limited before 1939. Furthermore, the growth of the baking interests
of the two largest milling firms after 1953 relied on the acquisition of exist-
ing bread firms. However, before 1939 the multiple shop bread firms tended
to be local and regional in character and few had more than 50 shops.

TABLE 1. NUMBER OF MULTIPLE SHOP BREAD FIRMS AND
BRANCHES OF FIRMS WITH 10 OR MORE
BRANCHES. 1900-50

Number of
Branches

1900 265
1910 782
1920 1,237
1930 1,820
1939 2,390
1950 2,659

SOURCE : JEFFREYS, J., "The Bread and Flour Confec—
tionery Trade", Chapter V1l in Retail Trading in
Britain 1850-1950. Nat. Instit. Econ. and Soc. Res.,
Econ. and Soc. Studies No.13, Cambridge Univ. Press;
1954, p.214.

(4) A description of the origin and growth of J. Lyons is contained in
the Chairman's Statement for year ended 31st March, 1960, Reported in
The Ecoromist, 18th June, 1960, p.1280.




It is appropriate at this point to make reference to the structure of
the flour milling industry. Although there were in 1935 over 2,600
establishments in flour milling, three firms accounted for 39 per cent of
flour output. (5) The predominance of these firms was the result of their
extensive absorption of other firms at a time of considerable excess flour
milling capacity. These three organisations, Spillers Limited, Ranks
Limited and the Co-operative Wholesale Society expanded quickly in the
years preceding the outbreak of the second world war. Together they were
thought to account for two thirds of flour output in 1944. (6) Thus in
the prewar period the bargaining power between these millers and bakers was
weighted in favour of the formér. However the firm which was to weaken
the millers' market power in later years, was growing rapidly at this time.

The formation of Allied Bakeries Limited by Garfield Weston in 1935
was of fundamental importance in marking the beginning of the first large
private firm with national distribution of bread. This firm acquired a
number of regional bakery firms, such that it claimed within two years
to be "the largest of its kind in the country with 2,786 employees, 17
modern bakeries, 86 (bread selling) shops and 494 bread delivery routes."(7)
The firms that became members of Allied Bakeries nevertheless continued
to trade under their own names, and to a large extent continued their
previous trading practices. No national network of retail shops supplied
centrally had yet come into existence in the trade.

The concentration of bread production was however still.low. The 1935
Census of Productidn recorded 24,000 bakers and confectioners, (8) and Leak
and Maizels' analysis of the data showed there were only 40 units with
more than 500 employees. (9). The concentration of net output within the
three largest units was given as 10 per cent of the total, and of employ-
ment as six per cent. Hence it formed one of their categories of Low
Concentration.

The increasing importance of large plant bread production, however,
was such that can be appreciated from the fact that in 1938 plant bakers
accounted for 24-26 per cent of consumers' expenditure on bread then
estimated at £66-£68 millions. Master bakers were thought to account for
between 53-57 per cent of total expenditure. The co-operative bakeries,
i.e. those owned by a retail co-operative society or operated by a fed-
eration of retail societies, numbered same 800, and produced 19-21 per
cent of total bread bought. (10). There were, in fact in 1938 800 bakeries
operated by 600 retail co-operative societies, and 14 federal society bakeries.

Census of Production 1935, Vol. 8, Trade A, Grain Milling.

EDWARDS,. H.V., "Flourmilling" Chapter in Further Studies in Industrial
Organisation, Fogarty, M.P. (Ed.) Methuen, London, 1948, pp.45-6.

EVELY, R. and LITTLE, I.M.D., Concentration in British Industry,
Nat. Instit. Econ. Soc.Res., Econ. and Soc. Study No.16, Cambridge
Univ. Press, 1960, p.257.

Census of Production 1935, Vol. 8, Trade B, Bread and Flour Confectionery.

LEAK, H and MAIZELS, A., "The Structure of British Industry", Jour.
Royal Stat. Soc., Vol. 108, Parts 1,2, 1945, Appendix 111, p.193.

JEFFERYS, J., "3read and Cereals", Chap. V111 in The Distribution
of Consumer Goods, Nat. Instit. Econ. Soc. Res., Econ. Soc. Study
No.9, Cambridge Univ, Press, 1950, p.166.




This growth of the plant firms, and particularly multiple shop bread
firms in the bakery trade, was made possible by continuing technical
advances of production, which reduced costs per unit of output, and the
introduction of mechanical wrapping and slicing of bread. The production
of wrapped, sliced bread gave an advantage to large scale production units,
vis-3-vis, the master baker. But equally important an explanation of the
rising importance of large plant firms was the development of motor
transport. Given the perishable nature of the product, it made possible
the economies of large scale production to be achieved within the wide
market area now able to be served. This wider market for plant bakers
could, however, involve high distribution costs. The Royal Commission on
Food Prices in 1925 considered that the lower production costs of the
large scale bakers were offset by the higher distribution costs incurred
when delivering from a central point. The Commission therefore stated
that the small baker would survive in considerable strength. (11) But in
the densely populated urban areas, the costs of distribution for plant
bakers did not become prohibitive in relation to turnover, and throughout
the interwar years the master bakers were losing ground.

The advance of the plant bakery firms with owned outlets also led to
changes in the siting of shops, and the emphasis on different types of
goods sold within these outlets. The shops were increasingly sited in
main shopping areas and the emphasis wason cake and confectionery rather
than bread. The reasons for the growing importance of flour confectionery
sales by plant firms owning a chain of shops, lay partly in the rise of
consumption per head of flour confectionery as compared with a falling
demand for bread in the interior years. The declining consumption of
bread is the basic factor accounting for more recent structural changes
in the baking industry and is examined in the next section.

11. Demand Characteristics and Trends in Consumption of Bread :

British experience during the last century and a half suggests that
consumption of bread varies inversely with the standard of living. This
experience is similar to that of the United States and other developed in-
dustrial nations where as real incomes rise, the proportion of income
spent on starchy foods falls, whilst that spent on protein rich food
rises. Thus, whereas in 1841 bread comprised on average one-third of
total expenditure on food, in 1881 it had dropped to one-sixth and by
1960 to one-sixteenth. (12) Rising standards of living have led to a
movement away from cheap, filling foods towards those with greater pala-
tability such that bread is for most people to-day an adjunct to a meal
and not the meal itself.

(11) Royal Commission on Food Prices, First Report Vol. 1, H.M.S.O.,
Cmd. 2390, 1925,para. 59, p.23.

(12) BURNETT, J., op. cit., p.73.




TOTAL FLOUR GONSUMPTION NilTHE
UNITED KINGDOM

1934-39 149 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1982 1963 1984 1965 1966 1967 1968 1989 1970
Average
4,206 5,084 4,735 4,716 4,674 4,521 434 4223 4,160 4,025 4,045 4,000 4,038 3,904 3,923 3,963 3,838 3,926 3,859 A4S

Advertising Starts
1st January 1958




CHART 11

FLOUR cONsuMPTion PER HEAD OF POPULATION
- IN THE UNITED KINGDOM

1960 1961 1952 1963 1964 1965 1966 1967 1968 1969

1956 1957 1958 1959
.

1934-39 149 1950 1951 1952 1953 1954 1955
Average

. B. b, 1. . . 1. b, 1. .
1945 2222 205-8  203-6 2017 192°7 187-2 182-5 178-7 172-8 171-5 1683

b, . . ®. . . . . . b, b, .
165-9  164-0 18)-5  161-1 1558 154-1 1531 1471

Advertising Starts
18t January 1936
Source: Annual Abstract of Statistics.




These patterns in bread consumption over the past century and a
half can be distinguished. The first was of stability during the first
half of the nineteenth century, a second of increasing consumption over
the period 1840 to 1880, and a third of declining consumption since then,
interrupted only by temporary increases during two world wars.(13) The
trend in consumption of flour is depicted in Charts 1 and 11 of total
flour consumption and flour consumption per head of the period 1949-60,
and the downward trend in bread consumption is shown in Table 5 over the
past decade.

Income and price elasticities of demand for bread in total have thus
for a long period of time been negative. The income elasticity of
expenditure for bread as a whole was estimated at-0.05 in 1955 and - 0.20
in 1965.

Price elasticity during the 1950's has been estimated at - 0.20.(14)

This discouraging outloock for bread consumption has serious impli-
cations for the competitive behaviour of firms already in the industry,
and also for potential entrants. Any existing firm or new entrant that
cuts the price of bread cannot by so doing significantly enlarge bread
sales in toto : the best it can do is reduce another firm's sales by the
amount of its own gains.

This continuing fall in consumption of bread helps to explain the
emphasis placed by the bakery firms in the interwar period on cake confec-
tionery. It further lies behind the milling groups forward integration
into bread in the early 1950's to ensure outlets for their flour. Further-
more it makes a policy of diversification into other food products, where
the trend of demand is more favourable, a compelling and comercially
prudent course.

The demand situation in very recent years has continued to be dis-
couraging.

In 1966 average consumption of bread per head per week was estimated
at 38.64 ounces. In 1967 it rose to 40.02 ounces. The increase caused
Mr. G. Weston, chairman of Associated British Foods, to make optimistic
statements about the future of bread consumption at the company's annual
meeting. However data as is available for 1968 does not support the view
that the fall in bread consumption has halted. In the first quarter of 1968
consumption was 38.5 ounces; in the second it was 38.0 ounces and in the
third quarter of 1968 consumption was 38.77 ounces. The latter figure was
the lowest ever recorded for that quarter. The estimated level of consump-
tion for the year as a whole is provisionally put at 38.31 ounces. In
retrospect the figure for 1966 seems to be unduly low.

(13) BURNETT, J. op. cit., p.70.

(14) CARPENTER, E.M. and PERKINS R.J., "Trends in consumption and marketing"
Chap.6 in Economic Change and Agriculture, Ashton, J and Rogers, S.J.
(Eds.), Oliver and Boyd, London, 1967, p.117.




