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‘Technical Bulletin No. 913 - Muarch 1946

MARKETING AND MANUFACTURING
MARGINS

FOR TOBACCO!

By L. D. Howeit, egricufturel economist® and Waine P. Youwc, agricultural
economist, Burean of Agricultural Economics
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INTRODUCTION

Prospeciive postwar adjustments emphasize o long-existing need
for additional information relating {o marketing and manufactur-
ing margins for tobaceo and its preducts. Snch information is
needed as o basis for determining appropriate relative prices at dif-
ferent stages of the marketing and manufacturing procedure, and
for mamno adjustments in margins, which may be necessary in deal-
ing with prob]ems ol price control. The significance of such in-
formation is further emphasized by the appmntment by both the
Senate and House of Representatives in the second session of the
78th Congress of committees to investigate marketing margins and
eosts for agricultural products.

Information relating to marketing and manufacturing margins
or costs is of even g1eater long-time importance, as it is basic to the
most effective treztment of the problems of increasing the efficiency

* Submitted for publication October 19, 1045
* Credit is due Orvel H. Cockrel tor contrlbutions fo this study in (ts beginalng,
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and of reducing the costs of the services involved. There margins
or costs for tobacco and its products influence returns to growers, on
the one hand, and cost to consumers, on the other. The relative
importance of these costs is indiented by the fact that on the average
during the 10 years 1934-43 returns to growers for the leaf tobacco
used nccounted for less than one-eighth; marketing and manufac-
furing margins, exclusive of excise taxes, accounted for more than
one-half; and Federal and State excise taxes accounted for about
36 percent of the price paid by the consumer for the finished tobacco
products. '

The margins or spread betwesn prices fo growers for leaf tobacco
and prices paid by consumers for the finished tobacco products
usnally cover costs of rendering such services as assembling, selling,
storing, financing, manufacturing, transporting, wholesaling, and
retailing,; as well as Federal, State and local excise taxes. Detailed
tlata are presented in this report to show the margins or costs for the
-rious groups of services and the items of costs ineluded. These
data along with other infoermation are used as a basis for indicating
the means by whith, and the extent to which, it would be feasible
to increase the efliciency and to reduce the costs of rendering these
services, and the relative importance of such reductions.

MARKETING CHANNELS AND DIVISION OF
CONSUMER’S DOLLAR

Most of the leaf tobacco that enters marketing channels in the
TInited States is produced in this country, but some foreign-grown
tobacco, used mainly in the manufacture of cigarettes and cigars,
is imported. Most of the tobacco produced is used by domestic manu-
Tacturers, but considerable proportions are exported as leaf tobacco
or as semiprocessed tobacco. ISxports of manufactured tobacco
products are relatively small in peacetime, inasmuch us all of the
chief tébacco-consuming countries have their own manufacturing
establishments, many of which are operated as state monopolies for
reYEnUe purpoeses,

MaRkETING CHANNELS

Taking leaf tebaceo from farms and delivering the finished tobaceo
products to ultimate consumers involves the services of many types
of middlemen. These services begin with the hauling of tobacco
from the farm to warehouses, factories. or packing houses or with
the sale of tobacco on farms. More than 90 percent of the crop
orown in the United States is delivered by the growers to ware-
houses where it is sold at auction, Most of the cigar tobacco and a
small proportion of the fire-cured tebaceo are sold on farms and
delivered to factories, or to packing hounses of the purchasers (2).}

Most of the leaf tobacco sold at nuction is purchased by tobacco
manufacturing companies or their subsidiaries, but considerable pro-
portions are bought by dealers, brokers, commission merchants, and
others. Immediately after the tobacco is sold at auwetion, it is re-
moved from the auction floor and prepared for storage (2). Most

* Ttalic numbers in parentheses refer to Liternture Cited, p. 56.
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of it is then packed in hogsheads and put in storage. Cigar tobaceo,
as a rule, is fermented by the process of bulk sweating and is taken
directly from the curing barn to & building especialiy constructed
for this purpose. After the fermentation is completed the tobacco
is resorted, sized, retied, and packed in bales. Then it is stored for
a month or more before it is ready for sale or for other disposition
(#). Most of the tobzcco exported is purchased by foreign buyers
or their representatives directly from growers on auction floors and
handled in much the same way as that used by domestic manufac-
turers. Then it is packed for shipinent abroad where it is stored.

The aging of tobuceco before it is manufactured and the practice
by manufacturers of keeping enough leaf tobacco on hand to pro-
tect themselves against crop fallures or excessive prices for any
individual type, result in the accumulation of censiderable stocks.
On January 1, 1939, for example, stocks of leaf tobacco owned by
dealers and manufacturers in the United States totaled about 2,604
million pounds (Z7}. Taking into acconnt the losses in weight from
drying, cleaning, handling, fermenting, and stemuning, these stocks
were substantially greater than the unusually large domestic crop
in 1939, and were more than twice as much as was consumed by
domestic manufacturers that year.

During the 5 years 1933-39, production of all types of tobacco in
this country averaged about 1460 million pounds (farm-sales weight)
annually, and imports of foreign-grown tobacco averaged 76 million
pounds on a declared-weight basis. These data on production and
on imports are not strictly comparable but it would appear that of
the total additions to the supply of leaf tobacco handled in the
United States during this 3-year period, about 95 percent came from
farms in this country and about 5 percent was imported (fig. 1).

Exports of tobaceo from the United States, during the same 5 years
avernged about 32 pevcent of the Jeaf tobacco produced in this
country during this period. TFollowing the outbreak of the war in
1039, cxports were greatly reduced. Of the total additions to the
supply of leaf tobacco entering marketing channels in the [United
States during this 3-year period. including imports and that pro-
duced in fhis country, nbout 30 percent was exported and the re-
maining T percent was consunied by domestic manufacturers or
retained here as stocks.

Data showing the uses mude of lenf tobacco by domestic manu-
facturers, based on annual reports of the Commissioner of Internal
Revenue, indicate that during the 5 years 1935-39 about 55 percent
of the total went into the manufacture of cigarettes, 14 percent into
cigars, nud 31 percent inte chewing tobacco. smoliing tobaceo and
snulf. TWhen applied to the 70 percent of the total additions to the
supply of leaf tobacco that was retained for domestic use these per-
centages show that, disregarding changes in size of stocks over a
period of years, the proportion of the total diseppearance accounted
for by these products averaged about 338 percent for cigarettes, 10
percent for cigurs. and 22 percent for manufactured tobaceo (Hg. 1).

In the preparation of leaf tobacco for manufacture there is con-
siderable loss of weight. particularly througlh: drying and in the

removal of stems. This process. togelher with manufacturing, re-
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sults in some waste In the forni of serap tobacco, cuttings, and sift-
ings. These stems and other waste products, along with low-grade
leat tobacco, are used in the manufacture of tobueco byproﬁucts,
principally nicotine, tobaeco extracts, and fertilizers (76).” In 1939,
according to census reports, the value of these byproducts at the
tobacco manufzcturers’ plants averaged less than 0.2 percent of the
value of the tobacen produets.

PAGDUCTION IN UHITED STATES IMPORTS
. 95.0 PERCENT 5.0 PERCENT

-
L4

ADDITION TO SUPPLY IN UNITED STATES
[ 1000 PERGENTY

at M

- o

. EXPORTS ' FOR DOMESTIC USE
0.0 FERCENT . 700 PERCENT

- m

CIGARS CIGARETTES SNOKING,
M1 384 CHEWING, ETC
PERCENT PERCENT 215 PERCENT

Flg. 1-—Approximate distribution of tobaceo in the United States, 1935-39. -

Most of the additions to the supply of tobaeco in the United States Is produced
In this country hut aboul & percent is Imported. During the § yoars 1935-39,
about 30 percent of thix tobneeo wis exported and the remnining 70 porceut was
retained for domestic use. About 53 percent of the leaf tobacco used by domestic
munufncturers went info cigretfes, 14 percent info cighrs, and 31 percent into
chewing tobaceo, smoking tobaven, nnd snuff.

Consumption of mutervials other than leaf tobucco by tobacco manu-
facturers includes sugar, licorice, sirup, molasses, nnd cigaretle paper.
The costs of these additional materials in 1939 totaled about 14
million dollars, or sbout 5 percent of the vosts of the lenf tobaceo
nstd, aceording to census reports. In udditinu. costs to manufac-
turers of other supplies und containers amounted to more thun one-
fifth of the costs of the leaf fobacro.
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Most of the tobacce products go directly or indirectly from manu-
facturers to wholesalers and joblers, then to retailers. In 1939,
according to census reports, products valued at almost 7 percent of
the total were distributed from manufzcturers directly to retailers,
including chains. Small proportions were sold by manufacturers to
consumers at retail and to exporters.

Drviston or Consuser’s DoLLar

Prices paid by consumers for tobacco products are largely ac-
counted for by costs of marketing, manufacturing, and other serv-
ices and by Tederal and State excise taxes. Returns to growers for
the leaf tobacco used account for only a relatively small proportion.
Data relating to the average retail value per unit of tobacco products
and to the average value of the leaf tobaceo used per unit of finished
products show that, during the 18 years 1926-43, returns to growers
for the United States tobacco used averaged about 9 percent and
costs to manufacturers of the foreign-grown tobacco used averaged
about, ¢ percent of the retail valne of the finished products. The
combined amounts of the returns to growers for the United States
tobacco nsed and the costs to manufacturers of the foreign tobacco
averaged nbout 13 percent o f the retail prices of the finished products
during this 18-year period and 15 percent in 1939. The combined
proportions varied directly with prices of leaf tobacco and ranged
?mm less than 9 percent in 1934 to almost 16 percent in 1929 (fig. 2)

PN

*Tarr, K, and PEEN, R, Q. PRICE SPIEADS BETWEEN FARMERS AND CONSUMERS—
Tonacco pronvers.  [Unpublished manuscript.] The prices and marging shown
are weighted averages for cigarettes, cigars, smoking tobacco, and plug chewlng
tobaceo. The weights used are percentages of tax-paid withdeawals based on
data reported by fhe Durenu of Internal Revenue. Tho composite averuge
retail vitlue of the 4 rohaeen products was obtained by multiplying the retall
prices per unit of ench product, as reported by the Iurean of Labor Statistics,
by the estimated average number of units of ench product derived from 1l-pound
of tobpcen (farm-snles weight), then by combining the products nn the hasls
of leaf welghts representing pereentages of tax-paid withdrawnls. The average
farm value per pound of United Stutes tobaceo used by dowestic manufacturers
in the products of ench of the 4 tobacee products was obtnined hy weighting
the seasonal average farm price of onch of the various tvpes of the Unlted
States tobacco by ihe proportion of the total quantity used in eneh product
that was wecounted Tor by each typo. The avernse farm valne per pound of
United Sintes tobaceo used in all 4 tobneeo products combined was obtalned
by weighting the average for cach praduct by percentagos of tax-paid wlth-
draveats s alrewdy inddieated for quantity retnil values. Tniported tobaecco
ma's up Crom 5 to 11 percent of the total quantity consumed by demestic manu-
facturers during the period 10206-13 and the avernge value per pound of the
imporied fobaceo nsed was substantially greater than that for Anletican-grown
toba¢en, The avernge farm value of the Tniten States tobaceo inehuded in a
pound of leaf roba¢rn used was alitained by rednelng the avernge farm value
per pound by the average propavtion of foreign-grown tobacco included. The
avernge vitue of the {oreign-grown tohaceo included in 2 pound of teaf tobacco
useld was obtained by multiplying the average value per pound af the tobacco
tmparteid by the average proportion of forsign-grown tobaceo included. Welghted
averaga fnrm vidues of United States tohaceo 2.5 yeurs earller, obtalned by
raking the simple menn of the Mrm volue 2 and 8 yesrs earlior, and eoncurrent
values of imporred tobneeo were used Tn ealeulaling the margin or spread between
the composite average rotnil value of the tobacea produels ohtainable from o
pound of leaf tobaceo and the value of the leaf folmeen usod.  letuil prices of
plug todneen In the years 0 -3, Inelusive, wepe pslimiated from prices of pipe
tobacco.
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DOLLARS

Reteil value of toboceo products+

b MANUFACTURING MARGING

FEDERAL AND STATE EXCISE TAKES

]
PERCENT [

e I /%{/’////' WZ////;

. . 477 7 7

19286 1928 1930 1932 1934 1936 1938 1540 1942 1944
YEAR OF RETAIL VALUE IFARM VALUE 2.5 YEARS EARLIER)

m Yajue ol tobacce imparied ¥ - Farm valus American tobacco used *
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W) FEfedgfd al7apka=a’s 45 TepICATED PN Beldi[ HaLFED.

Fig 2—Average retuil value of tobacco products ebfainable frow a1 pouml of
tohneeo, average value of the tubicco used, and marging, Unitedd Biates, 12643,

Retail vilues of tobieco products are nvgely acconnted for by marketing and
munufireturing nmrgins and by Feders! and Mhire exeise taXes. During the 18
yeurs 192643 cosls of the leal tobacco usedl averaged shout 13 percent of the
vetnil valoe of the products and vanged from almost 16 pereent in 19024 Lo less
than 14 percent in 1935 Dueing this period Federal and State exeise faves
have Incrensed. Mmrketing and manofaeturing mavging aud costs ol {inported
tobeco decrensed.

Tederal and State excise taxes wre noteworthy items in the costs
of tobaceo products. The proportions of the consumer’s doflur paid
for finished tobacca products that were wecounted for by these faxes
averaged about 34 percent during the 18 years 1926-43, and the
proportions by years ranged from 27.5 percent in 126 to 38 percent
in 1941, In recent years a few cities have Jevied excise taxes on
tobacco products, mostly on cigarettes, but the proportion of the
consumer’s dollar, for the country as a whole, accounted for by these
locnl taxes is relatively small
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MARKETING AXD MANUFACTTURING MARGING

Marketing and manufacturing margins. including locul excise
tuxes, but not including Federal and State excise taxes. accounted
for about 53 percent of the consumer’s dollnr during the 18 years
192643, and the proportions by yenrs decrensed from nlmost 58
percent in 1926 to less than 50 percent in 1039, 1940, and 1943. The
size of these marging emphasizes the desivability of a break-down to
show the items ineluded and their relative imporinuce. Kstimates.
based on effcial data and on other information. were made to show
the average distribution of the consumer’s dollar paid for tobucco
products in 1939, the lust “normal” prewar vear. Data available
for this puipose are not complete, In some instances they e not
strictly compuiable, Consequently, some liberties were tulien in ap-
proximating the distribution of the consumer's dollar on this basis.
Furthermore, the estimated marging were adjusted o approximate
the farm-to-retail price spreads for tobacco products. us calenlated
by the Bureau of Agricultural Iconomics.