CONSUMPTION OF TYPES OF BREAD AND ALL BREAD 1956-65

0Z per head per week

1956 | 1957 | 1958 | 1959 | 1960 1961 | 1962 | 1963 | 1964 | 1965

Unwrapped 1,50 | 1.11 | 1.07 | 1.54| 1.35 1.38 | 1.56| 1.49 | 1.60
2.38

Wrapped 0.78 | 0.78 | 0,65 | 0.83| 1.04 1,06 | 1.04| 1L.15| 1.24

WHITE LARGE Unwrapped 15.00 | 1164 | 11,16 | 9.40 | 9.37 | 9.61| 9.62| 7.55| 7.79

Wrapped 21.18 [23.15 | 23,14 [22.97 | 23.09 | 21.81 22,16 | 23,66 | 21.66

WHITE SMALL Unwrapped 3,34 | 2.52 | 2.72 | 2.89| 2.49| 3.14 3.77| 3.23| 3.30

Wrapped 1.3, | 1.12| 1.02| 1.38| 1.15| 1.51| 1.54| 1.58| 1.56

WHOLEMEAL /WHOLEWHEAT 1.60 | 1.44 | 1.54| 1.56| 0.92| 0.8, | 0.83| 0.63| 0,58 | 0,69

MALT 0.20| 0.20| 0.24| 0.22| 0.,21| 0.22| 0.,21| 0.26| 0,28} 0.22

OTHER 2.54 | 3.22| 5.11| 5.75| 5.28| 5.62| 4.04| 2.70| 2.44| 2.53

TOTAL BREAD 51,08 | 48,00 | 47,21 | 47.29 | 45.47 | 45.17 | 43.57 | 43.26| 41.97 | 40,60

% SOURCE :

Domestic Food Consumption and Expenditure 1965, H.M,S.0., Appendix B, Table 1, p.l1l4.




The continuous real rise in prices over the past decade has, however,
meant that expenditure on bread has risen by over 50 per cents

TABLE 3 BREAD CONSUMPTION AND EXPENDITURE 1955-66

IConsumption Index Expenditure Index

('000 tons) (£m)

1955 3,964 189 100
1960 3,360 243 128
1961 3,368 259 137
1962 3,281 270 143
1963 3,292 280 148
1964 3,203 289 153
1965 3,120 295 156
1966 2,986 301 159

SOURCE : Economist Intelligence Unit, Retail Business,
Special Report no.2, November 1965, p.26. and
Revision Report, November 1967, p.38.

Although the average income elasticity of demand is negative, the level
of consumption still varies inversely with the size of income. Consumption
per head is half as much again in income Class D1 households as in Class Al
households, as defined in the National Food Survey.

TABLE 4 BREAD CONSUMPTION AND EXPENDITURE OF VARIOUS
INCOME GROUPS - 1966

Inccme Group Expenditure per Consumption per
head per week head per week

(pence) (ozs.)
A1l 20.21 27.96
A2 22.97 32.71
B 25.59 38.26
C 28.28 41.89
D1 30.16 44,39
D2 26.47 37.43
01d Age
Pensioners 27.72 38.86
All Households 26.11 38.64

SOURCE : Domestic Food Consumption and Expenditure 1966
H.M.S.0., Part 11, Tables 26,27 p.70,72.

There are, and have been, other factors besides the negative income
elasticity of demand for bread, which have explained the downward course
of consumption, and will maintain its future downward course. Social,
demographic and occupational changes have played their part in contributing
to the decline in bread consumption. The physiological factor of reduced
physical activity in contemporary times, meals outside the home and the
increased use of convenience foods within it, are three such factors of
continuing importance. The differences in regional consumption of bread




that exist at present are probably explained by the relative importance of
sedentary occupations within those areas. Market research studies (15)
have shown that housewives when slimming are aware that bread is a food to
avoid. These discouraging factors affecting the demand for bread,
seemingly a "casualty of social change" (16) help to explain the structural
changes that have taken place in the bread industry since 1945, which are
now examined.

111. Increasing Concentration of Production since 1939 :

The concentration of bread production into fewer firms has steadily
increased in postwar years. At the present time four large firms together
account for about 70 per cent of the bread market. These four are Associated
British Foods Limited, Ranks Hovis-McDougall Limited, Spillers Limited and
the Co-operative Wholesale Society.

The process of concentration which began prewar was stimulated between
1939 and 1953 by the payment of uniform rates of subsidy. The subsidy was
paid to all bakers, irrespective of their individual trading results. The
rate of subsidy was based on an average of costs and proceeds of bread firms.
Tn general, master bakers found that this subsidy formula made profitable
bread production difficult, and applications for the baking subsidy dropped
from 20,646 in 1942 to 15,403 in 1950, to 14,156 in 1953, (17) a fall of
approximately 6,500 in ten years. It cannot be assumed, however, that the
total number of bakers declined to that extent because some bakers continued

to make confectionery, even though they ceased production of the so called
"national" loaf.

The structure of the industry in the early nineteen fifties showed a
much sharper distinction in size of firms than prewar. There existed a
large number of small establishments and a small number of large units.
Exact comparison with the 1935 Census of Production is not possible, but
the 1951 Census of Production recorded 1,914 establishments with more than
10 employees in the United Kingdom, and 13,224 establishments with less
than 10 employees for Great Britain only. (18) Overall concentration was
still low in 1951, with the largest three units accounting for 17 per cent
of net output and 15 per cent of employment. The number employed in
establishments of more than 10 employees increased about 25 per cent (from
105,000 to 132,000) between 1935 and 1951, and the number of such establish-
ments fell marginally from 2,650 to 1,900. The increasing importance of
larger establishments is revealed by the fact that the number of small
establishments (those with less than 10 persons employed) fell by over
7,000, so that they employed in 1951 just 60,000 about one third of the
total numbers employed in the industry, (19).

See study cited by SOFER, C., JANIS,I. and WISHLADE, L. in "Social
and Psychological Factors in Changing Food Habits", Chap. V1 in
Changing Food Habits, McKenzie, J.C. and Yudkin, J. (Eds.),
MacGibbon and Kee, London , 1964.

(16) BURNETT, J., op. cit., p.74.

(17) SHEPPARD, R. and NEWTON, E., The Story of Bread, Routledge and
Kegan Paul, London, 1957, p.176.

(18) Census of Production 1951, Vol.8, Trade B, Bread and Flour Confec-
tionery.

(19) Census of Production, op. cit.




NUMBERS OF SMALL AND LARGE ESTABLISHMENTS AND
NUMBERS EMPLOYED IN 1935 AND 1951

1935 1951 |Percentage
Change

Numbers of establishments
with 11 or more persons 2,650 1,900 28
Numbers employed 105,000 132,000 25
Numbers of establishments
with 10 or fewer persons 20,900 13,200 36
Numbers employed 78,000 60,000 23

SOURCE : Census of Production, 1935 and 1951.

Evely and Little's analysis showed the large difference in size within
the industry. The difference in employment by the largest three units,
compared with all others was the most striking within their study of 220
trades. The average number of plants of the three largest firms was 27.3
as against 1.3 for other firms. (20) The Census does not disclose the
identity of the major firms in an industry, but Evely and Little suggested
the largest three in the bread industry in 1951 were Allied Bakeries, J.Lyons
and the retail co-operatives.(21)

Evely and Little concluded that the growth of Allied Bakeries

"probably accounted for the greater part of the increase in
the trade's concentration from 1935 to 1951." (22).

This increasing importance of Allied Bakeries, the new entrant to
the industry, was achieved not by the establishment of entirely new prod-
uctive capacity, but by the acquisition of going concerns, and particularly
of multiple shop bakers. By 1954 Allied Bakeries controlled 72 plants
and 642 shops in the United Kingdom. (23)

Whilst the concentration of production into fewer firms increased
substantially therefore between 1935 and 1951, it took an even more
pronounced upward movement following the decontrol of the grain trade in
1953, and the opportunity of bakers to use cheap, imported flour. A
disagreement arose between Allied Bakeries and two of the largest millers,
Ranks and Spillers. The milling firms refused to give special discounts
related to the volume of Allied Bakeries' purchases of flour from them.
The latter countered by buying flour from Canada, and later Australia,
and blending it with English flour. With other firms also buying the low
priced imported flours, the domestic millers found it necessary to close
mills and put others on short time working. Though eventually conceding
a special discount to Allied Bakeries, both Spillers and Ranks decided to
assure themselves of their flour outlets in the future by expanding their
hitherto minor baking interests.

(20) EVELY, R. and LITTLE, I.M.D., op. cit., p.85.
(21) EVELY, R. and LITTLE, I.M.D., op. cit., p.257.
(22) EVELY, R. and LITTLE, I.M.D., op. cit., p.259.

(23) BELLAMY, J., The British Markets for Flour and Wheatfeed, Univ. of
Hull, 1957, p.13.




The decisions of both firms to integrate into baking were taken .
reluctantly, since millers traditionally had possessed a strong bargain-
ing power vis-3-vis the numerous, small independent bakery firms and had
previously felt no need to control their principal customers.(24)
Spillers already owned a few (but large) bakery firms, and although t?e
baking interests of Ranks were more substantial, in neither organisation
were their bakery interests of any real size within the bread industry,
or of substantial significance to the firms themselves.

Following the dispute, there was vigorous competition for bakeries
in 1954 and 1955 between Ranks, Spillers and Allied Bakeries. But,
whereas the latter had steadily built up the framework of a national
bakery organisation by this time, Ranks and Spillers in the rush for
bakeries inevitably bought businesses almost irrespective of their size.
This indiscriminate buying was particularly true of Ranks. Large sums
were paid for the goodwill of small bakery firms acquired in the sellers'
market existing for master bakers willing to surrender their independence.
Spillers formed United Bakeries Limited in 1955 to look after its baking
interest and Ranks in the same year formed a company to consolidate their
acquisitions, British Bakeries Limited.

The significance of these structural changes in baking is only partly
revealed in the next two reports of the Census of Production, those for
1954 and 1958.

The Census of 1954 recorded a fall in the number of baking establish-
ments of more than 10 persons from 1,914 in 1951 to 1,681 a fall of 12 per
cent, although gross output rose nearly 8 per cent and with over 5 per cent
fewer employees. (25) The number of small firms fell from 13,224 in 1951
to 10,768, and their total employment dropped from 59,237 to 46,027.(26).

The Census showed the great importance of flour confectionery to small
firms as against bread production, with sales of the latter estimated at
£28.5 millions as against £41.5 millions for flour and other confectionery.
(27). It thus considerably understates the concentration in production of
bread. A further weakness of Census data has been changes in definitions,
so reducing comparability between periods.

The definition of small firms as less then 25 persons, rather than
10 persons, in the 1958 Census of Production makes description of the
continuing concentration very difficult. There is, however, an estimate
of the concentration of sales, net output and employment within the largest
flour firm. This showed that with 88 establishments, the four largest
organisations accounted for 24.7 per cent of sales and 22.1 per cent of
employment. (28).