Estimates were made to show the averawe distribution of the con-
sumer’s dollar for all tobacco products combined. on the basis of (he
agency making the conversions or rendeving (he services. The r1e-
sults show that. on the avernge. in 1939, abouf 11.6 percent of the
consumer's dollar went fo tobacco growers in (he United States for
farm production. 3.6 percent for tobaceo imported. 1.2 percent to
dealers in leaf tobacco, 25.2 percent to manufacturers. 36 percent for
Federal and State excise taxes. 4 percent to wholesulers of fobaeco
products. and 18.4 pereent to vetailers (fig. 3).

Information relating to specific items of costs is not complete and
in some instances the data for the various agencies are not com-
parable, but vough approximations based on such data as nve avail-
nble indicnte that Federal and State excise taxes wecounted for about
36 percent of the retail price for all tobaceo products combined
(fig. 3). Salaries and wages, except farm, accounted on the averae
for about 17.8 percent of the vetail price; cosis of advertising, 4.2
pereent : operation profits for all agencies, except Tarmers, 10.3 per-
vent; and other expenses of manufucturing and distribnting the prod-
ucts averaged abouc 16.5 percent of the retail price. The relative
importance of these items is indicated by the fact that Federal and
State excise taxes were more than 3 times as great. and salavies and
wages for manufacturing and distributing the products minounted
to about one and one-halt times as much. as the veturns to Frowels
in the United States for the American-grown {obaceo used. The
combined operating profits for all agencies, exeept Tarmers. umounted
to ahuest 90 percent. and ecosts of advertising amonnted 1o about a
third of the returns to growers in the T™nited States Tor farm pro-
duction of the American-grown tobacen e,

The approximate propertions of the consumers dollar (hat went
to growers in the United States for the Aimerieun-grown tobaceo
nsedl, as shown for 1039, was based on {he ayerage retatl price of the
praducts in 1939, on the simple average of farm prices of American-
erown tehaeeo In 1086 and 1987, and on costs of foreign-grown to-
bacea in 1930, Tarm prices of tobaceo in 1036 and in 1957 were mueh
higher than in 1939, Tf farm prices in 1939 had been used in these
ealeulations instead of the average of 1936 and 1937, the propovtion
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APPROXIMATE AVERAGE DISTRIBUTION OF THE CONSUMER'S DOLLAR PAID FOR
TORACCO PRODUCTS, UNITED STATES, 1839+

‘BY AGENCIES BY COST ITEMS

CENTS PErEen CERTS

& 194 Rela i @ 165 Al other

"l 40 Wholesalers Frofits®

Adver{ising

Faderal and Slaie
CXCISA [ARRS

Salatiey and wagel

Federai and State
BREASE |3net

Manutaciurers

Deaters in lesl
tobacco

Imported Inhacce Imperiyd tobages

Grawers |n Fatm produthion
Umiled Statey &8 in Unitad Siatay

|}

WpAFID N CHEIAL AND GTHEN DATA AND FANTEF RINIWATID LRI - PO EN T gl LR T iy B 1

Fig. 3—Estimates of the distribution of the consumer's dollur pald for tobhceo
products indiente that in 1039 ahout 22.4 cents went to whelesalers and retallers,
38 cents for Federal und Htate exclse tnxes, 26,4 cents went to manufucturers
ant dealers in leaf tobneeo, and 15.2 cents went for leat tobneeo. Salarles and
wages, other than farm, secounted for about 18 eents; profits, ofher than farm,
10.3 cents; advertising, 4.2 cents; imported tobueco, 3.6 cents; and returns to
farmers in the United States, 11.0 cents.

of the retail prices of the products in 1939 accounted for by returns
to growers in the United States for the American-grown tobacco
used would have averaged about 8.8 percent and manufacturers’ mar-
gins would have averaged about 28 percent. Costs of tobacco as
reported by manufacturers usually represent the average inventory
value of the tobacco accumulated over a period of years.

These data supply o basis for indicating the relative importance of
bringing about both increased efliciency and reductions in the costs for
the various agencies and functions involved. According to these data
the margins for manufacturing tobacco products, exclusive of excise
taxes, or for distributing them through wholesale and retail channels
each averaged more than twice the returns to growers in the United
States for the Ameriean-grown tobacco used. But such differences
mey not reflect accurately the relative opportunities for making sav-
ings in costs that could be passed back to growers or on to consumers
of the tobacco products. Some indications of the extent to which it
would be feasible to reduce these margins may be obtained from an
examination of detailed information for the various agencies involved.
Such information is presented in this report in about the order in
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which the services are rendered, beginning with the marletin g of leaf
tobacco.

MARKETING MARGINS FOR LEAF TOBACCO

These margins include the charges made for taking leaf tobacco
from farms or from local markets and delivering it to manufacturers.
But before it is offered in the marlets, the tobacco is cured on the
farm in barns especinlly constructed for use with or withont facilities
for heating, depending upon the type of tobucco—whether fu e-cured,
fire-cured, or air-cared. The purpeses of this euring on the tarm are
(1) to reduce the moisture content of the leaf, and {2} to obtain the
desired color, texture, and aroma throngh chemical action which takes
place during the process.

. UsvaL Pracrices

Growers sell leaf tobacco through the loose-leat auction market, in
the hogshead market, at the farm, or through cooperative marketing
associations.® The loose-leaf auction is the prevailing system of
marketing tobacco in all {obacco-growing territory, except in the
cigar-lenf districts. At least 90 percent of all the tobaceo produced in
the United States is sold by this method. The sales are made at
especially constructed warehouses where growers may deliver their
tobacco and have it auctioned off to the highest bidder. The bidders
include those employed by manufacturers, those employed by inde-
pendent Jeaf dealers, and small speculators who buy and resell within
relatively short perieds.

After the tobacco is cured on the farm it is sorted nccording to
quality and tied into hands containing from 5 to 20 leaves, in prepara-
tion for the anction market. These hands are delivered in wagons or
trucks by the grower to the warehouse where the tobacco is weighed,
Iabeled, and placed in baskets on the warehouse floor. The baskets
are arranged in long rows with each grower's baskets together and
with space between the rows for buyers to walk. A ticket is placed
on each basket showing the owner’s name. the number of pounds con-
tained. and the consecutive number given to the basket. In markets
where the tobaceo 35 federally graded. the oflicial grade of the lot is
alse shown. The tobucco is then ready for sale.

Sales are made by baskets as the auctioneer goes down the side of
the row. A representative of the warchouse usually precedes the
auctioneer and indicates a starting bid for ench basket. The buvers
frequently draw out hands of tobacco from the basket and inspect
them as a basis for their bidding. Sales are made at very rapid
rates, ranging in normal times from 256 lots an hour in the fire-cured
distriets to 500 lots an hour in the flue-cured and burley districts.
After a basket 15 auctioned off, the grower has a limited {ime within
which to accept or reject the bid. .\ rejection is indicated by placing
the ticket out of sight or by tearing off the price recorded. The
tobacco for which the bid is rejected is offered for sale at a later date,
If the bid is nceepted, the sale is booked and the grower receives
check from the warehouse for the amount of the sale minus warehouse
charges.

' For a detailed deseription of tobaceo marketing methods see Gaor, Q. E., (2.
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Immediately after the sale, the buyer removes the tobacco from
the warehouse to packing houses ov redrying plants where it is
redried, sorted, and packed’ in hogsheads for shipment or storage.
A large percentage of the tobacco is bought by munufucturers and,
after being processed and packed in their plants, usually is shipped
to their private warehouses for storage. ‘Lobaceo purchased for
export usually is conditioned in this country and shipped abroad lor
storage. That bought by independent buyers generally is conditioned
and stored in hogsheads in public storage warchouses for resule at o
later date, on sample.  Other buyers include dealers who sell to
manufrcturers or exporters. Some of these dealers cuwrry on some
recdrying operations and some resell the tobucee in (he same condition
in which it was bought.

Before the development of loose-leaf snles, it wax costomary for
traders and growers in some arens to pack their tobaceo in hogs-
heads for convenience in shipping or hauling. Bt the only hogshear
markel in operation in recent years is the closed-bid auction at Balli-
more. Mdd. Tobaceo for this mavket is pacled in n eask o hogshead.
the dimensions of which are approximately - inchies in diameter sl
5+ anches in lengih.  Usually the tobaeco is sovted or graded before
ov as it is hand-packed in (he hogshead. The hands are arranged so
that 1he butis extend towavd the outside of the cask wnd the tobieeo 18
compressed into the hogshead by means of n prize.

Adter the tobaceo is packed it is shipped to marleet under consign-
ment (o w beoker or to some cooperative shipping wssociation,  1n
vitheyr cuse the hogsheads are sampled by State inspectors and (he
sumples ure sealed and turned over to the consignee lor displiy al his
place of business. The buyers make the rounds of these brokernge
oflices and submit sealed bids on the tolmeen that suits them. The bids
ave opened at the elose of the day and the sales are announced.

In mosl of the ¢igar-leaf tobacco distriets, the sale of the leal
tohaceo is made al the favm. The sales contracts muy he made diring
the growing senson or the sale may (ake place after the tobaces is cured
or while it is in the process of curing. ‘The buyers include independ-
ent packers and vigm manufacturers who ride over the {ohaceo-
growing distriets periodienily during the growing seagson to obfuin
mfiormation on chinges in awerenge, the location of desirable crops,
and the progress of these eraps. Purchases of tobacceo in the harn may
be at u price for all grades alike or on the basis of grades, Sonme of
the cigar-leat tobreco. especially ju the shade-tobaceco districts, is
placed in the hands of packers Tor sorting, sweafing, and packing
Lefore it is =old by orowers,

Soue tobacen s sold through eooperative markeling associnlions,
most ol which employ the facilities of (he aucton-market system.
Usually these associations are hnanced From Government sourees,
This (obaceo is nspecied by official weaders of the United States
Depavtiment of Agriculiure, and the appropriate grade symbol is
entered on the basket or lot tickel hefore it ix offered for publie sale
on the nnetion flomr.  Lots that (ail to sell at preseribed minimum
prives necording to grade are retained by the association for disposi-
tion Iater at private sales.
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Cirances or Cosrs

Data available on mavging or costs for marketing leal tobaceo are
confined chiefly to fees charged by wivehousenien for their services in
gelling the tobacen in loose-lent nuetion markets. Most ot the hauling
of tobuceo from farms to these murkets is done by growers or by
local truckers.  Little information as to costs of this trungportation is
available,  Most of the cigar-leaf tobaceo is sold af the farm, and the
costs of buying, {ransporting. processing, aud handling are ineluded
in the manutueturers margms. Only a relatively small quantity of
tobueeo is sold in the hogshend market, The costs of mavrkeling this
tobacco in Maryland in 1931 were reporied as 30 cents per 10U pounds
for hauling, 26 cents for casks, 47 cents for selling, 1 cent Tor all other
costs; and §L.0OL for all costs combined (4). In the 194t seuson and
for several earlier yeurs, the sules commission at the DBaltimore mar-
ket was §8.00 per hogshead.  (Iogsheads range in weight from {00 to
800 pounds net and avernge about 600 pounds.) In addition to the
selling commission, which js paid by the grower, o fee of $3.00 per
hogshead. which constitutes n puyment For inspection and stornge, is
paid by the purchaser when the tobaceo is withdrawn.

Data relating to warchouse charges on auction sules in effect during
the 1048~k season show that maxinum charges for selling flue-
cured tobacco in North Carolina, Seuth Carvoling, Georgia, and
Florida, as fixed by statute were: Auetion fee. 15 cents on all piles of
100 pounds or less, and 25 cents per pile in excess of that weight;
weighing and hundling fees, 10 cents per pile up to 100 pounds. and
16 cents for each adiditionnd 100 pounds; and for commissions, 2.5
percent of gross sales. In Virginia, flue-cured auction fees were 25
cents per pile; weighing charges, 10 cents per 100 pounds; and com-
missions, 2.3 percent of gross salew.

Similar data for other types show that for burley tobaceo anction
charges rnged Trom 25 to 35 conts per 100 pounds and commissions
from 2.5 to + percent.  For fire-cured tobneco, auction charges usually
were 4 to 45 cents per 100 pounds and commission charges usually
were 3 pereent. In some States o charge of 2.5 cents per 100 pounds
was made Tor insurance. .\ comparison of these churges and ecommis-
sions with these reported by the Federa] Trade Connnission in 1937
indicates no very great changes in these charges in receni years (/8 p.
408). A “repack™ fee of 10 vonts per 100 pounds on reofferings after
a second rejeetion is oecasionally made. On sales rejected by eoopera-
five associntions nud the (obacen sent to the prizery, agreed elsues of
20 cents per 100 pounds, 45 cents per 100 pounds, and 30 cents per
L) pounds, and 2 pereent of the association advance. were reported
in 1937,

Dataon warehouse charges for selling tobaceo in 16 mavkets in
Virginia in 1920-30 and 1930-31 show some variations from one mac-
ket (o another, Bt in most instances (hese charges were about the
samo 2s those already mdicated for more recont vewrs (table 1) (7).
Weighing chinrges in most markets were 10 cents, especially for piles
up to 100 pounds, and 2.5 percent was the usnal commission, but
charges for auctioning varied considerably from one market to
another.