This is evident from the Annual Reports of the time, viz. Spillers
Limited for 1954.

Census of Production 1954, Part 8, Trade B, Bread and Flour Confectionery,
Table 2 (i).

Census of Production 1954, op. cit., Table 2 (ii).

Census of Production 1954, op. cit., Table 5 (ii).

Census of Production 1958, Summary, Table 5.




As stated, the inclusion of flour confectionery, particularly
important to master bakers, gives a considerable underestimate of the
importance of the major firms in bread production. The importance of
flour confectionery is shown in Table 6.

TABLE 6 SALES OF BREAD AND FLOUR CONFECTIONERY OF LARGE
AND SMALL BAKERY FIRMS - 1958

£'000

Bread Flour Other Total
Confectionery

Firms employing
25 persons or
more in connec-
tion with bakery

146,899 94,627 2,559 244,087

Firms employing
less than 25 8,872 10,786 679 20,336
persons (estimate
based on sample)

SOURCE : Census of Production 1958, Part 8, Bread and Flour
Confectionery, Tables 4(i) and 4(ii).

Description of the momentum of concentration is made more difficult
by the fact that acquisitions were kept secret as long as possible, and
it was not until the early nineteen sixties that company statements of
the major firms began to reveal the full extent of their bread interests.
Bellamy stated in 1957 that Ranks were then believed to control about
40 bakeries and Spillers 20. (29)

Company statements of the mid-nineteen fifties show, however, that
the extent of expansion was such that a call on company cash reserves
was insufficient to finance such acquisitions. Thus Spillers in 1957 had
recourse to external borrowing, in sharp contrast to its previously
conservative self-financing policy of relying on undistributed profits
for expansion. (30) Allied Bakeries made issues of new capital in 1954,
1955 and 1959 to help finance expansion. (31)

In 1955 the flour firms, Hovis Limited, notable for its production
of a speciality bread flour, and McDougalls Trust Limited, which specia-
lised in self raising flour for domestic use, merged to form the fifth
largest milling group. In 1962 it amalgamated with the largest milling
firm, Ranks, to form a large organisation with flour, bakery, food retail-
ing, agricultural merchant and other interests.

(29) BELLAMY, J., op. cit., pp.14-15.

(30) See Chairman's statement for year ended 31st January, 1957,
Reported in The Economist, 22nd June, 1957, p.1113.

(31) See Chairman's statement at Extraordinary General Meeting on 19th
February, 1959, Reported in The Economist, 28th February, 1959,
p.821. -_—




Integration was not just confined to millers : bakery firms took
interest in flour milling concerns. Allied Bakeries Limited which in
1955 had acquired the Aerated Bread Company, one of the multiple shop
bakery firms having extensive catering interests, began pursuing a
policy of self-sufficiency for its flour requirements. Between 1961
and 1962 it acquired 29 small (32) flour milling concerns, and is the
major example of integration backwards into flour-milling which has
taken place.

One of the major firms, the Co-operative Wholesale Society, was
already an integrated flour milling and baking concern, though the
nature of the link between flour and its bread production became more
explicit in the late nineteen fifties. Certain retail co-operative
societies even before 1939 had found that their trade in bread could
not justify an individual bakery and had formed federal bakeries to
supply the area of adjacent co-operative societies. Between 1948 and
1953 80 retail societies ceased invidual bread production, and in 1954
26 federal bakeries accounted for 20 per cent of co-operative bread
production as compared with 5 per cent in 1944. (33) The policy of
supplying bread from the Co-operative Wholesale Society rather than
individual societies, had behind it the concern of the Wholesale Society
for its extensive flour milling interests which were experiencing falling
sales on account of the poor results of the bakery trade of individual
societies. The policy originally was to take over the bread production
and distribution of retail societies experiencing poor results essentially
as a rescue operation, but it developed as a consistent policy in acknow-
ledgement of the economies of large scale production which could be
achieved through the installation of larger plants. Indeed the Co-operative
Wholesale Society expects less than 10 retail societies at the end of the
next decade to have their own bakery.

The concentration of production in the hands of the four largest
organisations, and more precisely, the three non-co-operative firms,
Associated British Foods, Spillers and Ranks Hovis-McDougall, has
continued in the nineteen sixties. It has been estimated that there are
about 8,000 baking firms in the United Kingdom at the present time, (34)
with 6,000 actually making bread. This implies a fall of some 2,000 since
1954. But, while master bakers in particular have gone out of business,
numerous others have been taken over by one of the large organisations and
thus have not ceased production. Company statements of the largest firms
have in more recent years shown their principal baking interests. The
Annual report of Ranks Hovis-McDougall for 1965 listed 157 active subsidiaries
within the Bakery Activity Division, and there was the same number in 1967.

Financial Times, 17th December, 1962.

Bellamy, J., op. cit., p.15.

Flour Milling and Baking Research Association.
The total number of establishments in England and Wales known to be
affected by the Bakery Wages Council at 1st October, 1967 was 8,941.




The report of Associated British Foods, the parent company of the firms,
Allied Bakeries, stated in 1960 that the organisation comprised 80 bread
and cake bakeries in the United Kingdom. In 1967 there were 76 bakeries
within the group. Spillers have not divulged their interests in the
company statement of recent years, though it is significant that the
sub-title "Flour Millers and Animal Feedingstuffs Manufacturers" was
dropped as a description of the activities of the company as early as
1958. It then stated baking was "now an important section of our
business". (35)

A more revealing picture of the size of these three large firms is
given in the publication "Who Owns Whom'. (36) The degree of vertical
integration between flour milling and bread manufacture is still under-
stated in "Who Owns Whom", because minority interests in numerous.small
baking firms by these large organisations are not shown. The number of
absolutely independent bakers is small, since many are tied to one of
these large firms for at least a proportion of their flour supplies.
Financial assistance is readily givento small bread firms experiencing
temporary financial difficulties, and the major baking firms, as the
price of their help, stipulate that a fixed percentage of supplies of
flour should be made from them.

Forward integration too, has not been confined to Spillers and
Ranks. There are other examples of flour millers who have taken con-
trolling interests in bakeries to safeguard an outlet for their flour.
Some have extensively developed a bakery business to complement their
flour interests. A striking example of the latter is the milling firm
of Cranfield Brothers Limited of Ipswich, which has recently developed
the "Betabake" group of bakeries in Romford, Gillingham and Ipswich.

The firm owned some bakeries in the period before the forward integration

by Ranks and Spillers. It found the market for its flour decreasing
as these firms acquired small bakers and decided to enlarge its own
bakery interests.

Similarly backward integration has not been confined to Associated
British Foods. J. Lyons & Co.Ltd. has had a 50% stake in Celebrity Holdings
which controls J.W.French & Co. Ltd. In June 1969 it was agreed that
Lyons would acquire the outstanding 50% of Celebrity Holdings.

For the two major flour milling organisations, Ranks and Spillers,
the rapid acquisition of bakeries quickly established a secure outlet
for their flour. By 1956 the Chairman of Ranks stated that sufficient
units had been absorbed to take "a good proportion" (37) of their flour
production. In 1959 the Chairman of Spillers said their baking business
"now absorbs a significant part of the company's flour output.” (38)

(35) Chairman's statement for year ended 31st January, 1958, Reported in
The Economist, 7th June, 1958, p.939.

(36) Who Owns Whom : A Directory of Parent, Subsidiary and Associate
- Companies, O.W. Roskill and Co., Ltd., London, 1967.

(37) Chairman's statement for year ended 31st August, 1955, Reported in
The Statist, 7th January, 1956, p.21.

(38) Chairman's statement for year ended 31st January, 1959, Reported in
The Economist, 13th June, 1959, p.1051.




Vertical integration has now proceeded to the point where each of the
four largest firms is independent of the others for its flour supplies.
Although Associated British Foods still imports a small proportion of its
flour requirements, its increased flour milling interests tﬁrough backward
integration has however steadily reduced its dependence on imported flour
in recent years.

The bread market is thus vitally important to the flour milling
activity of these firms on account of the restricted market for flour
outside any one of them.

A. Market shares :

Though the industry has many firms, its market structure, as stated
earlier, is one of an important oligopolistic core and a.large fringe of
small-sized producers. The four largest firms now account for 68 per
cent of total bread production. (Table 7)

TABLE 7 MARKET SHARES OF THE MAJOR BREAD FIRMS BY
VOLUME OF SALES - 1969

Percentages

Ranks Hovis McDougall 25
Associated British Foods 24
Spillers 12
Co-operative Wholesale Society 7
J.Lyons 13
Others 303

100

SOURCE : Trade estimates.

In the United States, the geographical size of the country and
the perishability of the bread product have shaped the existence of almost
one hundred identifiable bakery markets. These markets, however, overlap
to varying degrees. (39) In most of these markets sellers consist of a
concentrated core of a few dominant companies surrounded by a fringe of
many small firms.

The much smaller physical area of the United Kingdom makes such
demarcation of markets much less precise. The major baking firms usually
own a bakery in the larger towns and each is thus broadly based throughout
the country. However, their dominance in particular areas is less marked
than in others. For example Associated British Foods and Ranks Hovis
McDougall have the major shares of the market in the London area. The
former, however, is less strongly placed in the Midlands. On the other
hand Spillers market share in the latter area is somewhat greater than in
London.

(39) Distribution : The Challenge of the Sixties, Report to the
American Bakers Association, Arthur D. Little Inc., Cambridge Mass,
December 1960, p.73.




Master bakers seem to be more numerous in the North West, the
London area, and the South East, but within any one geographical area
the four largest firms together are still of dominant importance as
compared with the market share of all other bakers combined.

J. Lyons is the fifth largest baking firm, being a prominent supplier
in London and the home counties, with four plants surrounding the metro-
polis. (40) It also has a significant market share in the West Country
having two plants at Bristol, but the company does not distribute in
Wales or the North. Its coverage in East Anglia would be greater had
the merger with Cranfield Brothers of Ipswich not fallen through in June
1969. No other bakery firm — other than those already mentioned above-
has such a prominent market share, though for historical reasons a number
of strong independent bakers are prominent in the aggregate in the
Sheffield area.

The perishable nature of bread and the high costs of transportation
has meant that increased concentration of production can be achieved
only through extensive multi-plant development, such that the geographical
concentration of output is low. Thus the coefficient of localisation of
production as defined by Florence fell from 0.22 between 1930-35 to 0.11
in 1951 to 0.10 in 1958. (41).