*UNTTED BPATER DEPARTMENT oF AGRICUTLTURE.  ANNUAL REPORT 0N TODACCO
STATISTICH, 114, U5 pp.  [Processed.]
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Trems IncLupep 1N MARGINS

Informalion us to the ifems of cost involved in the operation of
tobacco warchouses is incomplete. Adequate data relating to these
costs in recent years are greatly needed, but some indication of the
relative importance of the various items involved may be obtained
from data showing the umounts and distribution of tho costs of
operating tobacco warehouses in Virginia n 1929-30 and 1080-31
when charges were about the same as in more vecent yeurs (table 2}
(7). Because of the advances ifl wage rates without offsetting ad-
vances in technological developments, lnbor costs may now vepresent
a somnewhat larger proportion of totel cosls than in ecarlier yeuss.
Data on costs of operating 18 flue-cured tobneco warehounses in 1930-31
show that snlavies and Inbor costs averaged nearly four-fifths of a
cent per 100 pounds of tebaceo or aboul 61 percent of the total.
Building costs—including depreciaiion, repairs, insurance, taxes and
rent—amounted 1o almost one-tenth of a cent per 100 pounds, or to
about 15 percent of total costs. Other costs include interest on invest-
ment, losses on eaf account, equipment, supplies, and miseceliancous
expenses whieh, combined, nveraged about 0.15 cent per 100 pounds of
tobaceo or about 24 percent of total costs. Data for 11 flue-cured
tobacco warehouses in 1929-30 show that items of costs and the pro-
portion of the total necounted for by salaries and wages were some-
what greater thun were indicated for 1930-31, but on the whole the
distribution of costs for the 2 years was aboub the same (table 2),

Tanne 1L—Weighing, auciion, and commission charpes levied for selling lobacuo
on diffcrent markets, 1929-80 and 1336-31

Weighing Anctioning
Murket {per 100 pounds) {por pile) Cominiaslon

Centa Cents Percent
119

Dnnville

South Bogton
South N
Chnse City ...
Lawrencevilie
Brooknoal ...
Clnrksviile .,
Rocky Mount
Lyvoehineg
Frrmvilie
Binchatipnet
Dodlord

Draies Dranch
Amelin®
Richmopnrd . “ 1hH
Ablngdon 102G

oo
fot Tkt e 1)

o

A=}
i T T oF o ol e B |

-
1515 I IO R AL

Tt tiaiathtaia

-
[y

B3
I

-1

ETETETIE)

=)

!

1A woigliini.: charge of 10 centa 18 madde vp to 16D pounds, regudless of weight, Tlhe
eharges for pliea i exeess of 100 pounds were 1 cont pdditlonnl cherge for ench 10 pounda
over 104 pountls.

30111:: wareliouse mnkes o 25-cont stralght clinrge for niles welghing in exeess of 100
pounds,

3 Plleg welghing In execss of 30D pounds are charged an auetlon fee of 5O cenis per pile.

+ Auctlon fees are 15 conts per plle up to 100 pounds, over 180 pounds 25 cents per dile.

5 Welghing nnd suctfoning churges nre eomidned on g gridunted sesle for ail plies la
excess of 100 pounds by one warchiouse in this market,

¢ Anetion ehargea pre 16 eents up Lo 160 pounds, 25 cents for 100 to 280 pourds, and 59
eenta for over 200 pounds,

T Wei%hing nnd auction charges comblucd, elnssed as weighing charges, 16 conts for plles
under 40 pounds, 25 cunty Em'gilcs over 40 pownds,

217 plles weigl: less thun 160 pounds, welghing ehintges pre 10 cents and nuciion feo in
16 cents per pile.

o hie muiciet {n 1938 bed ¢ weighing and auctlon charge of 59 eents per 180 pounda,
which was ehuaged in 1031 to 20 conts per 100 ponmds for piles selllng below $1.60 o
hundred and 5O eents per 180 pounds for Piles golling nbove $1.08 per 100 poumds.

o Charges nre 20 conts i hasket for welghlug pnd 80 ecants a hundred pounsds for auetlon-
tng wlth no commission charge.

¢ Reprad}tmed from Banviyaer, L A, and MaxTox, 7. L. Marketing Virginia Tobacco
1, p 36}
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Similar data relafing to costs of operating 8 fire-cured tobacco
warehouses in Virginia in 1930-31 show that salaries and labor costs
aversged about a third of a cent per 100 pounds of {obacco or about
65 percent of the total costs {table 2) . Building costs—including
depreciation, repairs, insurance, taxes and rent—averaged sbout one-
tenth of a cent per 100 pounds of tobacco or about 19 percent of the
total. All other costs including interest on investment, losses on leaf
acoount, equipment, supplies, and miscellaneous averaged about 0.08

‘cent per 100 pounds of tobaceo or about 16 percent of the total costs.

Total costs of operating flue-cured tobacco warehouses in 1928-30
averaged somewhat greater than in 1930-31, but the distribution on
the whole was ahout the same.

Mrans or REpucing CosTs

‘Results of analyses of records for individual warchouses in Vir-
ginia for the seasons 1929-30 and 1930-81, when charges were about
the same as in recent years, indicated that costs of operating tobacco

Tagre 2-—Distridution of costs of tohacco-warchouse opergtion in Virginis,
1825-30 and 1930-31

FLUE-CURED? TODACCO WAREITOUSE OPERATICN COSTS

1

Percentaga ’ Cost por
Gpetation costs of totei 100 pounds
Tteras of Cost 10980--30 193081 | 1920-30] 1030-31] 1090.-30) 1930-31
Dollars Daollara Pereont| Percenty Conia Centa
Labor costs total . ..., .. 251,204.00 233,262,774 G302 61,34 0,472 0,507
Buliling costs total , .., 52,230.00 6G,352.00 ) 13.83 14.82 .0ps 003
Depreciatlon? .. ..., 11,600.00 13.222.00 3.07 3.48 022 022
RepaIrs oo vivrnonnn A.550.00 3.462.00 1.20 iy 000 000
FEIETE S0 RAG5.00 1440400 508 3.81 014 024
haves ... ... PPN B.180.00 10,50:4.00 217 270 L1 018
Renté . .ovvnrnnnss 18,300.060 14,670.00 5,11 3.86 030 085
Equipmont costs total .., £,009.00 5,186,008 1,34 1,36 010 000
Bnskets . 200.40 205,00 K1l oL on
Trugks ... . 310,04 530.00 08 14 04t 001
Senles ... . 000 h68.00 i) .15 0D Kili)]
Oflee equlpment ., . 4,435.80 3,521.00 1,12 LOg 068 008
Other eguipmient .. oo vae . . 230.00 L, U R 091
Supplies costs totnd ..., 3.747.00 G,929.46 Rilt] 1.82 007 012
Fue?! light, water,
and POWET v.ovunen 1,436.60 2.430.265 48 84 G03 GO4
Qtbher supplies ..... 2,317.00 3,263.21 061 BT 004 R1lH:
Miscellzneous costs toknl. R IR 20,300,113 0,03 7.7 02 Ryt
Dues to bonrd of
ErRde L aueiinaean 310,00 415,00 08 10 4133 ] 001
Advertiging ..., ... 0,425,806 #,901.01 1.4} 1.84 016 012
Bault exehnnge ..... 10, 200.00 4,346,060 270 1,09 [3 ) 007
Frrots and corrge-
Dt T T Y a7.80 F.o...a.. [ - 401
Other costs ..., . fea Goin0.00 17,300.12 1.1 4.0 012 00
Lioag on lend noconnt total 8,570.04 1121585 2,27 2,05 L NNkl
Intercatt on investicoent,
totel ..., PE 34,442,00 358,012.00 a.12 16,00 Kiths Kilit]
Totnl . .v.ennls.. 377.728,00 | 380,205.2% | 100.00 | 100.00 | .700 840

{Continged)
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TapLy 2—Distribution of costs of tobuvco-warehouse operation in Virginig,
Y 1885-30 and 1980-31— (continued)

FIRE-CURDD? TOBACCO WAREROUSE OPERATION COSTR

Dereautape Cost por
Cpeoration costs of total 108 pounds

Ttema of Cost 1920-30 1930-31 1920-30] 1830-31| 1028-30| 1830-31

Dollurs Dollars Percent) Percent| Cents Cents
Lobor costs total ... .. 3G,286.00 30,6RE.1 56,80 64,59 G.303 8.333

Building costs totz! . ..., 11,831.00 11,473,709 18.22 18.85 126

Depreciatlon? . 2,320.00 1,285.00 . 2,11
Repalra . X 87040 . 1.* 1
Insurance . . . 44,0 . 1.00

g3 T6H.20 X 1.2
6,500.00 8,180.00 \ 18.41

Taulpment costs todnl ... 2,108.00 1,509.00 . 245

Baakets 550.00 $6.400
Trucks 213.60 0400
Sealea 45.00 180,50
Offier equipment ... 1,300,060 1,150.00
Qther eguipnent ... . 10.00

Supplies costs todal ... .. 1,430.00 1,497.00
Fael, dNght, water,
nnd pawer 465.00 118400

Other supplies T63.90 313.00

Miscellaneous costs totai. 4,500,0¢ 2,504.70

Dues to board af
trade P 130,00

Advertising . . 1,7¢0.20

Brnk exchange 2,170.0C

Errors pud correc-
tlons

Gther costs

L.oss on leaf acconnt totai

InEetEcsllts oft Investiiant,

5,520.00 S04 8.00
63,800.00 60,862,86 | 180.00 | 100.0¢

i included 11 warehouses in 1020-30 and 18 warehonses in 1630-31.
ineluded 7 warchiouses 1o 1029-30 and 8 warelouses in 1930-3L
? Depreclation caiculated at 2 percent on invesément,

+ Rent ealenlnted ns seinil owmonnts paid.

A Interest enlcvinted at 5% percent on fnvestwment.

Iteprodueed from Ballinger, R. A., and Maxton, J. T, Markeling Virginia Tobaceo (!, pp.
35-34%,

warehouses could be reduced considerably by using labor more effi-
ciently, by reducing overhead costs per unit of product through more
complete utilization of capacity for a longer period during the year,
and by reducing losses of leaf account through care in handling {I}.
These are problems of individual management to be solved gradually
through demeonstration and devolopment rather than by legisiation
or other controls,

Undue hazards in marketing tobacco result from rapid sales with-
out adequate information on quality. Sales made under such condi-
tions may result in pnduly Jow prices, to the detriment of individual
growers, or may mean rejections and resale {2). Such hazards might
be reduced and the costs of marketing lowered by seiling the tobacco
on the basis of grades in accordance with United States standards.
All burley and dark-tebacco markets and nbout three-fifths of all
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flue-cured markets now walke use of these standards and of the classi-
fication services of the United States Department of Agriculture.
This service, with a dependable price-reporting service, should im-
prove the bargaining ability of growers and tend to reduce marketing
marging or costs.

ImporTANcE OF REpucTions IN CosTs

Charges for selling flue-cured tobacco at auction leaf warchouses
in 1939 usually averaged less than § percent of the farm value of the
leaf, but similar charges for some other types of tobacco averaged 6
or 8 percent of the farm value. Increases in efficiency and reductions
in these costs of marketing leaf tobacco are important considerations
but & substantial reduetion in these costs would amount to only a
small proportion of the farm value of the tobacco and to a much
smaller proportion of the retail value of tobacco products.

MANUFACTURERS' MARGINS

These marging include the charges made for tha services incident
te taking leaf tobacco and converting it into finished tobacco products.
In addition, costs of Federal excise taxes on tobacco produets nsually
ave included in the marging, or the spread between the cost of the leaf
tobacco and other materials used and the value of the finished
prodncts. Leaf tobacco used by domestic manufacturers in 1939
totaled about 885 million pounds (unstemmed processing-weight
equivalent} of which about 9 percent was imported. Other materials
nsed included 48 million pounds of sugar and 24 million pounds of
licorice along with cigarette paper and other supplies and containers,
according fo census reports. ISxports of American tobacco in that
vear on a declared-weight basis totaled about 342 million pounds.

Usuar, Pracrices

A large proportion of the domestic leaf tobacco used was bought by
tobacco products manufacturing companies from tobacco growers,
either through auction warehouses or at the farm. Data on pur-
chases of leaf tobacco by 13 companies manufacturing tobacco prod-
ucts (which in 1934 purchased about two-thirds of the domestic erop)
show that 73.6 percent of the lenf tobaceco unsed was bought from
growers, 19.4 percent from wholesnle merchants and dealers, 2.8
percent from brokers and commission merchants, 1.7 percent from
cooperative marketing asscciations, and 2.5 percent from other
sources (ftable 3} (78).

These proportions varied considerably with the kinds of tobacco
products manufactured. The proportions =btained from growers
through auction warehouses avernged 67.1 percent for all companies
combined and ranged from 1.1 percent for cignr-manufacturing com-
panies to 71.6 percent for companies that menufacfured cignrettes
and smoking and chewing tobaceo. Purchases from growers at the
farm direct through the company’s own buyers averaged about 6.6
percent for all companies combiaed and ranged from 4.5 percent for
companies that manufactured cigarettes and smoling and chewing
tobacco to 27.7 percent for companies manufacturing snuff. Pur-
chases from tobacco merchants and dealers ranged from shout 5.1




T.\nt.ia 3.-~—~Leaj-tobacco -purchases, including tobucco grown on the companies’ own farms, of 18 tobacco products manufaciuring
. companies, by sources of supply, calendar year 1938}

Ledf-tobacco purchases, including tobacco grown on the companies’ own farms?

6 cigarette, smoking,
and ehewing-tobaeco 4 ¢igar-manufacturing 3 spuff-manufacturing
companies® compiniess companies® Total 13 companies

Percent of Percent of Percent of Percent of
Seurees of supply Toands total Tounds total Pounds total Pounds total

PR —— -

Grown on comipanies’ own farms® L .. .. 2,630,037 032,872 201 b e, i 3,582,009 0.46
Purchased from—
Tobacco growers: :
Direct: thirough compuriies’ o
OWN BUYELS ..uicerusv..al 731,240,044 ) 8,209,615 95.30 10,985,499 750,535,058 6.55
Through auetion warehouses . - 500,063,120 { 300,375 1,10 16,568,609 517,802,194 67.08
Total ,.icvieiv, 532,213,004 8,059,000 20.49 27,654,198 308,427,252 73.63

Cooperative * tobacco - marketing
dssociations s *
Direct . through - conipanies’ _ =
OWR DUYEIS .\ iwuvronnnonf 1,068,666 5 502,253 5 2,943,070 T.42 0,413,98C - - 1.22
Through auction warchouses , .. A B . 3,653,001 9.20 3,053,001 47

TOAL v e eaeensees il 968,666 85 502,253 : 596,161 16.62 | ~ 13,067,080 1.60

Leaf merchanis and denlers ' 903,606 18,29 2 ; 5.07 8149,626,799 19.38
Brokers -and - commission mer
chants ......, . 15,477,540 2,91 #2,760,639 8. 3,623,915 L 021,768,094 2,82

AL 0ther SONTCUS o il v aine s o a o | 915,419,430 2,21 1190,044 4 A b -15,609,474 2.02

Grand total L. oaso o o) 699,702,403 100.00 32,693,351 100.00 ﬁ;;‘?lﬂ,(;SE,Sﬁtl .00. 772,081,608 100.00

T Pyvehases of 1 of the 13 companies were reported for the fiseal year ended June 30, 1035.

% Includes 55,219,324 pounds of imported and 716,862,284 pounds of domestic leaf tobiieco. Does not include stems, cigar scrap, or other tobacco
Serap, except asindieated in footnote 3%, B

3 Includes the following 6 companies and their subsidiaries: The American Tobacco Co.; Liggett & Myers Tobacco Co.; R, .J. Reynolds Tobacco Co.;
I Lorillard Co., Ing,; Brown & Williamson Tobaceo Co.; and Axton-Fisher Tobacco Co.

+ Includes the following 4 companies and their subsidiaries: General Cigar Co., Inc.; Consolidated Cigar Corporation; Pucrto-Rican American Tobacce
Co. ; and Bayuk Cignrs, Inc.

aIncludes the following 3 companies : United Stites Tobacco Co.; American Snuff Co.; and George W. Iglme Co.

S Grown on_companies” own farms in the United. States. )

7Includes 8,701,345 pounds purchased direct from tobacco growers in foreign countries.

8 Includes 4,711,742 pounds of imported leaf tobacco.

® Includes 1,176,508 pounds of imported leaf tobacco. .

¢ Iucludea 15,358,620 pounds .of imperted leaf tobacco, and 60,810 pounds -of domestic leaf tobacco purchased through miscellancous sources.

1 Purchased: from tobacco manufacturing companies,

2 Includes o small but undetermined quantity of ‘tobacco stems.

Iteproduced from: Federal Trade Commission, Agricultural Income Inquiry, Part I-—Principal Farm Produets (18, p. 1944).
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percent for snuff manufacturers to 60 percent for cigar manufae-
turers. The proportion obtained through cooperative marketing
associations ranged from less than 1 percent for manufacturers of
cigarettes and smoking and chewing tobacco to 16.6 porcont for
manufacturers of snuff.

Leaf tobacco purchased from growers ordimarily is redried and
aged before it is manufactured. The types of tobaceo sold at auction
usually ave redried, sorted, and packed in hogsheads for storage and
curing. Many of the large manufacturing companies maintain their
own leaf departments which are charged with the responsibility of
buying, redrying, sorting, and storing the tobacco. Other manu-
facturers place & part or all of their buying orders in the hands of.
dealers who buy the tobacco, redry and sort it, and prize it in hogs-
heads for storage.

Cigar types of tobaceo, as a rule, are fermented by bulk sweating
and the tobacco is taken directly from the curing barn to a building
especially constructed for this purpose. After the fermentation is
completed, the tobaceo is resorted. siced, retied. and packed for stor-
age. Some of this processing is dene by the larger cigar-manufac-
turing companies while some of it is processed by independent pack-
ers who in turn sell to manufacturers or to exporters.

Tobacco loses considerable weight from drying, through the
removal of particles of dirt and tobacco in cleaning and packing,
from chemical and physical changes incident to aging. and from the
removal of stems or midribs in preparation for manufacture (g).
Thess losses vary considerably from one type to another. For southern -
types (flue-cured. burley, and dark tobaceo} the losses range from
about 0.5 to 2 percent for cleaning, 1 to 14 percent for handling and
packing, about 1 to 7 percent for sweating and drying in stornge for
3 years, and 1) fo 26.4 percent for stemming (table 4) (#). Similar
data for cigar-leaf types show that losses ranged from 2.7 to 175
percent for handling and bulk sweating, about 1 to 18 percent for
sweating and speilage in package, 4.6 to 6.7 percent for sweating and
drying in storage for 3 years. and 13.0 to 23.5 percent for stemming
{table 5. A smnll proportion of the stems is used in the manufacture
of snuft and ofher tobaceo products, but most of them are nsed in
byproduets industries.

Tobaecco products manufactured in 1939 totaled about 180.671 mil-
lion cigarettes, 5354 million cigars, 108 million pounds of chewing
tobaceo, 202 million pounds of smoking tohacco, and 38 million
pounds of snuff (table 6). ‘The number of cigarettes manufactured
has continued to increase and in 1943 totaled 296,179 millions. The
number of eigars increased somewhat in the late 1030% and early
1940%, but continned eonsiderably below the levels reached before the
depression in the early 1930%. The combined total quantity of chew-
ing and smoking tobaceo and snnfl manufnetured in 1989 was fairly
typical of other recent years. The value at the factory of the tobacco
products manufactured in the United States in 1939, according to
censns reports. totaled abouk 1,332 million dollars, of which about 78
percent. wag accounted for by cigareties, abont 12 percent by cigars,
about 9 percent by tobacco (chewing and smoking) and snuff, and
about 1 percent by other products including scraps and salable refuse.




Tanre 4.—Southern types of tobacco: :Average percentage of loss in weight from different causes and percentages of weight remaining*

" Losses from—

Handling | Sweating
Farm and and drying
L. S. type weight Cleaning? | packing® |in storaget| Stemmings | otalloss | Net yield

Number Percent Perecent Percent Percent Percent Percent Percent

- 100.0 19.7 31.0 9.0
19.0 5 64.0
22,3 E 69.5
20.

Flue-cured .. :

Virginia fire-cured

Kentucky and Tennessee
‘Henderson stemming ........ aen

ad
< Lo
ooo bodoo

.

¥

OO -10W

60.0

Southern Maryland ..... vemetabes . “a X (%)
One sucker ... . X
Green RIVED o i .oineveyuommunraceronnesons
Virginia sun-cured ..., 000 ccieeiiiaens

ke §

~
)
—

20.6
20.8

2

1

2 3 1

Burley ...... . . s X 1
%

1

oo colivo
e e L3 H- SO

o8N

o

oy

2 Losses and remainders under ¢leaning, handling ‘and packing, and sweating and drying: in stornge are percentages of farm-sales weight.. Net yield
is the stemmed processing weight. .

2 Removal of sand, dirt, ete.

iIncludes sand and dirt loss and loss-of mioisture from ‘redryiiig or air-drying.

¢ Storage losses calculated progressively, based on packed weight, domestic order.

S Percentages in removal of stem or midrib are based upon weight of leaf put into stemming process irresgective of time of operation.

¢ Maryland tobaceo is packed in hogshends:at the farm; theréfore losses prior to packing are borne by the grower,

Adapted from Mornow, J, V. and Sy, L (7).
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CPARLE DeQigar-leaf tupes of tobaceo: Averdge percentages of loss in. weight from different canses and peércentages of 1oeight remaining?

Losses from—

Sweating .
Hundling and Sweating
Type Farm and buwllk | spoilage in’} and drying
. 1, 8. type weight swenting? packaged | in storaged | Stemming 5] Total loss | Net yield

Nuwmber Pereent LPercent Percent Percent Percent Percent Percent

22,6
21.3
20 4

T

Filler types: .
Pennsylvania Seedleal ....iioeivsivesenanas 41
GebIATAL 4o s iyaiteivanrnsnarinirionasasse 44
ZINIOY © §haivn vvscratiuncsvonesrasmronnsss 43
B E N O A ) 44
Georgla and Florigt SUR-ZIOWND .. eixvsren.n 45
UETLO TUCRN . wvniuvn s icnssannsvosanainnas 40

Binder types: .

. Connectleut Broddleaf .. u.vvn.eviesercinans 81
Connecticut Havana Seed ... ovvvevarrvion. oY
New York and Pennsylania- Havana Seed.... a3
Southern WiSCONSIN ... vl ,uivinessnasines HE
Northern WiISCONSII o v uinsiaruasvesonsnraen jit4]

Wrapper types: .
Connecticut shade-grown .. oiiiviiivreqana. 61

S Georgia nnd Florida shade-grown ..oy ev.. 62

e

i}
Tl

Lt
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¢ P PNl
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Siotciats

23
16.
175§
18,
18!
21
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2
18.4

20.2

5.5
13.6
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Sh amaso

-
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3 Liosses_and remainders under handling and bulk sweating, sweating wid spoiluge In package, nnd sweating and drying in storage ure percentages
of farm-sales weight. Net:yield is ‘the stemiued processing weight.

2 Prior to packing.

3 Prior to sampling time, )

4This refers to end of first year after packing and not to end of first year after sampling,

*DPercentages in removal of stem or midrid are based upon weight of leaf put into stemming process irrespective of time of operation.

Adapted from Monrow, J, ¥V, and Sarrrir, D, (7).
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Tance 6—~—CTigurciies, cigars, and other lobaecco products mennfactured in the
United Stales, 1320-43

Other tobreeo products

Cizn-
rattos! Clgnrgt Total Clhewing? | Sincking Snulf

Afiftions | Aidtions | Miilion I itien Miltion Jittion
pounds pounda prounds Hodnds
412 69 210 34

Lk ok ok ol et it i
— et Rk b R e
[ L R

! Incluiles large and smnll,
FInecludes plug, twist, fine-cut, zod serup, Before 1921 gerap wuy Ineluded In smoking,

Compiled from report of the Lurean of Internnl Revenuo, Hea Footnote 6, po 11,

Crances on Costs

Infovmation relating to costs of leatf tobuceo used and o the value
of tho tobacco products manufactured indicates that gross m argins, ov
tho spread between the costs of the materials used and the value of
the linished products, vary considerably with the kind of product
and with the amount of revenue stamps required. These marging
usually include costs of Tedera] revenue stamps as well as operating
costs and profits of manufacturers. Census reports on tobacco manu-
factures in 1980 show that these margins, including Federal revenue
stamps, averaged 78.3 percent of the factory value of cigarettes, 6.2
percent of the value of cigars, 74.4 percent of the value of tobacco
{chewing and smoking) and snuff, and 76.4 percent of the value of
all tobacco products combined. Excluding the costs of Federal
revenue stamps, the margins averaged 26 percent of the value of
cigarettes, 58.0 percent of the value of cigars, 46.4 percent of the value
of tobaceo (smoking and chewing) and snuff, and 31.9 percent of the
value of all tobacco products combined. Costs of leat tobacco ae-
counted for about 95 percent of the total costs of materials consumed
by tobacco manufacturers, as reported by the Census of Manufactures
for 1939. . -

Costs of tobaceo as reported by manufucturers may differ consid-
erably from the average market price for any given years. In addi-
tion to storing the tobaceo for aging, manufacturers usually keep
large encugh stocks on hand to protect themselves against crop fail-
ures or excessive prices of individual types in any one year. Manu-
facturers usnally have in stock varying quantities of the different




MARKETING AND MANUFACTURING MARGINS 3]

types of tobacco representing the crops of 2 or move years. Leaf
golng into manufacture usually is charged by manuiachwrers at the
average cost of the entire inventory of cach type (8).

Data for 6 corporations manufacturing cigavettes and other tobacco
products in 1089 and for 28 corporations manufacturing cigarcttes,
cigars, and other tobacco products in 1940 were reported by the
Federal Trade Commission”. ‘The total value of sales reported for
these corporations approximated 80 and 98 percent, respectively, of
the total reported by the Census for the tobacco industry in 1939.
(iross margms, including costs of Federal revenue stamps, reperted
for these corporations averaged 75.9 percent of total sales in 1939 and
76.1 pereent in 1940. Exeluding costs of Federal revenue stamps,
the margins averaged 26.2 percent of total sales in 1939 and 281
percent i 1040, In 1940 gross margins, including costs of Federal
revenue stamps, averaged 77.1 pereent of total sales for cigaroltoes,
B60.7 percent for cigars. and 75.1 percent for other tobacco products.
Excluding costs of Federal revenue stamps, the margins averaged
25.7, 5kt and 49.5 per cent. respectively, of total sales.

Data for five principal {obreco manufacturing companies for 1931
show that net sales of cigareltes totnled 461 million dollars, costs of
the leat tobacco used totaled 68 million dollars, and costs of otlier
materials used totaled 16 million dollars (79). (ross margins, or the
spread between total material cosls and nef sales, averaged 82 peveent
of nef sales. The spread between costs of the Teaf tobaceo used and
net sales averaged 85 porcent of net sales.

A break-down of the cosls of cigareltes. cigars, and other tobaceo
products as estimated by Standard and Poor's Corporation from
Tederal Trade Commission and rensns dafa snpplies a basis for indi-
aling eross marging Tor éobaceo produeis. These estimates, puh-
lished in 1043, indicate that these mavaing, including costs of Federal
revenue stamps. averaged 77.5 pereent of net sales Tor cigarettes, 71.0
percent for cigars. and 83 pereent for manufactured tobneco {8).
Excluding costs of revenue stamps. these margins averaged nbout
19, 62, and 67 pereent, respectively. of net sales,

Gress marging, when expressed as proportions of the value of the
products, have declined somewlat in rvecent years. This may be
attributed, in part, (o the failure of the mareins to inerense as much
as the advances in selling prives of (ho products and, in pavt, to netual
reductions in some marging.  Dala made available by the Oflice of
Price Administeation show that these margins. including costs of
Federal revenue stamps, for standird and economy brands of cigar-
ettes were reduced from wn avernee of 81.8 percent of the value of the
cigareftes in 1941 to 801 pereen( in 1912, Similar data for six price
classes of cigars show [hal the margius were reduced from an avernge
of 66.4 percent of the value of the products it (%41 to 65.1 percent
in 1542, Combined margins for chewing and sinoking tobaceo were
reduced from §0.3 pereent of nef <ales in 1936, to 76.3 pereent in 1939,
and to 67.2 pereent in 1943,

TN R1ares FEpERAL 'LRABE COMMISSION.  INBUSTHIAT CONPDRALION k-
PORTw A WARETTES, CTEARS, AND OrPHER aBAPCG MANUPACTUHING CORPDIIATIONS,
U7 pp 1043, [ Drocessed. |
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Lrems Inciupin N MARCING

Infornmmtion relating to the items ineluded in the margin, or spresd
Letween the eosts of raw materials used and the sellmg pnee of !Iw
tobueco proeducts, shows that the eost of Federul revenue stamps wa
by far the hmrcst item. According to census Jepmts, costs of thesu
stamps in 1938 ‘u.aounted on the average, for 1 L5 percent of the totnl

value ol all products of fobaceo manufacturers combined and to 58.2
p(-u.ent of gross marging {table 7). The proportion of the value of
the products acconnted for by costs of Tederal revenue stamps ranged
fram 7.6 percent for cigars to 52.3 percent for cigarvettes. The pro-
portions of gross mavgins accounted for by costs of these stamps

anged from 11.> pm'('l:‘nt for cigars to 66.8 percent for cigarvettes.