B. The declining importance of master bakers since 1900 :

Whereas in 1935 only 5 per cent of bread was produced in plants,
twenty years later the proportion had risen to 37 per cent. (42) This
rising importance of plant production has as its corollary the falling
numbers of master bakers and of the importance of break-making as a craft
industry.

In 1948 Hermann Levy had argued it was not so much consumer's prefer—
ence for the product of the master baker that had ensured his survival,
such as it was, but the forces of family tradition, the granting of credit
to reqular customers and the lower cost of distribution compared to plant
bakers who tended to make door to door sales over a wider area. (43)

However, in the two decades since Levy wrote, the crusty loaf of the
master baker has been, in general, less popular with consumers as compared
with the convenience of the wrapped, sliced loaf, which is the dominant
product of plant bakers. The factors which Levy mentioned have proved
insufficiently strong to prevent a considerable fall in the number of
master bakers since 1948.

(40) J.Lyons Bakeries around London are at Cadby Hall, Chessington (Surrey)
Tottenham, Crawley (Sussex).

(41) See SARGANT FLORENCE, P., Post-war Investment, Location and Size
of Plant, Nat. Inst. Econ. Soc. Res. Occasional Papers X1X, Cambridge
Univ. Press, 1952, p.3.

(42) BELLAMY, J.,op. cit., p.13.

(43) LEVY, H., The Shops of Britain : A Study of Retail Distribution,
Kegan Paul, London, 1948.




A fall in the number of master bakers before 1939 was partially
prevented by the efforts of local associations of master bakers to prevent
flour millers supplying flour to bakers, especially plant bakers,
practising price competition for bread.

During the war and until the removal of the baking subsidy in 1956,
the operation of the subsidy made it difficult for master bakers to earn
a satisfactory profit from breadmaking. The number of bakers claiming
the baking subsidy fell consistently over this period as Table 8 shows.

Although plant bakers were able to sell bread at a lower price than
master bakers, from 1939 to 1956 there was in fact no price incentive
for the public to buy plant bread. Both plant bakers and master bakers
sold bread at the maximum retail prices.

There can be no doubt -that the operation of the baking subsidy
during the period of price control contributed considerably to the advance
of plant bakers. The lower unit costs of plants enabled a reasonable
profit to be derived, whereas small bakers found it difficult to make
anything like a satisfactory profit. The subsidy was assessed so as to
provide an average profit of 5s. 0d. per sack of flour. Most master
bakers earned only 2s. 0d. per sack whereas plant bakers obtained 8s. 0d.
per sack. (44) Whether the plant bakers would have made such an impact
had it not been for the subsidy scheme and price control is debatable.

It does however, seem unlikely that their development would have been as
rapid.

Moreover in the scramble for bakery outlets after 1953, the major plant
competitors were prepared to threaten a price war with a well established
master baker in order to acquire his business. Such price discrimination
by a shop belonging to one of the major firms, to induce the master baker
to sell, was a factor also in contributing to a noticeable higher rate of
bankruptcy among bread and flour confectioners in postwar years (Table 9).
This higher rate of business failure in the years between 1953 and 1957
when the two large milling groups were integrating into bread baking and
competing with Allied Bakeries for bakeries, is striking. The National
Association of Master Bakers does not disclose its membership, although
it is believed to have fallen from around 9,000 in 1945 to about 5,000 at
the present time. Many master bakers are however known not to belong to
the National Association.

Business failure, however, cannot account for the fall in the number
of bakers by 4,000 since 1945. It is clear that many of the small bakery
firms have not ceased bread production, but have been absorbed by larger
units. Examination of "Who Owns Whom" shows the large number of firms,
formerly owned by master bakers, which are now part of Ranks, Associated
British Foods or Spillers.

(44) SHEPPARD, R. and NEWION, E., op. cit., p.176.




NUMBER OF BAKERS CLAIMING THE
BAKING SUBSIDY IN THE UNITED
KINGDOM 1942-1955

1942 20,646 1949 16,475
1943 19,987 1950 15,403
1944 18,911 1951 14,915
1945 18,254 1952 14,470
1946 17,760 1953 14,156
1947 17,057 1954 13,843
1948 16,682 1955 12,522

SOURCE : SHEPPARD, R. and NEWTON, E., "The
Story of Bread", Routledge and
Kegan Paul, London, 1957, p.176.

NUMBER .OF BAKERS RECEIVING ORDERS
UNDER THE BANKRUPTCY ACT 1914 IN
PERIOD 1949-67

1949 1958 25
1950 1959 14
1951 1960 17
1952 1961 4
1953 1962 9
1954 1963 19
1955 1964 6
1956 1965 12
1957 1966 12
1967 19

SOURCE : Annual Report of Board of Trade
"Bankruptcy", H.M.S.0.




One factor predisposing numerous small bakers to sell out to a
larger firm, as mentioned earlier, was the attractive terms offered, but
often more pressing was the tax position of many independent concerns.
The Chairman of Spillers in 1955 in outlining the policy of integrating
into the bread industry said,

"this decision was assisted by the fact that a substantial pro-
portion of the baking industry is composed of family businesses,
some of whom, by reason of the effect of taxation and in particular
of estate duty, are anxious about the continuing of operations
in their present form.'" (45)

By the end of the 1950's, most of the financially weak master bakers
had been absorbed by these larger plant organisations. Those remaining
have increasingly specialised on fancy bread production where their
advantage relative to the plant firms is greatest. The latter have come
to regard master bakers who do not belong to one of the major organisations,
not as competitors, but firms whose continued bread production is desirable
since they are essential outlets for their flour. The impact on master
bakers of extensive price competition between the major plant firms would
be to cause many small bakers to go out of business. This is one factor,
even if a minor one, inducing competition between bread firms to take
forms other than open price competition.

Spillers, indeed, have attempted to foster the growth of master bakers
by organising their production of bread in federal bakeries. It has seen
the federal bakery as a means of ensuring an outlet for its flour and has
financially supported such bakeries through its subsidiary, Federal Bakeries
Limited. Since 1960, it has sponsored about 12 federal bakeries, but found
this form of vertical integration beset with problems. It has not found it
easy to obtain cohesion between several previously independent master bakers,
in either their inception or actual operation. The problems of the type
of loaf to be produced and which baker has the last batch of bread baked,
seem to 1limit much further development of federal bakeries.

Ranks have preferred the alternative of taking a major interest in
a few small firms through its Hovis subsidiary, Master Bakeries Limited,
and thereby provided a tied outlet for its flour sales.

The Prices and Incomes Board thought

"the absorption of smaller companies by larger seems likely to
continue to remain a feature of the industry, even if on a
reduced scale." (46)

A good example of the continual takeover of smaller firms is that of
Spillers' acquisition of Garners, a privately owned bakery prominent in
North West London, in July 1969. Noneth=less a further large fall in the
numbers of master bakers seems unlikely since many are now financially
quite strong. The President of the National Association of Master Bakers
thus seems justified in refuting

(45) Chairman's statement for year ended 31st January, 1955, Reported in
The Economist, 18th June, 1955, p. 1087.

(46) National Prices and Incomes Board Report No.3, Prices of Bread and
Flour, H.M.S.0., Cmnd. 2760, September 1965, Para. 12, p.3




"the suggestion that the days of the small, independent
baker are numbered".
He has recognised that

"with the changing pattern of (food consumption) habits,
there must be readjustment in their numbers",

but believes

"that decline to be now halted and that the future will
prove that the small independent baker and the multiple
baker can exist side by side each supplying the demands
of the public". (47)

1V. Buyer Concentration :

The degree of buyer concentration denotes the number and size
distribution of the buyers of the output of a given industry and is a
significant dimension of market structure since theory postulates (and
actual experiences verifies) that the character of the relationships
between sellers in an industry and buyers of their products will, in part,
determine that industry's market conduct and performance.

In many markets goods and services are sold directly to consumers,
who are numerous, and who buy both in small units and a small proportion of
total output. This atomistic structure of buyer concentration was true of
bread until the early years of the present century when master bakers sold
bread direct to customers in their shops or through retail delivery.

The feature of the plant bread firms was the introduction of an inter-
mediary in the form of a retailer, to whom bread was sold for consequent
re-sale to consumers. Not all plant bakers depended on such intermediaries.
Some indeed, depended on their own shops as the major outlet for their
bread. Nonetheless, the growth of plant bread production has been para-
llelled by the increasing importance of grocery and other food retail shops
to perform a retailing function for bread. 1In 1938 between 22 per cent
and 26 per cent of plant produced bread passed from plant baker to consumers
through non-owned retail shops. (48) By 1965 this proportion had reached
about 60 per cent. (49).

In the prewar period many of these retailers were grccers with a
comparatively small bread turnover, (usually less than 5 per cent of their
total turnover). The influence on price and conditions of sale by such
retailers was minimal. In postwar years the rising importance of large
food chains has, however, reduced this disparity in bargaining power
between bakery firms and retailers.

At the national level, the degree of concentration in food retailing
is still lower than that of food manufacturing. However, at the regional
level, the degree of retail concentration is significantly higher than at
national level.

(47) WILSON, E., President of the National Association of Master Bakers,
Speech at Manchester Bakers' and Confectioners' Exhibition, Bakers
Review, 24th November, 1967, p.2210.

(48) JEFFERYS, J., The Distribution of Consumer Goods, p.167

(49) National Prices and Incomes Board, Report no.3, Para. 13, p.3.
"Prices of Bread and Flour".
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Thus, in London and the South East, multiples and large co-operative
societies account for over a quarter of the total food retailing establish-
ments, (50) which, given the essentially regional market for bread,
enhances the bargaining strength of retail chains vis-3-vis the bread
manufacturing firms.

Supermarket stores are important to many of the food chains. All
supermarkets, and over 80 per cent of self-service stores stock bread,
and the practice’of buying bread in grocers and large food shops by the
housewife is increasing. (51) Supermarkets have as yet less than 30 per
cent of the market for bread. (52) The major baking firms are thus facing
the growth in importance of large food chains, and the increasing tendency
towards bilateral oligopoly which that development entails. The question
whether any supermarket group will consider integrating into baking is
examined later in this chapter.

The most detailed analysis of the retail distrbution of bread is
given in the 1961 Census of Distribution. The Census recorded 148,230
shops selling bread and flour confectionery, of which approximately three-
quarters, (114,831) were grocery and provision dealers. Specialist bakery
outlets accounted for most of the remainder. The relative importance in
terms of bread sales of co-operatives, multiples and independents is
summarised in Table 10.