Tantn T, Values, rasts, und pergdas Tor fobacey wapafeeiores, Teited States,

1934
Palurers
feleawing
Tigm Cigered bes [ A TN HE 1 Lotk
stnakingd
ad snsll
1.4358 1,808 }‘ rma 1.690
dudlurs daodlars detlars dotlors
Valwe of fiemduces . L, e 10375408 106,704 123,087 1,282,188
Materinl vests tolal ... L. M ] Tl 408 A1.650 212,071
Lond tobiated .. oo e ”! A, .if}l ﬁ-l.:l.)il a0 “i": 27413
Dther materiatst o, L., . 211, 212 14,158
Grosg marglng ooeee e oan e ‘\I" ""3 10,3 1 ﬂ" ll"ﬁ i,um.ns
Silnrtés pndd wees Lo HHRITT 41,1 11,0H5 86,7
Baliricd afibcers ... ... e 3 Tt ity Q.GS?
Muenefreturlng salovies ..., Aael1 1804 3,005
Mrnufuerurfag wages ... L LM 8,103 a3,501
strtbution ... Lo i 1,007 a4l 0,031
Ml e . THi} oG58 88T
Puci ... Chaea o0y any i.230
Purelased clectric m:l:r;..\ | 101 10 1,024
Contrnel work oooaee oo i) hi3 plE]
Suppliea nng contnlnecsd® Lo 11,0876 14,333 nr.a21
Revenue ﬁtnmp‘: T 2,000 31498 ML EL
ihery L. ... e e aeaaaa nm3ma B Rl {0,000 233,381
l‘mpo: tinn (;!’ \':l‘iuo of product
1
inu: rercent Pereest Pereent
valie of products ... ... .. R Lk g LN 6 110 100.0
Materinl costs ~total ... LT i) LR 3.8
Tonf tobneco ... oo o AR KHR 208 s
Other muterlalst (. ., ..... .. P 1.1 ] o8] 1.1
froxs morging ... .... [ e [HINLS FER THo
Salnries nml WOEeS ..o ... .. ... HA 4o .7 1N Y]
Srlaried aficers ... ... 1 RH 0 R
Muenufacturing salaries .. ... Iy} P 15 i
Npnufncturing wiges ..., . 20 pig P 11} b
Distributden .o oL o 3 1.1 5 A
Other ...... . . ...... .. ) - J L 1
L5 . Al W 3 A
T'nrehased (-lﬂ-trir' oHeTEY L. 110 I I . A
Contrnet work .. - ) R 5 A
Sypplles and contiinersn 4.1 T3 i1 b
Hovenas smmps e e BHA] 7.4 8.0 RE R
Othert L. 0 oo o . 15.4 a1 il 1

! [ngtugles mg.,n.r, Ueailee, eorn glrug, swne sizup aod .1!!0|It‘ifﬂ'.“i, nmi cl;,::rutle it clgnr
pnper,

3Daty (or sanne Mtens wlihbeld o avold scioving, exactly or approxlinntely, tdantity
of individunrl estailizhiments.

t Derival by subtractling conis of feal tobuweco and other maleclals froan costs of nate
rinig, supplies, und contniners,

+ Ineludea depreclation, furerest, Tnsurnacye, ront, faxes, profits, nnd otlor expendes,

¥ Lena than (LO5 percent,

Adapted from Cennus of Magufaclres: 1030 (155,
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Salaries and wages in 1939, as reported in the Census of Manufac-
tures, accounted for 6.6 percent of the value of all tobacco products
combined and ranged from 8.2 percent for cigarettes to 25.6 percent
for cigars (table 7). The proportion of the gross margins, including
costs of Federal revenue stamps, accounted for by salaries and wages
averaged about 8.6 percent for all preducts combined, and ranged
from 4.1 percent for cigarettes to 88.7 percent for cigars. "The pro-
portions, excluding costs of Federal revenue stamps, accounted for
by salaries and wages averaged 20.7 percent for all products combined
and ranged fiom 12.3 percent for cigarettes to about 43,7 percent for
cigars. Manufacturing wages made up, on the average, about 79
percent of total salaries and wages for all products combined and the
proportions ranged from 68 percent for tobacco (chewing and smok-
ing) and snuff to 83.2 percent for cigars.

Fuel, purchased electric energy, and contract work each accounted
for only a small proportion of the gross margins in 1939 (table 7).
Other items, not shown separately in census reports—including
depreciation, interest, insurance, rent, taxes, profits, nnd other ex-
penses—accounted for 26 percent of these margins, including costs of
Federal rovenus stamps, and 624 percent of the margins exclusive
of costs of Federa] revenue stamps.

Reports of the Federal Trade Commission on corporations manu-
fncturing cigarettes, cigars, and other tobacco products for 1939
and 1940 show a more nearly complete break-down of the items
mcluded in gross margins than that shown in census reports. Data
reported by the Federal Trade Commission show that the proportions
of these margins accounted for by costs of Federal revenue stamps
averaged somewhat more, and the proportions accounted for by
salaries and wages avernged somewhat less, than those indieated by
census reports. These differences may be explained in part by a
somewhat larger proportion of cigarettes included in the reports by
the Federal Trade Commission than in census reports.

Data reported by the Federal Trade Commission indicate that,
cxcept fur Federal revenue stamps, net operating profit was the
Inrgest item included in tobacco margins in 1939 and in 1940 (table
8). These profits averaged nbout 11 percent of total snles and ranged
from 9.9 percent for cigars {0 16.7 percent for tobacco products other
than cigarettes and cigars. “The proportions of the gross margins,
including costs of Federal revenue stamps, accounted for by net
profits in 1940, averaged 14.8 percent for all products combined and
ranged from 14.4 percent for cigarettes to 22,2 percent for tobacco
products other than cigarettes and cigars. Excluding costs of Federal
revenue stamps, net. profits accounted for 40.2 percent of gross mar-
gins for all products combined, and ranged from 18.2 percent for
cigars to 43.2 percent for cigaretles. These profits averaged more
than three times the costs of production wages and salaries in 1939
and almost three times these costs in 1940.

Tobacco manufacturers’ profits in 1989 were fairly typical of those

reported for earlier and for more recent years. Data for 13 principal

tobacco monufacturing companies show that for the 6-year period
1929-34 net profits on sales averaged 11.8 percent of net sales and
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aune 8. -Sales, costs, and marging for corporations muanufacturing cigareties, .
cigars, and olher tobacce products, United Sintes, 1037 und 1950

1039 1040

Clgnrettes
und pther Gther

tobnego tohneco

produets Clgnrottes Cigars products Tatal

1,040 f.ae 1,000 1,008 1,008
dolinrs dallars dutlury doflnrs dallars

Total eales +..ovvuuuuvennop BIITS8L 1185041 71,843 Si5,007 Ial,811

Muiterial cost—diroet .. ... Und RS0 471,697 oR.2uf 1 311,300
Cross wmargln o ....... T4, 501 BV TN 13,507 | 00,502
I'reductlon wages anit’ ]
sulartest (L....0, KMRITE) 43,609 15,102 62,501
Dapreciation ond o
BolEicence 4,766 1,964 Gil 0,083

Tmes and Socinl sr\
urlty .. 12,410 0,837 1,270 HEH 14,024
Other operumlg ox-

pthi -] N 22,026 11,857 4,547 1,264 15,678
Bples  1x  revenue
BLAMNDS . ... PR KL g,a3vn 4,060 11,802 624,737
Goods purclluacd “or
resole ... Lu.e ... ! 1.800 200
Selling pxpenses o, ., . Ryion P A H - 3.630
Advertlsing .oooviian 35,101 i 4804 71, it
Adminlstratlve anad
genernl  offfec ox
PANBE . .vureevnnn 5,070 8,273 v 2,085 12,267
Provisiens for untol-
lectalle necoants .. 038 3ng . 4 G010
Net profits ... T15,:40 131,387 T, 7,700 140,208

Proportion of [olnl sules

Percent Pereent I*ereent HPerveant 'ercent
Total #aled .. .vovurervans k 100.0 100,10 100.0 100.0

Mnaterlal cost— direct ..... Bl Rt 39.3 1. 239
Gross margin ....... . 771 G0.7 . 16.1
Productlon wages and’
salariest ......0 .. . 3T a1 b 4.8
Depreciation and ob-
solescence ...
TFaxes and soclal e
crity o
Other npe,rn.ting cx-
TIUNSER L, ... --.-
Sales  Lax  revti.
sLAmMDE .. ...,
Cooldn purclmscd I’m
resale -
Selling txpetises .. ...
Advertlslug ...,
Administrntive and’
genernl  olllee  exs
PUNRE yoavrrennias
1rovlsions for pneni-
lectnble accaunty . .
Kot profits ..........

Nuinboer of meoufeeturers
incloded ..o a0,

! Data for 1940 Inelude produclion, Inhor, and other puy-roll costs othier than for cepalr
and moiutenance and for regenreh dov eiopmcut.
" Less than 0.05 percent.

Adapted from reports of the United Stalés Federal Trade Commission, on Corparations
)l!'{mu‘{ru:tu:r'h:%1 Cigurette, Ciger, und Geher Pobuceo Products, published In 1040 and {n
1043, 2w roigsed, ]
ranged from 8.3 percent in 1933 to 15.1 percent in 1932 Similar
date for 20 tobacco manufacturing companies, which in 1939
accounted for abouf four-fifths of total sales reported by the Census

' United States Federal Trade Commission. See foolnote 7, 1 21,
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of Manufactures, show that the proportions of net sales accounted
for by profits before income tax averaged, during the £ years 1936-39,
the same as the 11.2 percent in 1989, Those for 1940, 1941 and 1948
averaged somewhat greater than in 1939 (table 9).* These profits
averaged 16.2 percent of net worth during the 4 vears 1936-30 and
increased from 16.4 percent of net worth in 1030 to 22.3 percent of

TanLe $.—Profits of tobucco products manufecturing companies as proporiion
of net sales and of net worth, United States, vveregt 1936-35 ennnal 1030-12

Proflts before Income tax as proportion of nct sajes

: Averapn
Klnd of product 103630 1070 1040 1041 1042

Pereent Pereont LPereent Prreent Pereent
tobaeco producta, 11,2 11.0 8 11.8

Clgarnttes 1.0 1.2 . 11.7
FFL1+E - T 7.8 7.3 . 101
Other tabroeeo products 0.7 1G.1 . 16.3

Profts after inconte tax as proportlon of net sales

tobacco prodnecta. .. .. . 0.
Clgarettes D,
c 2

igars

Qther tobacce protluéfs 1 T

. 6.0
12, .7

Proflts before fncome tax as proportion of aet worth

13

tobacco products 1. 18,
Clgarettes g 7.

lgnra ' P E 8.
Other tobacco produsts 18- | i1,

1
j
1
G

f9rais | S
e LD | W

B s b2

Profits alter incone tax as propurtion of net worth

tobacce produets. ... .. 13.3 11.3 13.6

[l

Cigarattes i 145 145 11,3
Cignrs P 4.4 G.0 s
Qtlwer tobaceg produets i 10.4 o 1.0

,..
@ o
CNEI | £

* Caleulations are based on profita before minerliy loterest and contingeney resarves,
but remegotlation reserves were allowed as an expense and deducted from profits In every
case where the amount set aside wias showh as a cnrrent lzbility, Noet snleg for the S0
companies reported averapged 31,027,073,000 anually during the peried 1935.39 and
totaied $1,048,872,000 In 1530 {almest four-firths of the tolal reported by Consua of
Manufactures), $1,120,862,000 In 1040, $1,296,112,000 In 1941, nnd §1,502,528,000 in 1042,

Adapted from CORBORATE PROFITS, 10362, vaRT 1. See fastneto 9, p 25

net worth in 1942, Profits after income tax as proportions of net
sales and of net worth have decreased somewhat in reeent yoars.
Advertising costs, as veported by the Federal Trade Commission,
averaged b percent of total sales in 1039 and 5.3 percent in 1940 (table
8). The proportions of the gross margins, excluding costs of internal
revenue stamps, accounted for by costs of advertising averaged about
19.1 percent in 1939 and 10.5 percent in 1940. Advertising costs

* UNITED STATES OFFICE OF DRICE ADMINISTRATION, CORPORATI PROFITS, 103042,
FART I' wak proFITS sTUnY 10, 170 pp., flus. 1945, [L'rocessed.] ‘The basic
data in this report are frota Moody's Industrials, New York., (Semiweokly);
Standnrd and Poor's Corporatlon Ttecords; and Ofiee of Price Administration
IFinanciel Reports,
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averaged 56 percent more than costs of production wages and salaries
in 193% and 29 percent more than these cosis in 1040, 'They were
30 per cent greater than the combined costs of depreciation und obso-
lescence, taxes and soccial security payments, and other operating
expenses in 1939 and almest 70 percent greater than these combined
costs in 1940,

Selling expenses as reported by the Federzl Trade Commission
averaged 2.5 percent of total sales in 1939 and 2.6 perceni in 1940.
These expenses wera relatively least for cigareites and relatively
greatest for tobacco products other than cigarettes and cigars, Selling
expenses averaged 78.1 percent of the costs of production wages and

salaries in 1939 and 63.4 percent in 1940. Other items of cost included

in manufacturers’ margins were relutively small, as indicated in
table 8 (p. 24).

Datsa as to costs and margins for eigarettes in 1941 and 1942, show
somse decreases in the proportions of the selling price aceounted for
by profits margins and by advertising costs {tuble 10). For standard
and economy brands eombined, the profits margins (including net
profits, incoms taxes, and some interest) decreased from 10.2 percent
of the neb selling price in 1941, to 9.9 percent in 1942. But these
prolits margins continued to excecd 40 percent of the gross margins,
excluding costs of Federal revenue stamps, Prolits margins for
standard brands were much greater than were those for economy
brands.

Advertising costs for standard and economy brands combined
averaged 5.2 percent of net sales in 1041 and 4.1 percent in 1942. The
proportion of the gross margins, exclusive of costs of Federal revenue
stamps, accounted for by advertising costs averaged 21.9 percent in
1041 and 18.6 percont in 1942, Advertising ecosts usually accounted
for a larger proportion of the net selling price for siandard than for
economy brands. The total for items other than costs of internal
revenue stamps, prolits margins, and advertising costs, included in
manufacturers’ margins for cigavettes, averaged 9.1 percent of the
selling price in 1940, 8.3 percent in 1941, and 8.0 percent in 1942,

Data on murgins and costs for cigar manufacturers’ in 1941 and
1042 show that costs of internal revenue stamps averaged 7.3 percenl
of the net sules each year and ranged from 6 percent for 2-for-25-cent
cigars to about 14 percent for 2-cent cigars (tables 11 and 12). Costs
of operating labor in 1941 averaged 22.7 percent of net sales for
‘all price classes combined and ranged from 20.7 percent for 2-for-5-
cent cigars to 264 percent for 2-for-25-cent cigurs, In 1942 these
proportions averaged 234 percent for all classes combined and
runged from 22.1 percent for 2-for-5-cent cigars to 28.3 percent for
3-for-25-cent cigars. The proportions of the gross margins accounted
for by operating labot costs averaged 342 percent in 1941 and 35.9
percent 1n 1048, These proportions varied considerably frem one
price class Lo another. Other Jabor and salary costs of cigar manu-
foctures—including packing labor, shipping labor, officers’ salaries,
and clerieal salaries—averaged 6.4 percent of net sales and 9.6 percent
of the gross margins in 1941 and 6.6 percent and 10.1 percent, respect-
tvely, in 1942. Total Iabor and salary costs averaged 29.1 percent of
net sales in 1941 and 30 percent in 1942. The proportions of these




TaBLE 10.—Cigarettes: Standard and economy brands, net sales costs, and margin for manufacturers, United States, 1941 and 1942
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T Includes net profits, income taxes, and some interest.

Based on primary data assembled by the Office of Price Administration and made available for use only as industry summaries,
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Tapre 11.—Net sales, costs, and margins for manufacturers of G price classes of cigars, United States, 1941

Item

Price classes

2-cent

2-for-5-cent

3-for-10-cent

5-cent

10-cent

2-for-25-cent |.

All

Net sales

Cigar materials used, .
Gross margin

Operating labor .

Other operating e enses
Fixed charges .

Packing labor .

Other packing -cost:
Shipping labor ...
Other shipping costs

Officers’ SAlATIES wont v vyovmenssovssinnsononnn e

Clerical salaries (general)”
. Other general ard administrative cmts
Advertising

Other selling expenses

Revenue stamps

Apparent margin® .

Net sales

Cigar. materials used
Gross margin

Qperating labor ....
Other operating e\'penses
Tixed charges

Packing labor

QOther packing costs
Shipping labor ..

Other ship ing costs
Officers’ salaries .
Clerical salaries. (general)
Other general and administrative costs
Advertising

QOther selling expenses
Revenue stamps
Apparent margint

1,800 dollars
4,007
1,001

1,000 dollars

1,000 dollars
3,609
1,185

1,000 éollars

1,000 dollars

21,828

7,379
14,449

1,000 dollars
5,182

1,600-dollars

134,545

Proportion of net prices realized
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1Margin to éover income taxes, interest; and profits.

2Loss.

Data obtained in ﬂeld mvestxgntlou by the United States Parift Commission for the Office of Price Administration and made available

agency for use only as industry sumniaries:
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TarLE 12.—dverage net prices

realized, costs, and margins for manufacturers

first quarter of 1942

of 6 price classes of cigars, United States,

 Ttem

Price classes

2-cent

2-for-5-cént

3-{or-10-cent

d-cent

10-cent

2-for-25-cent

All

Net sales ... ..

Cigar materials used

Gross margin
Operating labor-
Qther operating expenses
Fixed charges
Packing labor ..
Other packing costs
Shipping labor
Qther shippmg costs
Officers’ salaries
Clerical salaries (genernl)
Other
Advertising
Other selling. expenses
Revenue stamps
Apparent margint

Net sales

Cigar materials used

Gross margin
Qperating labor
Other operating expenses
Fixed charges
Packing labor
QOther packing costs
Shipping labor
Qther shipping costs
Officers” salaries
Clerieal salaries (general)
Qther géneral and administrative cos
Advertising
Other selling -expenses
Revenue stamps ...

* Apparent margin® ...

eneral and administrative costs..........

1,000 dollars
999

237
742

1,000 doliars
6,369

1,000 dollars

1,000‘ dollars

1,000 dollars
5,470

1,000 dollars
1,334
418

1,000 dollars
37,3569
13, 034

Proporti

on of net prices realized

Dercent
100,0
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Margin to cover income taxes, interest, and profits.

£ 1.05s.

Data obtained in field investigation by the United States Tariff Commission for the Office of Price Administration and made available by the lntter

agenC\ for use only as industry summaries.
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margins accounted for by totel Iabor und salury costs avernged 43.8
percent in 1941 and 46 percent in 1942,

Operating expenses of cigar manfacturers other than labor costs
averaged 4.1 percent of net sales and about 6.2 percent of the gross
margins in 1941 and 4.6 and 7.1 percent, respectively, in i942 (tables
11 and 12). TFixed charges avernged 2.1 percent of net sales in 1941
and 2.3 percent in 1942. Packing and shipping costs. other than
labor, averaged 9 percent of nef sales in 1941 and 8.9 percent in 1942,
Advertising costs averaged 3.7 percent of net sales in 1941 and 3
percent in 1942. Other selling expenses averaged § percent of net
sales in 1941 and 6.4 percent m 1642. General and administrative
costs, other than salaries, averaged 1.4 percent of net sales in 1941
and 1.7 percent in 1942. Margins to cover income taxes, interest, and
profits averaged 3.7 percent of net sales in 1941 and 0.9 pereent
in 1942, The proportions for each of these items varied considerably
from one price class to another, as shown in tables 11 and 192.

Information available on smoking and chewing tobacco include
data relating to sales, costs of materials used, and items inc¢luded in
the manufacturers’ margins, by years, from 1936 to 1943 (except 1940
and 1942}, inclusive, (table 13}, Costs of internal revenue stamps
averpged 27.9 percent of net sales of smoking and chewing tobacco
combined during this 6-year period and the yearly averages ranged
from 26.2 percent in 1948 to 30.1 percent in 1936. The proportions
of the gross margins, accounted for by costs of these stamps, averaged
about 37 percent for the 8 years and ranged from 35 percent in 1939
to 39 percent in 1943

Net operating profits, during this 6-year period, averaged 16.3 per-
cent of net sales for smoking and chewing tobueco combined and
ranged from 10 percent in 1943 to 18.3 percent in 1936. The propor-
tions of the gross margins, including costs of Federal revenue stamps,
acconnted for by these profits averaged 21.4 percent for the 6 vears
and ranged from 14.9 percent in 1043 to 93.7 percent in 103%. The
proportions of these margins, exclusive of costs of Federal revenue
stamps, accounted for by net operating profits averaged 3! percent
and ranged from 25 percent in 1943 to 36.7 percent in 1939 and in
1936,

Labor costs for smoking and chewing tobacco during the 6 veurs
1936-43 {except 1940 and 1942) averaced T percent of net sales and
ranged from 6.3 percent in 1939 and 1541 to 8.4 percent in 1948, The
proportions of the gross margins, exclusive of costs of Federal rov-
enue stamps, accounted for by labor costs. avernged 14.7 percent for
the 6 years and ranged from 12.8 percent in 1939 (o 20 percent in
1543. Wrapping materials during this period accounied for abeut
9.2 percent of net sales and 19.3 percent of gross margins, exeluding
costs of Federal revenue stamps. These proportions varied irregu-
larly from one year to another. but the proportion of net sales
accounted for by costs of wrapping materials decreased somewhat
in the eavly 1940'. Costs of advertising and free goods during the
6 yenrs 1936-43 {except 1944 and 1%} accounted on the average for
abount 6.8 percent of net sales and 13.9 percent of the gross margins,
exclusive of costs of Federal revenue stamps. Freight, shipping, and
*selling expenses combined. during the 6 yvears averaged about 6.0
percent of net sales and 12.6 percent of the margins, exclusive of costs




Tanre 18-~Tobacco: Chewing and smoking, net sales, costs, and marging for smunufacturers, United States, 1986-39, 1941 and 1948

Ttem : 1936 1937 1938 1939 1941 1943

1,000 1,000 1,000 1,000 1,000 1,000
dollars dollars dollars dollars dollars dollars

51,069 7 53,304 52,673 v 59,3564 56,432

13,842
11,715
2,12

Gross margin

Labor ., .

. Wrapping material
Plant overhead
Revenue stamps ..
Advertising and free goods
Freight and shipping :
Selling expenses .
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of inlernad revenue stamps. These proportions varied somewhat from
year to year but ne very definite trends were indicated. Other items
of cost include plant overhead and general and administrative
expenses, but usually these items made up relatively small proportions
of the gross margins.

Means or REvucing Costs

Means of reducing margins, or the spread between costs of the leal
tobacco used and the valuc of the finished products, mey include
reductions in the kinds and umounts of services rendered, increases
in the efficiency and reductions in the costs of rendering the specifie
services, and reductions in excise taxes and profits. In the absence
of sufliciently complete information on the various phases of the
problems involved, no detailed suggestions regarding the specific
neans by which and the extent to which these margins or costs could
feasibly be reduced can be offered at this time. Such suggestions
would need to be based on much more complete information on the
services rendered, the wishes or welfure of consumers, the particular
processes involved, and the conditions under which the manufactur-
ing establishments are operated. But it is possible to indicate in a
general way some means for reducing these margins or costs.

Data presented by the Federal Trade Commission show that aggre-
gate net profits before deduction of income taxes and interest on debts
in 1940 averaged 3.5 percent of aggregate sales for cignrette manu-
facturers with assets of less than 54 million dollurs and average
annual sales of about 15 million dollars. These compare with prolits
of 11.7 percent for manufacturers with assets of over i million
dollars and average annual sales of about 387 million dollars.

Similar data for cigar manufacturers show average profits of 4.6
percent of aggregate sales for manufucturers with assets of under ¢
million dollars and uverage annual sales of less than one million
doilars comparced with profits of 10.8 percent of aggregate sales for
manufacturers with assets of over 4 million dollars and average
annual sales of elmost 13 million dollars. Although factors other
than diflerences in size may also be involved, it would appear reason-
able to assume that these differences in profits may be uttributed in
part, at least, to differences in efliciency arising from differences in
the size of establishments. If this assumption is justified, it would
appear that costs might he reduced by inereasing the size of the
smaller plants or by increusing the propertion of ths total volume
handled by the larger manufacturers. But these savings might not
be reflected in proportionate reductions in margins,

The cost of Federal excize taxes is by far the largest item usually
included in the margin or spread between the cost of the leaf tobacco
used and the value of the finished tobucco products. A. reduction in
these taxes would appear to be the simplest and perhaps the most
effective method of substantinlly reducing these margins, But the
feasibility of such reductions depends on questions of public policy
that go beyond the scope of this report. Escise tuxes on tobaceco
products can be collected with relative ease and are effective in ob-

I Pederal Trude Commissivn, See footnote T, p 2L
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taining revenues, but they are regressive in that the proportions of
the tetal incomne used in paying these taxes ave greater for the low
than for the medium and higher income families.

Data as to average net money income and average expenditure for
tobacco products by famrilies and single conswimers, by income groups
in 1941, show that the average amounts spent for tobaeco incrensed
with income, bub that the proportion of the annual money income
gpent for tebneco products was greater for the lower than fov the
higher income families (table 14). Tor all families und single con-
samers combined, the proportion of the money income spent for
tobacco ranged from 3.1 percent tor these with annual money incomes
ol less than $500 to 0.8 percent for those with incomes of $5,000 and
ovir. The proportions for farm families and single individuals
ranged from 4.1 percent for those with annual incomes of less than
$300 to 0.5 pereent for those with incomes of 83,000 or more. For
nonfarm Tamilies the proportion of money income spent for tobacco
ranged from 2.7 percent for those with aunual money incomes of less
than $500 te 0.8 percent for these with incomes of $5,000 and over.
Data velating to family inecomes and expenditures in 1935-36 also
show that total expenditures for tobacco vary directly with income,
but that the proportion of the family income used in the purchase of
tobacco products yvaried inversely with the amount of the annual
income (6).

Tantk Lb—dverage net monecy inemme and average expenditure for tobacee by
Ameriran familics und single consumers, by income groups, 1941

All Amerienn [nmilles and slagle consumers
13

Avernpe expanditure
for taliieco
Averpge Proportion

net money ol money

Net money incomne income Amount Income

BHaollars Dotlers Parcent
SO0 top $000 ... e e ieaasaan 289 2 3.1
600 to 1000 L. . e e e caraaas 741 18 2.4
SLO0D to 81300 ... . i e 1,240 27 2.2
81,500 to SUMO0D ... a e e 1,732 a5 2.0
2000 0 E3000 ., r i bl 47 1.9
FA000 o SH,000 ... o . e i i 3,720 il 1.7
$O,000 MG OVEP t v vinecarnacrirnsnnnans N 11,552 85 8

Farm famiiles and single consumers
B0 $IND .. a0 11 4.1
S50 to S1.000 73t 14 20
31,000 1o 1,000 1,226 17 1.4
S0 to $2,U000 . 1,701 21 1.2
$0,000 to 82,000 .. 24430 23 1.1
$3,000 nnd over 3,080 o9 R
Nonlnrm famliles and single condumers

Qto 3500 ., .ovvennnas Arare et e an0 L] 2.7
300 o S1,000 742 14 2.4
1,000 ro $1,500 1,703 20 23
$1.500 to $2,000 . 1,737 aT 21
2000 tp S3,000 .. envnon o el 24410 4G 2.0
£3,000 to £5,000 e . 3,720 68 1.8
$5,000 and gver ..... e iea P, 11,896 [H] R:]

Adapted [rom Spending and Seving of the Nation's Fomilics {n Waertime (3},
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‘Lobueco munufucturers’ marging could be reduced considerably if
profits were reduced. Data for 25 tobuceo manufucturing corpora-
tions in 1940 show that aggregate net profits before deducting debt
interest und income taxes averaged 164 percent of aggregate total
investment. Aggregute profits nfter invome taxes are puad, but belore
deducting debt mterest averuged 121 percent of agoregate total
mvestment. Net profits from munufacturing and trading averaged
about 11 percent of total sales, 14.6 percent of gross margins, includ-
ing costs of Federal revenue stam s, and 40.8 percent of manufac-
turers’ gross marging, exclusive of costs of Federal revenue stamps.