The importance of outlets owned by the major baking firms is difficult
to establish within the total of specialist bread and flour confectionery
retailers. This is because the Census tabulates by the nature and size
of retail outlets, and not their ownership. The total number of such
specialist retail shops fell from 24,181 in 1950 to 17,644 in 1957 and
to 17,549 in 1961. This reflects, in part, the diminishing numbers of master
bakers who possessed one or more shops. There is support for this con-
clusion from the breakdown of these totals. In the period between 1951
and 1957, and between 1957 and 1961, the numbers of specialist bread and
flour confectionery shops of co-operatives fell consistently.

The same was true of non-co-operative retail organisations with less than
10 branches. The number of retail establishments of multiple retailers
(with more ghan 10 branches), however, increased over the period of eleven
years by 68 per cent. The turnover of such firms rose even faster - by
250 per cent.

(50) Economist Intelligence Unit, Retail Business No.115, September 1967,
"Concentration in the Retail Grocery Industry", p.13.

(51) Economist Intelligence Unit, Retail Business No.118, December 1967,
"Specialist Food Shops", p.6.

(52) Quaker Oats Limited, Self-Study Programme in Retail Food Store
Operations, Book no.11, The Bakery Department, 1967, p.19.




TABLE 10 . BREAD AND FLOUR CONFECTIONERY OUTLETS AND TURNOVER-1961

Number of
outlets

Percentage

Turnover

&m

Percentage

Co-operatives
Multiples (5 or
more branches)
Independents

14,310

26,317
107,603

9.6

17.8
72.6

54.8

138.9
198.0

14.5

35.5
50.0

TOTAL

148,230

100.0

391.7

100.0

SOURCE : Census of Distribution, 1961, Part 1, Establishment Table 9

and part 14, Organisation Table 8.

TABLE 11 SPECIALIST BREAD AND CONFECTIONERY SHOPS IN 1950,1957

1961

AND

Co-operatives

Non co-operatives
1-9 branches

Non co-operatives
10 or more
branches

TCAL

No.

&m.

No.

&m.

No.

&m.

1,509

19,887

2,785

28,751

121,677

28,048

1,361

13,271

3,012

43,037

131,032

41,820

1,147

11,705

4,697

38,500

123,062

72,663

24,181

178,476

17,644

215,889

17,549

234,224

SOURCE : Census of Distribution, 1961 Part 1, Establishment Table 3.

The sample Census of Distribution of 1963 indicates a marginal increase
in the number of specialist bread and confectionery shops overall - 17,849
No breakdown of this total is yet available.

23-2-68 p.585.

Board of Trade Journal

It is a reasonable presumption that most of these large establishments
are owned by the major bread manufacturing firms which have expanded the

number of outlets under their own control in recent years.
suggest that the large plant firms have poor coverage in the independently

owned specialist bread and flour confectionery shops.

This is not to

Indeed many master

bakers sell the national branded bread of the large firms alongside their

own speciality loaves.




The 1961 Census of Distribution showed the relative importance of
the grocery trade in turnover of bread and flour confectionery. It
recorded that grocers accounted for 41 per cent of total turnover in
bread and flour confectionery, specialist bread and flour confectioners
for an equal amount, and a large part of the remainder was retailed by
co-operative societies. (53) Unfortunately, the inclusion of flour
confectionery in the analysis gives a misleading picture of the relative
importance of particular types of outlets for bread. For example, the
importance of home delivered bread is not separately identified.

TABLE 12 THE DISTRIBUTION OF BREAD BY TYPE OF
OUTLET OF THE MAJOR FIRMS IN
RELATION TO TURNOVER

Percentage

Retail rounds 20
Owned outlets 17
Non-owned outlets 60
Contract trade 3
100

SOURCE : Trade Estimates and National Prices and
Income Board, "Prices of Bread and Flour,
Report No.3. September 1965, p.3.

According to data submitted to the Prices and Incomes Board by the
industry, approximately one fifth of bread is sold by home delivery to
consumers. A market research study prepared for the three large non-
co-operative groups before the study of the Board was begun suggested
as much as one third of bread was home delivered. (54) Table 12 shows
the relative importance of the distribution channels of the major
baking firms, accepting the figure of 20 per cent of turnover for direct
sales to consumer.

The proportion of business conducted through each channel varies
considerably between the major organisations. Whereas J.Lyons and
Company have no retail rounds, the Co-operative Wholesale Society and
the retail co-operative societies sell more than half their bread by
home deliveries, with the remainder sold through 12,000 co-operative shops.
Associated British Foods sells bread through its 3,000 tied outlets. Sales
to non-owned outlets are more important to Spillers, which has only 300
tied shops and 80 per cent of its trade is with non-owned retailed outlets.
Ranks Hovis McDougall own well over a thousand shops but the trade with
non-owned outlets is still a very important part of the turnover. (55)

(53) Census of Distribution, 1961, Organisation Tables, Table 9.

(54) Market Investigations Limited, "Attitudes to Bread Quantifying Study",
December 1965.

(55) Economist Intelligence Unit, Retail Business No.117, November 1967,
"Bread", p.41-2.




V. Product Differentiation :

The degree of product differentiation denotes the extent to which
buyers have specific preferences among the competing products of the
various sellers established in an industry. The degree of imperfection
of substitution between the various products of the industry as considered
by buyers, is held to be an important influence on the character of
the competitive relationships between established sellers. They are not
necessarily bound to sell at a single price and there is to the individual
seller some independent jurisdiction on price.

The strength of buyer preferences is determined by reference to
cross—elasticity of demand, which is defined as the responsiveness of the
sales volume of one product to a small change in the price of a second.
Although we define an industry as a group of firms producing close
substitutes in the eyes of buyers, product differentiation refers to the
less than infinite cross-elasticity between products within that industry.
The imperfection of substitution between such outputs is due to the fact
that buyers, for various reasons, prefer the product of one seller to that
of others in the industry.

Product differentiation within an industry is generally based on the
opportunity for producing significantly different designs of the goods in
question and the relative ignorance of buyers with respect to the merits
of various alternative products. It also arises from the susceptibility
of buyers to persuasive appeals concerning the alleged superiority of
products of individual sellers. These preferences are developed by adver-
tising, through the use of brand names, trademarks and company names.

Since bread is a consumer good, the possibility of producing a
differently designed product, using a brand name and backing it by
extensive advertising, readily suggests itself as feasible market strategy.
Nevertheless, the frequency of its purchase and the intrinsic simplicity of
the product are factors which would seem to make consumers sufficiently
well-informed to prevent extensive product allegiance. Whether this is so
is examined later.

Deliberate product differentiation in the bread industry has been of
comparatively recent origin, since the use of a brand name is difficult
without a wrapper in which to sell the loaf. (56) Wrapped loaves did not
appear until the early part of this century and the cost of wrapping (and
slicing) gave an inherent advantage to plant bakers whose output could
justify the installation of the required equipment. Master bakers continued
to produce the craftsmen's product of an unsliced and unwrapped loaf.

The development of wrapping was. slowed down by the Second World War,
but since then the wrapped, sliced loaf has achieved such popularity with
housewives (see Chart 111) that it has become the basis for the differ-
entiation of bread by brand between plant bakers, and more particularly,
the major national firms. It is significant that the increased accepta-
bility of wrapped bread, the increased use of brand names, the increasing

(56) This is not inevitably so, or completely true, for the "Hovis" loaf
has long had the "Hovis" name shaped into the loaf. Hovis bread,
however, is made from a speciality flour sold by Hovis Limited,
and is not the brand name of a bakery firm.




CHART TI1I

CONSUMPTION OF BREAD - WRAPPED VERSUS UNWRAPPED

1967 (Provisional Estimates)

oz. per person per week

White Bread
40-02 oz. 100%

Other

| 2:80 |
wholowneat (L INussl WL

Wholemeal Unwrapped

Al White Bread 33«84 oz.
Households :
Wrapped 23-20 oz.

Unwrapped 1064 oz.
Source: National Food Survey 1966




concentration of production and rising levels of advertising expenditure
have all been parallel developments in the bread industry since the end
of the baking subsidy in September 1956. Bakers were then no longer
obliged to bake the so-called "National" loaf, on which they received
the subsidy. The removal of the subsidy hence led to an immediate
increase in importance of their branded bread. Today branded bread
accounts for over two thirds of total sales in England and Wales and over
80 per cent in Scotland.

Whereas the market area of a master baker or even plant baker pre-
war was essentially local, or at most regional, the four largest firms
have, to varying degrees, almost national distribution on which to derive
maximum benefit of consumer familiarity with their brand name. Hence the
first national brand was also dependent on the development of nationally
based firms. Since the distribution area of any one bakery is limited,
this meant that the nationally distributed loaf had to come from multi-
plant bakery firms, throughout the country.

The first national brand "Wonderloaf" came in 1953 from Spillers
shortly after their integration into bread. This was soon followed by
nSuriblest" from Allied Bakeries. At present there are five national brands.
The major brand names of the four major national firms are shown below:

Firm Major Brands
Ranks Hovis-McDougall Limited. "Mothers Pride"

Co-operative Wholesale Society and
Retail co-operatives. "Wheatsheaf"

Spillers Limited. "Wonderloaf"

Associated British Foods Limited. "Sunblest"
"Tiger"
"Top Taste"

Two fifths of the sales of wrapped 28 oz. sliced loaves are accounted
for by the four principal, nationally distributed brands. Most of the
remaining 60 per cent is accounted for by local brands of the four larger
firms. The relative importance of individual brands is shown in Table 13.
The national brands are those promoted by advertising on television, which
is the most important medium used.

Nationally advertised brands are not the complete basis of product
differentiation in bread. There is differentiation in the retention of
names of locally established baking firms taken over by the Spillers, Ranks
Hovis-McDougall, and Allied Bakeries organisations since 1953. Hence there
is a differentiation of product based on the continuing satisfaction of
local buyers' preferences. The nature of the controlling parent organisa-
tion is not revealed, and the impression of a continuing independent
concern is fostered in this manner by local labels. This basis for product
differentiation is of great importance to the bakery organisations because
of their distribution system, i.e. a very considerable dependence on retail
outlets which are independently owned. Most grocers and food shops take
bread from three or more bread suppliers. The apparent independence of
local baking firms within a national organisation permits any one organisa-
tion to be a multiple-supplier to any one retailer.




TABLE 13 BRAND SHARES OF THE MARKET FOR WRAPPED
SLICED BREAD - 1965

Percentage
Wonderloaf. 12
Mothers Pride. 11
Wheatsheaf 10
Sunblest 9
Others 58

TOTAL 100

SOURCE : Economist Intelligence Unit, "Retail Business"
No. 93, "Bread", November 1965, p.33

The acquisition of master bakers' shops in the decade since 1953
has also meant that the major firms (other than the co-operatives) may
own apparently competing shops in a single street which all belong to
the parent company.

The non-co-operative groups further attempt to differentiate their
product in other numerous ways. There is usually a minor brand name which
is, in fact, exactly the same bread as that of the main.brand. A wrapper
of contrasting colour, however, suggests that the two types of bread are
different in taste.

Bakery firms also paint their vans used for home delivery in a
different colour, and use a different name, to those vans which make
delivery to grocers and other outlets. The vans making wholesale delivery
bear the baking firms name. Both retail and wholesale vans, however,
carry the same product.

Product differentiation is further developed through the extensive
range of bread products manufactured by the national firms. Associated
British Foods produces about 50 different types of bread and the other
major organisations similarly produce a wide range of loaves.

This variety of bread includes both the production of fancy bread,
e.g. crusty bread, Vienna rolls and different sizes and shapes of loaves
baked from the same dough type.

In recent years there has been an increasing tendency to distinguish
loaves by their wrappers. The "Tiger" loaf introduced by Associated British
Foods in January 1967 has a distinctive wrapper in the form of its colour
and twist-wrapped end. An advertising campaign for "Sunblest" bread,
launched in November 1967, was based on its new wrapper.(57) Transparent
film wrappers with imprinted patterns are also a recent innovation. These
"bagged breads" can be expected to increase in importance, if the trend
in the United States is taken as a guide. (58).

Despite such widespread attempts at product differentiation it is
pertinent to assess how effective consumer preferences have been shaped.

(57) A research enquiry was conducted to test consumer acceptability of
the new "Sunblest" wrapper. See The Baker, November 1967, p.23

(58) See The Bakers Review, 20th October, 1967, p.1953.




Bain has suggested that the establishment of brands, and their
support by advertising, is not automatically effective in creating strong
product differentiation in a consumer good industry. (59) The relatively
simple character and function of basic necessities and their repeated
purchase by consumers set strong limiting factors on consumers' readiness
to believe in the existence of real differences in such goods. These
limiting conditions are easily fulfilled for bread. Furthermore there is
factual evidence to support the conclusion that product differentiation is,
as yet, not strongly developed in the bread market.

Most trade sources hold the view that brand loyalties are weak
because standard bread is so manifestly the same product under the brand
wrapper. They admit that housewives are aware of the practically indisting-
uishable differences in taste between the major brands.

A test by the Consumers Association of a panel of 100 people found
"many could, quite a lot couldn't" detect a taste difference between
similar types of bread, one made by a plant bakery and one made by a small
baker. (60). It is reasonable to suppose that such differences are even
less easily identified between all plant produced brands of bread.

A trade contract claimed that only one person in ten bought bread by
the brand name. The majority of customers simply asked retailers for
"a sliced large loaf" or "small uncut loaf" as appropriate. A further
source stated that his market research suggested that the major determinants
of where bread was bought were characteristics of the shop itself, and not
the brand of bread sold. It is significant that the major baking firms
derive no premium for their branded bread, as the prices of standard loaves
are identical. Indeed, when there has been a price differential between
the major brands, sales of the higher priced bread have fallen shareply.
This means that the cross-—elasticity of demand between various brands of
bread are high, and consumers readily purchase the lower priced product.

There have been in fact two examples in recent years of significant
changes in the patterns of trade following the inception of a price
differential between the major brands. One is the sales experience of
Ranks Hovis-McDougall which increased its prices by one penny two weeks
before the rest of the industry in January 1966. Sales fell dramatically
in the period before the other firms adjusted their price upward and it
took a long time - in one area two years - to regain the previous market
share.

The other test of the strength of brand loyalties is provided by the
price cutting campaign of a group of North East retail co-operatives in
January 1967. The threefold increase in sales achieved by a price cut
of 4d. on a standard "Wheatsheaf" loaf further throws doubt on the strength
of brand loyalties. The disparity in price in this particular instance
was, however, considerable. Nevertheless, in the first case cited, turn-
over was highly sensitive to a price differential of just 1d.

(59) BAIN, J., Barriers to New Competition, Harvard Univ. Press, Cambridge
Mass., 1965, p.130.

(60) Consumers Association, "Bread", Which, August 1966.




Trade contacts point out that other retail co-operatives have experienced
much less dramatic results with price cuts on bread. However it seems

the degree of information told to consumers of price cuts of a significant
amount has a great bearing on the size of sales response. For example
"Bread 2d off" is likely to be more appealing than "Bread 1/5".

Together these instances seem to support Bain's thesis that strong
product differentiation is difficult to achieve for a consumer product

such as bread.

V1. Barriers to Entry :

Bain has defined the condition of entry as the advantage which
established sellers possess over potential new sellers who may wish to
enter that industry. He suggested that this be measured by the largest
percentage by which established sellers can persistently elevate prices
above competitive average costs of production and distribution without
inducing potential entrants to actually enter the industry. If prices
exceed this "entry-forestalling level" (61) a level of price will be
reached which is sufficiently high to induce new firms to enter, and
this will be the "entry-inducing" price. (62) The advantage which
established sellers have depends on various barriers to entry facing new
entrants.

There are four main types of barriers to entry - product differentiation,
absolute cost disadvantages, economies of scale and market outlets.

Established firms may enjoy a product differentiation advantage over
potential entrants because of the preferences of buyers for established
firms and products when compared with new ones. In these circumstances
the entrant either has to sell at a lower price than established firms,
or incurs higher sales promotion costs per unit output. In both cases the
new entrant obtains a less favourable margin of profit, so enabling prices
of established firms to be above minimum average costs.

Secondly, established firms may enjoy lower costs of production and
distribution than potential entrants because of their control of superior
production techniques, favoured access to investment capital, or through
preferential terms in employment of other factors or production such as
management and raw materials.

Thirdly, economies of large scale production and distribution in the
industry may be such that in order to obtain optimal scale, the entrant
must supply a significant fraction of total industry output. But entry
at this scale by the new firm means this output causes price to fall -
unless established firms reduce their output. On the other hand, if entry
is made at a lower level of output, costs per unit rise sharply, so again
the profitability of entry is reduced.

Fourthly, new entrants may have difficulty in finding sufficient
retail outlets on account of forward integration by existing firms.

(61) BAIN, J., Barriers to New Competition, p.22.
(62) Tbid, p.22.




Evaluation of barriers to entry in British manufacturing industry
has not been as comprehensive as Bain's pioneering work in the United
States, and it is a field where precise data is difficult to obtain.
Bain stated that

"Information such as is available comes from freehand guessing
often influenced by dubious general theories of technology
eeee-ess.pontifical findings are frequently intertwined with
other theorizing in a manner which makes it difficult to
distinguish valid deduction from vigorous but unsupported
assertion." (63)

The possible sources of barriers to entry into the bread industry
are now examined.

A. Product differentiation :

The disadvantage facing a new entrant to the baking industry in
respect of product differentiation would be consumer attachments to the
brands of established firms essentially based on the latters' advertising.
The extent of the disadvantage would be measured by the promotional costs
required to launch the new brand.

The fact that buyers purchase bread regularly, that it is inexpensive
per unit, buy for use rather than prestige, and can easily make judgements
about relative physical and other intrinsic qualities of competing brands,
does not give established sellers very much of an advantage over potential
entrants. It was considered above that while the attempt at product
differentiation in bread was pervasive, it was not very successful and that,
by the same token, sets no great or continuing problem for entrants. That
is the duration of the product differentiation disadvantage is not a
lengthy one to surmount.

B. Absolute cost dis-—advantages :

In the case of baking, as in numerous other industries, new entrants
are at a nominal and transitory disadvantage in acquiring management
personnel, production know-how and other requirements for efficient
productive operation. There are no strategic patents covering productive
techniques and equipment which raise significant barriers to entry.- It
has been said of entry into the United States baking industry that

nlittle is required in the way of working capital with which to
get started. Machinery and equipment can frequently be obtained
on credit and financed by installment payments. Trucks can be
leased. Raw material inventories are relatively low because of
rapid turnover. Little or no finished-goods inventories exist
because of perishability." (64)

(63) BAIN, J., op. cit., p.59.

(64) KAPLAN, D., Testimony before Sub-Committee on Anti-Trust and
Monopoly, Administered Prices Bread Hearings, 86th Cong. 1st Sess.,
Washington, 1959, P. 6494-95.




Flour is a prominent item in total costs - 40 per cent — but there are
no problems concerning its supply such as to provide a deterrent to entry.
Much of flour used for bread production is milled by firms owned by the
major baking organisations. However, flour is readily supplied to
baking firms outside these organisations. The economies secured

by full time working of flour mills are a strong incentive for

making maximum flour deliveries to non-owned bakers. No cost

squeeze by these integrated concerns is therefore likely to be

incurred by the prospective entrant to the bread industry. Moreover,
there remain several independent flour milling concerns who would be
willing to supply flour to the new baking firm. Indeed, trade would not
be declined in a period of falling flour consumption per head. Hence,
vertical integration backwards into flour milling would not be necessarye.

The installation of a bakery unit with two twelve sack production
lines, bulk flour handling equipment and a fleet of vans would involve
a capital expenditure of over £1 million. This sum would seem to be a
barrier of moderate magnitude to the entrant as defined by Bain, that is
a "new" firm. But it would be a minor cbstacle to an established firm
in a related industry. In fact the postwar-integration of flour millers
into baking supports the hypothesis of Andrews and others that established
firm entry is the predominant source of new entrants. (65) The fact that
the capital barrier is markedly less imposing for such established "firm
entrants seems verified in the following instance. The flour milling firm,
Cranfield Brothers Limited, has spent well over £1 million in expanding
its hitherto minor bakery interests in East Anglia.

However, since the market area of one bakery is limited, national
distribution of bread by a new firm would require the building of numerous
plants throughout the country. Entry at such a scale, in terms of capital,
would thus be very expensive, and take a considerable time to achieve.
Hence the acquisition of numerous existing productive units would be the
sine qua non of achieving national coverage for bread. This, as shown
earlier, was the policy of Allied Bakeries since 1937 and the two large
milling firms, Spillers and Ranks since 1953.