Advertising is wenerally recognized as an effective means of ex-
pending outlets for particular Drands as well as the total for all
tobacco products. Such inereases in volume muy make possible some
reductions in average per unit cost. erhaps the least effective ad-
vertising, for the industry as o whole, is that desigued nainly to
inducs consumers lo use one particalar brand instead of another of
about (he same quality. Tf ndvertising were confined nwre to in-
formative and less to strictly competitive features and were placed
on a more eflicient basis, marging ov costs for tobacco manufacturers
might be reduced somewhal, Reports indicate that tobaceo manu-
facturers’ advertising costs averaged 3 pereent of tofal sales in 1939,
and 5.3 percent in 1940 * R

Costs of ndvertising exceeded production wages and saluTies. ‘Ihey
amounted to about ¥ percent of gross margins ineluding costs of
Federal revenue stanips, and o about 19 percent of manufucturers’
gross margins, exclusive of cost of Federal revenue stamps. ITow-
ever, as previously indicated, costs also are affecled by size of plant
operations, and advertising by ecompanies manufacturing leading
brands no doubt has been an important factor in concentrating opera-
tions in a velatively small munber of large plants.

IMPORTANCE OF Repcernions v Cosrs

Margins for tobacco manufacturers in 1939, plus costs of Federal
revenue stamps, averaged sbout three-fifths of the retail price of
the finished products and about five times as much as the returns to
American growers for the leaf tobacco used. Manufacturers' mar-
gins, exclusive of costs of these stamps, averaged aboul 27 percent
of the retail price of the finished products and more than twice as
much as refurns to American growers for the leaf tobacco used.
Excise taxes alone averaged more than a third of the retuil price
und were nbout three times as great as the returns to growers for
the United States tobacco used.

A reduction of 5 percent, for example, in the manufacturers'
margin, plus costs of Federsl revenue stamps, would amount to about
s much as a reduction of around 8 percent in retnil prices and to
about as much as an increase of one-fourth in returns to growers in
the United States for the feaf tobuceo used. Such a reduction in
manufacturers’ margins, exclusive of Federal stamps, wonld amount
to about as much as a reduction of 1.3 percent in retail prices and
to more than an increase of 10 percent in retmrns to United States
growers for the tobacco used.

" Federa]l Trade Conunlssion, See footnote 7, p. 21.
! Federa! Trade Commission, See footnote 7, p, 21.
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WHOLESALERS’ AND RETAILERS’ MARGINS

These margins include the charges made by wholesalers und re-
tailers for the services of taking tobacco products from manufae-
turers and delivering them to consumers at retail. Some State and
local excise taxes are also included.

Usuar Pracrioes

Most of the manufactured tobacco products are sold by manu-
facturers directly or indirectly through wholesale branches or offices
of the manufacturer, Lo wholesalers or jobbers, but considerable pro-
portions are sold by manufacturers directly to retailers. In 1939,
aceording to census reports, the propertion of tobreco manufacturers’
seles distributed directly through wholesalers and jobbers averaged
61.5 percent for all products combined and ranged from ubout 59
percent for cigarettes to about T percent for cigars (table 15). The
proportion distributed through manufactaver-owned- and operated
outlets—mostly wholesale branches or offices——averaged about 30
percent and ranged from about 16 percent for cigars to 33 percent
for cigarettes. Most of the products handled in this way were in
turn sold to wholesalers. The propertions seld by manufacturers to
retailers, including chains, averaged about 7 percent and ranged from
about 6 percent for ciyurettes to 11 percent for cigars. Very smull
proportions were exported or sold divectly to consumers.

Data showing sales of manufactured tobacee produets, by channels
of distribution, for 13 companies manufacturing tobacco products
in 1934 were reported by the Iederal Trade Commission (78). Total
sales by these companies equaled more than 97 percent of the total
quantity of cigarettes produced in the United States in 193+, about
89 percent of the smoking tohacco. more than 75 percent of the chew-
ing tobacco, almost 41 percent of the cigars, and practically all of
the snuff. Dollar sales, by channels of distribation from manufac-
turers, were not ascertained for euch kind of tobaceo product sold,
but for all tobacco products combined about 62 percent were dis-
tributed through tobacco jobbers wnd wholesalers, 182 percent
through wholeszle grocers, 8.5 pervent through chain grocery stores,
.7 percent threugh chain tobaceo stores, 2.5 percent through chain
drug stoves, 1.7 pereent through independent retail tobaceo and drug
stores, and small propoertions through whelesale diug companies, co-
operative and voluntary chaing, and other distributors (table 16).

The relative importance of the different channels of distribution
varied considerably from one ¥ind of tobaceo product manufacturing
company to another. The proportions of the total manufacturers’
snles that were distributed through tobacco jobbers and wholesalers
ranged from 22.2 pereent Tor companies manufacturing snufl to abont
64 percent for companies monnfacturing cigarettes nnd smoking and
chewing tobaeco. About 2 percent of the sules by companies manu-
facturing cigars was distributed through whaolesale sroceries, com-
pared with about 17.5 percent for cempanies manufacturing cigar-
ettes, and almost G2 percent for companies manufucturing snuff.
Manufacturers of cigars did not report any sales to chain grocery
stores, but the proportions reported for other companies averaged
ubout 9 percent. The proportion distributed through chain tobacco
stores ranged from 5 percent for companies manufacturing snuff to
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10 percent for cigar manufacturers. Sales to independent retail
tobacco and drug stores accounted for 31 percent of the total outlets
for cigar-manufactaring companies but other companies reported no
sales through these chunnels,

Data presented by the Federal Trade Commission showed signifi-
cant differences in the proportions of the products of individual
compunies of the samie group that were sold through specified outlets.
For individual companies in the eigarette and smoking and chewing
tobaceo group the proportions of the products sold to tobacco jobbers
and wholesalers ranged from 32 to 83 percent: to wholesale grocers,
from abount 19 to 57 percent: to chain grocery stoves, from 4.5 to 20
pereent; and o chain tohaces stores, from about 2.3 o 6§ pereent,
Sales of individual companices manufacturing eigars to tobacco job-

Tanry 35, —Dislribution of loluceo manufuefurers” sales, by eliesses of enstomers
wnid by industries, United Stales, 1038

Polneco
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Muanufacttirer-owned aml opernted
outhels
Wiolesule branehos ar offices .| 150605 G300 LS IR} v 307,111
Retall stores ., .., ... .. it i &) R
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Data adapted from Lnited $tates Hurean of the Census {11},
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Tanue 16~—~Net dollar gales of manifactured tobaceco products of 18 tobacco products manufacturing companies,
by «channels of distribution, calendar year 1984

Net dollar sules of manuf actured tobacco products?

G cigurette, 4 elgar-mnu- 3 snuff-mnso-
smoking and chewing {facturing com- facturing .
tobacco companies s panies 3 companies ¢ Total 13 companies

’ Percent Pereent Percent Percent
Channels of distribution of total Dollnrs i oof total Dollars of total of total

=t

2, T 62.03
3. 18.20
.64
8.51

: 4.07
23,418,096 2,63

Cereedes 15,386,752 1.06
V a6 1 420,49 <05
8 575,230 1.87 15,835,920 171

Cobacco jobbers und wholesalers ....., . : 63.93

Wholesale grocers atevebraes . 17.52

‘Wholesale drug eompanies .. .. ...

-Chain grocery stores . PP

Chain tobacco StOres . ..vivaosson

Chain Arug SOTES o v vevivessvieanas oy

Independent retail tobacco and drug
SOTES v o uisaahvirasrsipavrnes .

Cooperatlive and voluntary chains

Al other distributors ...,

T
:

.
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o ez
DS SEW
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Total net sales of manufacturedf:
tOBALEO. iiiii i b 843,639,831 100.00 50,331,240 100.00 30,779,038 100.00 924,751,000 100.00

*Does not include sales of tobacco stems, tobacco scrap, leaf tobacco, or any products not manufactured from tobicco.

21ncludes the following 6 companies and their subsidiaries: The American Tobaceo Co.; Liggett & Myers Tobacco Co.; R. J. Reynolds Tobancco Co.
P, Lorillard Co., Tnc.; Brown & Williamson Tobacco Co. ; and Axton-Fisher Tobaceco Co.

3Includes the following 4 companies and their subsidiaries: General Cigur Co., Ine. ; Consolidated Cigar Corporation ; Puerto-Rican American Tobacco
Co, ; and Bayuk Cigars, Inc,

4Includes the following 3 companies: TUnited States Tobneco Co. 7 American Snufl Co. : sind George WL Helme Co.

¢ Includes a small but-indeterminable volume of sales 20 wholesnle grocers, wholesale drug companies, and cooperative or voluntiry chains.,

%-Consists chiefly of snles to the U. 8. Army and Navy, Federal and State-institutions, commissaries, restaurants, camps, and social organizations,

7:Sales to-chain restaurants,

# Includes sales to commissaries and to miscellaneous distributors.

From Federal Trade Commission (18). (See p. 1044.)
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bers and wholesalers ranged from 42 to 63 pevcent; to independent
retail tobacco and drug stoves, from about 29 to 85 percent; and to
chain tobacco stores, from 7 to 37 percent. For individual companies
manufacturing snufl the proportion of total sales made to wholesale
grocers ranged from 44 to T0 percent and to chrin grocery stores, Trom
2.5 to 27 percent.

Wholesnle distribulors of tobacco products apparently confine their
purchases chiefly to those from manufacturers. Data veluting to the
purchases of seven wholesale tobacco-products distributors in 1934,
as reported by the Federal Trade Commission, show that about 99
percont of the total purchases of move tian 68 million dollars worth
of tobacco products distributed came from tobaceo manufacturing
companies (table 17). Five of the distributors bought rll their cigar-
ottes from tobaeco manufacturing companies and 90.7 percent of the
cigarette purchases for all distributors combined was obtained from
this source. Five of the six distributors that handled snuff bought all
they handled from manufacturvers and 90.2 percent of the suuff
handled by the six distributors was obtained from manufacturers.
Purchases of 88,5 pereent of manufactnred products other than cigar-
ettes and snufl made by the seven distributors were obtained from
manufacturers, and five of the distributors procured their fotal sup-
ply of these products from this source.

Sules outlets for wholesalers of tobaeco products ure chiefly re-
tailers, although seme sales ave madle to other wholesalers and others,
Census reports on the wholesale trade in 1939 show thal almost 90
percent of the sales of service and limited-function whelesalers was
distributed to retailers, 9 peveent to other whelesalers, and about 1
percent to consumers or others. The valoe of the sales of these service
and limited-function whelesalers totrled more than four-fifths of the

Tante 17.-- Cigarelle purchases of 7, snuff purelascs af 6, and all other tobaveu
products purcheses of 7 wholesale tobareo products gistribulors,? by sonrees
of supply, ealendar or fiscel yeqr gy

Purrhiaros nf elgnrettes, snufl, nnd ol erber manpfnefured
tobnoeo produots
: All ather
manufaciyred
Clgarettn Snuf tebaeco produety
Poreont Pereoint Te¢rcomnt
Sources of supply Dollars | of totitl Pullars  § of totr) Trallars ) of tptnl
Tohneco mntufacturing
companies ..., 54,853,222 00,72 R00,512 G003 | 12.4818.608 0840
All other sourees ...... 154,108 .28 07 a7 n7.832 1,04
Botal cignrotte, snud,
and other tobnccg.
product’ purehnses | 54,807,420 | 10000 MEA40 ) 00 nG | 12,847 408 186.048

tinciudes cigrrette purchasea and purchases of atl oiher tobnces products, cxcept snaf,
of the followlng companics and thelr aubsidinrles: ¥, A, Davis & Bonsi (laser Drod,;
i, 0. Shnw Co.: Metropoliten Tobneco Cu.; Meliomdon & Iobbing, 1pe.; New Jorsey
Tobaceo Co.; and the Philadeiphin Whelesale Drug Co,  Includes gnuil purebarer of nll of
the above compnnies, excopt the Phltadeiphiin Wholesaie Drug (o,

10f tha T comgnniea, reporid purchancy fnr the calepdar yoar 1034, and 1 for the
fiaczl year ended Oet, 83, 1034,

From Pederal ‘Trade {omnission {18}, (Soo p 0K
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total value of distribnted snles I‘EPOIlEd for munufacturers, Most of
the sales made by manufacturers’ sales branches and by agents and
brokers went to wholesalers, according to census repor ts.

Reports of the Federal Trade Conimission relating to net dollar
sales of manufactured tobacco products by seven wholesale tobacco
products distributors show that in 1984 about 72.5 percent of the
sales went to independent retail tobacco and dlllﬂ" stores and 27 per-
cent went to tobaceo jobbers and wholesalers (tflble 18). Ofher out-
lets inclnded chain drug storves, chain grocery stores, cooperatives,
and veluntary chains, but the proporiions of fotnl snles acconnted
far hy these outlets were small.

TaBLE 18 —XN¢ei dollar sules of manufaciured tobaecce products of seven 1oholesale
tobnrro products distributorst by ehonnels of distribution, calendur or fiscul
year 1034"

Net dollar snles of
mannfactured tobacee products

Percent

{*hannels of dlstributlon Diallurs of totrl
Whelesale drog compaales . ...... . .. a 0 e ..n L34 b S
Tholesnle Froers uiesiarcaa s it i - 1,892 | ..., P
Tobncee jobbers and whoelesalers ... .. ... ... ... ..., 18,062,507 27.0%
Cooperative and veoluntary chalne o, ..., o . oul .y . 7,034 01
Chnrin grocery ........ bed e besamasrs aasaaaaa- : 427006 Eell
Chain drug stores . i ircaaninrnnn R, 224,052 .32
Tndependent retnll tobares and Arug SoTes ...y a. . 50,870,025 72.58
Total sales of manufaciared {ohacca products . :0,109.503 106,00

1Includes cignrette purchases and pnrchases of all other tobacco productw except snuff,
nf the follo“iu;: compabies amd thelr subsidiaries: TP, A, Davik & ‘mm Glaser Bres, ; H.

Shnw Ca.: Metrapolitan Tobaveo Cp. ; MeKesson & Rokhbing, Incg, New Jersey Tobnoco
("o.; and tho Pilladelphin Wholeasle Drug Co.  Includes anufl purulmses of nll of the
ahove compnnles, except the Philadelphin Wiolezale Tirug Co.