C. Economies of scale :

Bain has defined scale economies as "very important' when 10 per cent
or more of the national or largest submarket output is supplied by an
optimal plant, and costs are significantly higher at sub-optimal scales;
as "moderately important" when about 5 per cent of that market is supplied
by an optimal plant and costs rise significantly at sub-optimal scales,
and "relatively unimportant" when the scale of optimum size is small and
scale curves are relatively flat. (66) The deterrent to entry thus tends
to increase as both the minimal optimal scale becomes a larger proportion
of total industry (or sub-market) output, and as the rate of rise of unit
costs becomes steeper as scale is reduced below the minimum optimum.

(65) ANDREWS, P.W.S., ManufacturingBusiness, MacMillan, London 1949,
p.168-72; and "Industrial Analysis in Economics", Oxford Studies
in the Price Mechanism, Wilson T, and Andrews P.W.S. (Eds.),
Clarendon Press, Oxford, 1951.
Also:
HINES, H.H., "Effectiveness of Entry by Already Established Firms",
Quar. Jour. Econ., LXX, February 1957, p.132-50.

(66) BAIN. J., Barriers to New Competition, p.103-4.




In the case of bread, the plant of minimum optimum scale is considered
in the industry as being one with a capacity of 12 sacks of flour con-
verted per hour. Average production costs per unit are thereafter constant
for larger plants. Minimum production costs are thus reached at a plant
capacity of approximately 1,500 sacks per week, i.e. the 12 sack plant
working 22 hours a day for 6 days per week. The relationship between the
slope of the production cost curve and the rising costs of distribution of
an extended market area determine a situation of minimum production
and distribution costs when the distribution area is of a radius
50-60 miles. On the assumption that this submarket area of a
radius 50 miles in the United Kingdom includes 2 million persons, with
per caput consumption of 1% loaves per week, such a minimum optimum sized
plant would supply about 1/10th of the total capacity required. It would
only contribute about 1/250 of total national required capacity. Although
in a geographical submarket, economies of scale are most apparent, in
national terms neither the importance of the proportion of industry output
supplied by an optimum plant, nor the "percentage" effect of scale
economies is significant.

The slope of the cost curve associated with sub-optimal scale is of
moderate steepness. The Prices and Incomes Board stated that

"the economic advantages of large scale are not sufficiently
great to force a rapid elimination of small plant bakeries." (67)

Nevertheless it recognised that

"there are economies to be gained from an increase in the
average size of bakeries." (68)

In general, it would appear that economies of scale do not present
a considerable problem to the potential market entrant into the bread
industry.

D. Outlets :

Each of the four major firms either had retailing interests early
in its history, e.g. Associated British Foods and the Co-operative Whole-
sale Society or has integrated into retailing more recently, e.g. Spillers
and Ranks Hovis-McDougall, as a means of securing outlets for their
bakery products.

The question is whether the prospective entrant would also have to
integrate into retailing to obtain outlets for his bread. It is the
opinion of the trade that it would not be necessary to rely on owned
outlets. Nonetheless, there are now five national brands all competing
for restricted shelf space in non-owned grocery outlets. The new entrant
thus faces considerable competition from established firms in these non-
tied outlets.

(67) National Prices and Incomes Board, Report, No.17, Wages in the
Bakery Industry, June 1966, Cmnd. 3019, H.M.S.O., para.22, p.8.

(68) Ibid, para. 22, p.S8.




E. Overall barriers to entry :

In overall terms, the barriers to entry into the bread industry
would seem to fall into a "low to moderate'" catagory. (69) This is
emphasised in the present character of the industry. Members of the
industry refer to it as "overplanted" by which is meant the existence
of too many bakeries. The slow rate of exit fram the industry has meant
that the return on capital obtained at present is low in comparison
with other manufacturing industries.

Indeed, the low return on capital is the strongest deterrent to
entry at the present time. This is further discussed in Chapter 4.

V1l. Integration by Large Food Chains :

The most likely entrants into the bread industryare retail food
chains. The bread industry has been in recent years aware of the potential
threat of backward integration into baking by such retail food chains.
Since the barriers to entry facing such retail chains are lower than for
many other firms, their potential market entry is a significant dimension
of market structure in the bread industry.

In the United States Garoian and Mueller have found a clear relation-
ship between chain size and the extent of vertical integration among
grocer—chain stores. 1In the case of baking, whereas in 1940 11 of the
largest 20 chains had integrated into baking, 19 of the 20 had integrated
into bread by 1957. (70) Retail food chains have integrated into food
manufacturing on account of their ability to overcome the barrier of
product differentiation which makes entry difficult for small sized firms.
Their size enables them to develop consumer acceptance of their own brands
and operate efficient-size manufacturing plants. Moreover, the concentrated
market structure of grocery manufacturing industries, in which such sellers
have considerable market power, provides an incentive to integrate. Indeed,
there is a highly significant relationship between the market concentration
of various food industries and the extent to which chains have integrated
into them. (71)

The question in the United Kingdom is whether the major food-retailing
chains will also integrate into baking, either in the form of a central
bakery sited to serve a number of the outlets of the firm, or less likely
as a bakery unit within the store premises. (72)

The growth of several food chains at the current time certainly makes
the question of integration a relevant one. Tesco Limited, for example,
has 800 stores and its sales are £190 million. It may well be that the
advance of food chain retailing has still not yet developed sufficiently
for the possibilities of integration to be fully apparent. However, the
profitability of successful supermarket retailing will certainly make the
operation of their own food manufacturing plants economically feasible.

(69) BAIN has classified overall barriers to entry as '"very high",
"substantial", and "moderate to low", Barriers to New Competition, p.170.

(70) MUELLER, W.F. and GAROIAN, L., Changes in the Market Structure of
Grocery Retailing, Univ. of Wisconsin Press, Madison, 1961.

(71) GAROIAN, L., "Grocery Retailing", Chap. 1 in Market Structure of the
Agricultural Industries, Moore, J.R. and Walsh, R G. (Eds.) p.17.

(72) In store baking in food chains in the United Kingdom is as yet a
very new phenomenon. The first in-store bakery was in a Safeway
supermarket in Bedford in July 1963. Seven of the 28 stores in the
United Kingdom Safeway chain now have in-store bakeries. Apart
from Lewls' of Birmingham and Kibby's of Cwmbran in Wales, there are
few other instances of chains baking speciality bread in the store.
The incentive to impulse buying is given by the freshly baked rolls
and fancy bread.
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Tesco Limited are expected to operate 835 supermarkets by 1975 together
with some 250 self-service stores.(73) The relatively new phenomenon
of supermarket retailing in the United Kingdom as a factor contributing
to size of food chains helps to explain the contrasting situation in
respect of chain integration to that in the United States.

Furthermore it is the opinion of the major plant bread firms that
there is no incentive for the food chains to integrate into baking on
account of the present low return on capital employed in bread manufacture.
Moreover, retall food chains have a powerful bargaining position due to
the size of their order for bread. This is reflected in the concession
by bakery firms of increasing rates of discount for volume sales. Consid-
erations of space and availability of labour were mentioned by trade
sources as problems for in-store baking. The dispersed location of chain
stores would also result in high costs of distribution from a chain-owned
bakery.

Chains can in effect "integrate" into baking without actually
operating their own manufacturing plants. This form of integration can be
achieved through having a contract for the supply of own-name bread from
an existing bakery.

Private label brands have rapidly increased in number for many grocery
products in recent years. Several retail chains have numerous own-name
products. (74) Nevertheless in baking this has not yet been widespread.

J. Sainsbury have a private label wrapped bread supplied by bakeries of

two of the major bread organisations. The Key Markets chain also sells a
private label bread. These are exceptions to the general situation of there
being little private label bread sold by retailers. This situation is in
sharp contrast to the United States, where bread baked by retail chains
accounts for over 70 per cent of the chain's bread sales. Bread baked by
the chain itself, is sold below the price of nationally distributed brands.

The experience of food retall chains in the United States is instructive
in establishing the problems involved in integration into baking. In
spite of a significant distribution cost advantage, a captive market for
its bakery products, and long production runs for a limited production line,
several chains in the United States have found manufacturing and distri-
buting their own private label bread to be less profitable than handling
manufacturers' brands. The rationale for continuing this less profitable
operation is, according to a study by Goldberg,

"to provide a low cost image for the store, to differentiate

this particular chain's operation from that of other chains,

to provide price pressure on the national manufacture, and

to provide a traffic-builder product at a reasonable price.'" (75)

(73) ROGERS and MILLBOURN, A Survey of Supermarkets, Lond, January 1968.
p.1ll.

(74) See THORNCROFT, A., "Private's Progress", Financial Times,
26th January 1968.

(75) GOLDBERG, R.A. "Marketing Costs and Margins : Current Use in
Agribusiness Market Structure Analysis", Jour. Farm Econ.,
Vol. 47, No.5, December 1965, p.1363.




Goldberg's study, however, shows that private label sales represent a
small segment of the total bread market - about 10 per cent. The

problems of the product hampering further growth are, indeed, those

which have been suggested earlier as impeding the beginning of inte-
gration into bread by retail chains in the United Kingdom. These problems
derive from the perishable nature of the product. Private label bread
manufacture is thus limited to food chains that have enough local

retail outlets in an area to warrant a bakery plant of efficient size.

Trade sources in the major British retail food chains, however,
expressed the view that the problems of own-baking were not insuperable
and they were considering the implications of extensive integration into
bread. These food chains are being cautiously watched by the major
bakery firms who are very reluctant to supply private label bread.

The fastest expanding self-service chain, Tesco Limited, has turned
down offers from independent bakers to supply private label bread,
while considering its policy on integration into bread. It already owns
one bakery firm in the West Country, Cadena Cafes Limited, and considered
developing its productive capacity for extensive supply of its retail
stores. It should be added that the large supermarket and self-service
group of Fine Fare Limited cannot be expected to integrate into bread
since it is a subsidiary of Associated British Foods.

The threat of potential competition is, on a priori grounds, a
structural dimension of consequence influencing market behaviour and is
verified in practice in the United Kingdom bread industry. The trade
witness for the Federation of Wholesale and Multiple Bakers said in the
Restrictive Practices Court in 1959 that the fear of setting prices too
high and thereby inducing large food retailers to integrate into baking

partially determined the Federation's moderate pricing policy. (76)
This fear remains no less real at the present time.

(76) CURTIS, T.W.H. of Allied Bakeries in evidence.




CHAPTER 3

MARKET CONDUCT IN THE BREAD INDUSTRY

Bain regards market conduct as comprising three main distinguish-
able, but interrelated, dimensions. The first refers to the character
of relationships between sellers. This concerns whether each firm in
an industry acts independently without attention to the effects of its
policies on competitors; or whether firms act interdependently, and
perhaps collusively. The second refers to the principles (and methods)
which firms, either individually or collectively observe in arriving
at decisions. This dimension concerns the extent to which there are aims
common to all firms in the industry as opposed to individual ones. The
third major aspect of market conduct is the nature of defensive measures
taken against established competitors and potential entrants. (1)

Bain's definition of market conduct, however, is not exhaustive.
It omits discussion of processes which lead to changes in observed market
structures. Such changes of particular strategic importance are vertical
integration and firm diversification. Product differentiation can be viewed
as forming a dimendon of market conduct, but it was felt more appropriate
to discuss product differentiation 'in this instance as a structural
parameter.

Description of the market conduct of the bread industry is partly
based on the framework suggested by Bain. The price policy of firms in
the industry is first examined. This section discusses the nature of
relationship between baking firms, their determination of retail margins
and principles of price calculation. This is followed by analysis of the
sales promotion policy of baking firms. Product policy is discussed in
a further section. The final sections of the chapter described predatory
and exclusionary tactics, and the diversification policy of the major firms.

I. Price Policy :

A. The changing character of seller inter-relationships :

The pattern of seller interrelationships in the bread industry has
been markedly varied during the present century. In turn there has been
price fixing by bakers, government price regulation, pricing agreement
and prices determined by market forces.

1. Price fixing by bakers in the interwar years :

Beginning in the decades before the First World War, and continuing
far more actively in the inter-war years, local associations of bakers
(essentially independent master bakers) attempted to fix the retail price
of bread in their areas. Such prices fluctuated to some extent with the
price of flour, and prices in different areas were related to the maximum
prices recommended by the Food Council for the London area. (2)

(1) BAIN, J.S., Industrial Organization, p.266.

(2) The Food Council was set up in 1925 on the recommendation of the Royal
Commission on Food Prices that there should be a Food Council to fulfil
a supervisory role over the staple food trades. It had no statutory
powers and relied on publicity as far as bread prices were concerned
to achieve its aims.




The effectiveness of price fixing by bakers' associations in
different parts of the country varied widely, as did the support giYen to
such practices by the plant bakers. The co-operative societies, while
taking no direct part in the determination of the price schedules, usually
followed them very closely, though in a few areas the societies consistently
sold below the agreed prices.

These price-fixing agreements were adopted in an attempt to prevent
undercutting of bread sold by the master bakers in their own shops the
non-baking retails shops, or by plant bakers. To enforce the price agree-
ments, the bakers' associations threatened that their members would decline
to trade with flour millers supplying flour to individual bakers selling
bread below the price ruling in a district. (3) Again the effectiveness
of such sanctions varied considerably.

The attempts at price fixing reflected the changes in techniques of
production and development of multiple shop retailing which were taking
place as noted in the previous chapter. The introduction of the travelling
oven just before the First World War with its emphasis on volume, and the
increase in the number of outlets for bread, with the emergence of the
multiple shop organisations, provided conditions where the large plant
bakers were both able and prepared to sell at lower prices to expand their
share of the market. Fixed costs were a greater proportion of total costs
for plant bakers compared to master bakers. This greater capital intensity
of production and distribution gave plant bakers a strong interest in
increasing sales.

Attempts to fix prices inevitably tended to lead to price wars. This
was particularly the case in the Liverpool and Glasgow areas, where the
local associations of master bakers were weak, and where the multiple shop
bakers were strongly represented. In 1920 nearly 65 per cent of the total
number of retail outlets owned by firms with 25 or more branches each were
in the Liverpool area. (4) The proximity to abundant, cheap supplies of
flour from millers situated near Liverpool explains the rapid development
of multiple bakery organisations in the North West of England, where price
wars were frequent and long lasting.

Master bakers who found their turnover quickly diminishing were forced
to match the price cuts made by plant bakers. Master bakers also faced
competition from retail chains. The multiple grocery organisations, such
as the Home and Colonial, Liptons and Maypole on which some plant bakers
relied as a major outlet, were also prone to use bread as a loss leader.

The lower prices resulting from a price war meant lower total revenue
and bakers sought ways of maintaining turnover. The master bakers retaliated
to the grocers' practice of selling bread by stocking prepacked grocery
items, and the plant bakers were given further incentive to increase the
number of their outlets. Even when some agreement in general terms on
prices had been reached the competitive character of the trade led to other
devices, such as the sales of "sides" and "ends" at lower prices to attract
customers and increase turnover. Again this was particularly the case in
the Glasgow and Liverpool areas.

(3) See Ministry of Agriculture Department Committee on Distrihution and
Prices of Agricultural Produce, Interim Report No. 4, H.M.S.0., 1924,
Para.162, p.66.

JEFFERYS, J.B., "The Bread and Flour Confectionery Trade", p.218.




This mixture of price fixing and price competition meant that there
were wide variations in the price of bread in different areas of the United
Kingdom, and even in the prices charged by different firms in the same
district. In some districts in London and in the provinces, the price of
bread was 83d. per 4 lb. loaf in January 1923 : in others it was as high
as 10d. for the same loaf. The prices charged by co-operative societies
in May 1925 showed an even wider variation, ranging from 73d. per 4 1lb.
loaf in some Midland and Eastern towns to 10d. and 11d. in a number of
places in Yorkshire and the North of England.

Price competition in the bread industry was no new phenomenon. (5)
But hitherto the size of production units had been essentially similar.
After 1900 the competitive struggle in tbe baking industry represented
rivalry between master bakers and plant bakers, and among plant bakers
themselves.

The benefits to a firm practising price cutting were very short since
competitors quickly matched price reductions. The lengthy nature of price
wars which ensued before a tacit acceptance of a price level by all parti-
cipants, gradually predisposed the larger plant bakers to appreciate their
important and increasing mutual interdependence. It provided the impetus
for the formation of a trade association representing larger producers -
the Federation of Wholesale and Multiple Bakers. Its actual date of origin
1942 -~ however, owed much to the Second World War for the Federation was
given the task of assisting the Ministry of Food in implementing the bread
subsidy and price control.

2. Control 1939-1956

The outbreak of the Second World War signalled the beginning of a
different phase of market behaviour in the bread industry. As with other
industries, government regulations extensively shaped the existing market
environment.

At the commencement of hostilities, controls relating to extraction
rates and flour prices were placed on the milling industry. Price control
was not ektended to bread until 1941.

A baking subsidy had come into operation in 1940 to stabilise the
costs and profits of the baker from the time he bought the flour to the
time he sold the bread. The rate of subsidy was determined by the cost
of producing bread, and in particular the price of flour. Since the
rate of profit was fixed, changes in the price of flour were reflected
in respective changes in the price of bread or the rate of the baking
subsidy.

In the middle of the nineteenth century "some fifty thousand bakers

were struggling to exist in conditions of fierce competition." Even

at this time millers wanted to assure themselves of outlets for their
flour. Many of the bakers selling at low prices were financed or
directly employed by millers. See BURNETT, "Trends in Bread Consumption",
Our Chanding Fare, p.66.




The baking subsidy began in December 1940 as a 4s. 0d. per sacF of
flour rebate paid direct to bakers, although later a graduated subsidy
with an additional element for a specific number of sacks was introduced.
This was based on the assumption, backed by costings, that the costs of
production of the small baker were higher than those of the large baker,
and that the uniform rate of subsidy was insufficient for the former to
continue to make a profit. The value of this additional subsidy varied
during the war, and ceased in 1945. The basic flat rate of subsidy was
calculated so as to make an average profit over the whole industry of
5s. 0d. per 280 1lbs. sack of flour made into bread. All bakers in England
and Wales, Scotland and Northern Ireland were paid a subsidy at uniform
rates in each area, irrespective of their individual trading results.
Individual bakers earned more or less than the average profit margin
target and costings showed wide variations in profits. (6).

After 1945 small and medium sized bakers became increasingly dis-
satisfied with the theoretical margin of 5s. Od. per sack of flour.
They claimed that their production costs were inevitably higher than
those of plant bakers and urged the reintroduction of a graduated subsidy.
The government resisted this demand on the grounds that the payment of a
subsidy based on output would not be equitable to all sections of the trade
and that there was no necessary relationship between profit and the value
of output, as determined by volume of sales. (7)

Upon the removal of the flour subsidy in April 1953, the whole of the
increase in the price of flour was transferred to the baking subsidy. The
government recognised that this decision placed the small baker at a dis-—
advantage in the purchase of flour as against larger bakers because the
latter could obtain a greater discount on flour purchases. The policy
of the Ministry of Food was to avoid influencing any natural competitive.
developments in the industry, but it also had to ensure that the position
of one group was not worsened in relation to another as a result of its
subsidy arrangements. Since it required all bakers to conform to the same
retail price, the government felt obliged to introduce an extra subsidy
of 4s. 0d. per sack for all bakers on the first 25 sack of weekly output.(8)
It contemplated dropping this extra subsidy in 1954 on the grounds that in
practice the gap between the prices paid for flour by the smaller and larger
producers had not been as wide as had been anticipated. However, as a
result of strong pressure from the smaller bakers the subsidy was retdined
explicitly to help master bakers continue in business. The permitted profit
margin was increased in October 1954 to 7s. 6d. per sack of flour to re-
munerate the additional capital employed since the beginning of price
control and allow for inflation.

The number of bakers claiming the total subsidy fell throughout this
period however as Table 8 in Chapter 2 shows. It was argued in that chapter
that the plant baking section of the industry became an increasingly dominant
one since master bakers found bread production unprofitable. There was
practically no competition in price between master bakers and plant bakers

In May 1952, actual average net profits of master bakers were 2s.10%d.
per sack : of plant bakers 6s. 04d. and of co-operative bakeries 9s.93d.
Hansard, 30th May, 1952 Col. 1864.

(7) Statements by the Minister of Food in House of Commons reported in
Hansard, 11th June, 1951, Col. 94 and 26th May, 1952, Col.1658.

(8) Statement of Minister of Food, Hansard, 16th July, 1954, Col. 2384.