10f the T compauied, 6 reported purchases for the talendar year 1934 aud 1 for the
flseal yezr ended Qct. 31, 1034,

Froem Federal Troade Commisslon (78}, (Seep, 10471

Some wholesule grocery vompanies bought cigarettes mainly from
companies manufacturing tobacco pr oduefs and distributed them to
various retailers. Data nssembled by the Federal Trade Commis-
sion for 11 wholesale grocery companies frr the calendar or fiseal
venr 1034 or 1935 show that more than 99 percent of the 691 million
cigarettes purchased were obtained from tobaceo products manu-
f.lctmmﬂ' companies (table 19). More than 78 percent of the dollar
saes of these companies were made to independent retail grocery
stores, almost 14 percent to cooperative and voluntary chams, and
about 9 percent to independent drug stores (table 20). The propor-
tions of total sales of individunl companies accounted for by these
outlets varied widely (78, p. 1048).

Some retail distributors obtain moest of their supplies of tobacco
products from tobacco manufacluring companies. Reports of the
Federal Trade Commission as to purchases of six retail distributors
of tobacco products for the calendar or fiscal year 1934 show that
almost nll of the cignrettes and snuft and ahout 88 percent of the
other tobacco products handled were obtained from tobacco manu-
[acturing companies (table 21).




40 TECHNICAL BULLETIN 0513, U. 5 DEPT. OF AGRICULTURE

TapLr 198.—Cigaretie purchases of 11 wholesale grocers,! by sources of supply,
calendar or flscal year, 1934 or 1933*

Cigarette purchases®
Percent
Sources of supply Number of totnl
Toheeco preducts manulacturing eompanies ..., .00, 030,002,180 BO. T4
All other compPaales ... rrr s nns s e v at st inarinrransns 1,785,000 .28
Totr] elparette DUTENASEE L. nrnernoananana G01,087,180 100,00

!Includes the following companies: Anstin, Klehols & Co,, Ine : Davis-Mize & Co.;

. R. Godfrey & Sons Co.; Grigos, Cooper & Ce. ; King-Dobbs & Co, ; Potter, MeCune Co.
Lee & Cady: P, P, Willilams Co.; Schwabacher Bros. & Co., Ine.; Wellnan, Peck & Co. |
and Western Grocer Co.

10€ the 11 companles, 3 reported purchnses fer the enlendar vear 1034, 3 for the cnlen-
dar year 1935, and & for the frcal venr 1635, Fisenl years ended Jan, I for 1 cotnpany,
Apr. 30 for 1 company, June 30 for 2 companles, and Dee. 26 for 1 company.

® 1 compnny reperted estimated purelnses,

From Federnl Trade Commisslon (18}, (See p. 1047.)

TapLe 20—Net dollar ciguretic sales of I1X wholesule grocers,' by channels of
distribution, calendur or flseal year 1984 or 19350

Net dollar eigarette sales ?

Percent

Chanuels of distvibuntien Dollars of total
Tobaceo jobhers and wholesnlers .. .....ovvunenn.... 8,003 0,03
Independent retall drupg stores . ..v.vvrvarevronnnns 360,010 1.33
Cooperotive and voluntary grocery chains .......... H20,470 13,87
Independent retafl grocory SLOrOS . ..........vvnvuns 2,013,194 7201
All other conmumers nnd dlstributorsad . ... .. ..... 9,340 24
Tofal net doliarsnles ... i inriiernrnnnans 3,807,040 100.00

1Includes the following companles: Austin, Nielols & Co., Inwe. :.Davig-Mlze & Co.:
E. R. Gedfrey & Sous Co.; Griges, Cooper & Ce.: Ring-Dobbe & Co.; Pottor, MeCune Co.
Lea & Cady; I I Willlams Co.; Schwabacher Bros, & Co., Inc ; Wellman, Peck & Co.
rnd Western Groeer Co.

A0F the 11 companles, 3 reported purchases for the enlendnr yene 1034, 3 for the enlon-
dar year 1935, and 3§ for the Nzenl year 1%35. Ilseal years ended Jan. 1 for 1 conipnny,
Ape, 30 for 1 company, June 30 for 2 companies, and Dee, 26 for 1 ecompnty.

2 0f the 11 comprnles reporting cignrette sules, 3 veported estimated dellat sales,

¢ Ineludes gnles to stenmahlp lines amounting to $000.

From Federal Trade Commisslon {28).  (See p. 10480

+ Tanre 21---Purehesss of tobuceo products of 6 refail tobacco producta
distributors? by soureces of supply, calendar or flscal year 1934

Purelhnses of tobneeo products

All otler
Cigarettes? Snom tobneeo products
Perecent Percent. Percent

Sources of supply Numler of total | Tounda | of total! Dollars of totnl

Tokaceo Jobhers and
wholesniers ........ 1,085,533 0.02 49 0,02 2,050,800 in.28
Tobreco manhufgeturing
comprnies .,......,.1 7,038900,104 0008 | 214,741 00,98 § 21,077,379 B7.72

Total purchiases of
tobacco produgts | 7,038,076,637 | 100.00 | 216,590 | 100,00 | 24,028,278 100.00

Includes the following companies and lheir domestie subsldinrics: Peoples Drug
Stoces, Ine, ; Selmlio Retail Siores Corpnration; Siver Hod Stores, Inc, i the Unlon News
Co.; Unlted Cigar Stores Co. of Amerien ; and the United Dreug, Tne.

A0L the § companlea, G reported purchoses [oc (Le enlendur yenr 1834 arel 1 for e
fincal year ended Oct, 31, 1934,

32 companies reported estimeled purehnses of clgnriettes and snulf,

Prom Federal Trude Commission (I8}, (Seo p. 1049}, J
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Criances onr CosTts

The Bureau of Labor Statistics has assembled unpublished data on
wholesale and retail prices of tobacco products. These data indieate
that in 1939 the margin or spread between prices from manufacturers
to wholesale jobbers and retail prices averaged 92.7 percent of the
price to consumers {or all produets combined and ranged from 21.5
percent for cigarettes to 28.8 percent for pipe tobacco. Similar data
for 1040 indiecate that the marging averaged 23.6 percent of the retail
price for all producis combined and ranged from 22.7 percent for
cigavettes to 28.8 percent for pipe tobueco.

Estimates made for popular brands of cigarettes in 1937 indicate
that the spread between prices to jobbers and vetail prices averaged
21.3 percent of prices to consumers (9). A report of the Federal
Trade Commission on the distribution of the consumers’ price for
cigarettes shows that in 1934 the wholesale and retail margins com-
bined averaged 21.2 percent of the vetail price (78, p, 139).

Operating expenses of wholesale merchants for handling tobacco
products {except leat}, as reperted by the Burean of Census, averaged
4.9 percent of the selling value of the products in 1939 (table 22).
These expenses ranged from 4.2 percent. of sales for wholesalers with
annual volumes of sales of 1 to 2 million dollars to 7.4 percent for
wholesalers with volume of sales of $10,000 to $30,000 and to 17.7
percent Tor wholesalers with volume of sales of less than $10,000.

-
TanrE 22—Number of estadlishmenis, volume of sales, and operating ezppenses
for wholesalers of fobavce producls (except leaf) by size growpn, 1985

Operating expenses—-—
Praportion
Estrb- of
Buslnens-size group Hshmenty Sales Amonnt anles
1,060 1,000

Number daliars dotlurs Perpent
72 2,350 1,004,025 52,6590 4.9
2,000,000 R OVET . L. ki) 233,143 10,0834 4.8
FLOGOOG0-831.900000 ... L. L. 175 230,867 10,085 4.2
$E00,000— SUBDDNG ... e 370 250,300 13,012 [
SEON000- BA0009% ... ..l 438 111,480 4,750 5.2
$260,000-~ e 308 7410 4,216 L8
§166,080-~ 4G4 L35 ST 5.0
200,000 - amw 23,504 1,468 0.2
£10.000 - 206 0,150 G679 T4
1"ider - 49 277 49 17.7

Adapted from Census of Tusiness, Wholesule Trade (13).

Information velating to wholesale prices, costs, and gross mar-
gins for 4 principal whelesale and jobbing companies which handled
cigarettes, as reported by the Federal Trade Commission, shows that
in 193} the wholesalers’ margins for handling eigarettes averaged
almost 6 percent of the receipts from sales of the products. The
price received for the cigareties averaged 10.08 cents per packnge
of 20 cignrettes, the priee paid averaged 10.04 conts per package, and
the gross margin averaged 6.64 cent per package. These four com-
panies sold in 1934 more than 1256 million cigaveties for a little
more fhan $22.730,000 (78, 9. 143).
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Data on wholesalers’ and on retailers’ margins for cigarettes and
for smoking tobscco in March 1943 were obtained as a result of a
special survey made by the Bureau of Labor Statistics and the Office
of Price Administration. In this survey information as to costs and
selling prices of specific brands and sizes of the products was ob-
tained by specially trained enumerators through personal interviews
with wholesalers and retailers in 24 selected cities widely distributed
throughout the United States.?? The wholesalers interviewed totaled
258 and the number of margins reported totaled 1,762 for cigarettes
and 4,124 for smoking tobacco. The retailers interviewed, including
independents and chains of various types, totaled 1,188 and the num-
ber of margins reported totaled 17,961 fov cigarettes and 16415 for
smoking tobacco (table 23).

Tabre 23.—Number of wholesalers and retuilers of obucco products interviciced
and mumber of marging reported, by type of deuler, United States, March 1948

Margins reported for

Dealers Smoking

Type of dealer Interviewed | Cigarettes tohacco

Nunber Number Number
Wholesalers™all ... .. ovriinerirsvnrsaninn 258 1,782 4,104
Credlt gand dellvery ..o iiii i inennn. 168 1,173 2,860
Cash 80 CATIY v vvut it rnraenemenennn 42 . 288 673
-+ 11 - 48 3632 501
ltetallers, independents—all b ag7 14,030 13,034
ClEar BIDIBE vuvv i it e i i eieneans 4] 3122 A,704

DIUE BEOTEE st it ittt snenearann 175 2,854 3.077 -

CroCery SEOTEE . .v v v ir v isinrsnrensnnen 252 3,810 2,868
Confectioneries . ... ... .. ..ot vurnnr.ons ift 1,58 1,802
Restalrants .o v nenrneneneans PR 148 1444 as0
L1 48 625 858
Rondslde stonds ... ..o i aals 55 n83 433
Othert® _........ e 43 453 i42
Chainsall ... it e e ig1 3,331 3,081
Ciger stores ............... beda s aq 361 o972
DU BROTEE .. e i e aaaaes 47 1,024 1,317
Grocery BEOTEE L .v v s it it [il:] 1,098 31,042
RESLANTANES .o vt iarrsaronnnennsns 23 254 143
£ - 23 277 37
Ralirond stations ... ... ... ..o oo inn.. 14 217 18
All retallers ... s iiiia i ieaiann 1,188 17,9681 16,415

* Ireivdea § raflread stations and 34 vending machines.

The dete were pssembled by the Burenu of Lnbir Btatistics and Office of Price Admints-
tratlon and made avrilable by the Intter ageney for use only as indusiry summarles,

These data show that in March 1943 wholesalers’ margins averaged
about 4 percent of the selling price for cigarettes und aboui 5.5 per-
cent of the selling price for smelking tobacco {tables 24 and 25). The

2Mhe eities tnclude Boston, bass, Bridgeport, Conn., Manechester, N. 11,
New York, N, Y., Pittsburgh, Pa., Seranton, Pa,, Cleveland, Ohio, Detroit, Mich.,
Columbus, Oklo ; Atlanin, Ga,, Norfolk, Va., Winston Salein, N. ., Dallas, Texas;
Wlchita, Kan.,, Little Rock, Ark., Chicago, Ill., Peorin, I, Bpringfield, IiL,
Denver, Colo., Salt Lake City, Utah; Butte, Mont,, San Francisen, Cnl., Scattle,
Wash., and Fresne, €l
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margins for subjobber wholesalers averaged considerably less than
did those for credit-and-delivery and for eash-and-cary wholesalers.
The wider average margins shown for cash-and-carry than for credit-
and-delivery wholesalers of 1-pound packages of smoking tobacco may
be acecounted for in part by the fact that the sample for cash-and-
carry wholesalers is smell and that the arithmetic means used is not
typical of the margins included, The median margin for cash-and-
carry wholesalers of these products is about the same as that for the
credit-and-delivery wholesalers, Margins far individual wholesalers
of the same type ranged from less than 1 to more than 8 percent of
the selling price for cigarettes, and from less than 1 to more than 10
percent. for smoking tobacco.

Tapre 24.—Wholesalers maerging for cigarettes, by type of whalesaler, in 24
selected cities, United States, Mareh 9, 1948

Proportien of selling price
{pervent}

Credit
and
dellvery

Cash
and
carry

Subjobtier

Totnl

0.87-1.86 |
.86 apd undey

Averago margin

Number

Number

Number

Number

1,173

303

1,762

Perrent
4.2

Pereent
4.9

Percent
2.0

Percent
4.0

Compiled from datn assembled by tie Dureau of Labor Statisties and Office of Trice

Administeation and mads av

marieq,

allable by the latter ageney for use only nf industry sum-

Tanre 25.—Wholesalers' marging for smoking tobaceo, by kind of package, and
by type of wholesuler, in 24 selected cities, Uniled States, March 9, 1943

Type of wholesaler for
1-pound paclkapge

Type of wholesaler for
small package

Proportion of selling price

{pereent) Credlt

Cash

and
dalivery

apd
£arey

Sub-
{obber

Credit

and
delivery

Cash

and
cnrry

Sub-
jabher

Fotal

11.87 an
.87-11.80

Avernge margln

MNumber
15

Number
4

Nuwber

Dl ] pul
o = LI ek e i G0 T e 20 ]

Number
17

Number
3

Number

1323

Number
47

{6
1459
46

| 4124

Pereent
5.8_

Percent
0.4

Percent
4.7

Percont
5

ercent
5.0

Pereent
4.1

Mercent
5.5

Complled from datn sssembled by the Bureau of Labor_ Statlstics znd OQftce of Price
Administration and made nvalinble by the latter agency for uge ouly as industry sum-

nyitries,
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Retailers™ operaling muarging for 43 cigar stores and cigar stands
engaged primarily in retailing cigarettes, cigars, and tobuacco, as
reported by Dun & Bradstreet, Inc., averaged 23.9 percent of net
sales in 19389 (2). According to census reports, operating expenses
of cigar stores and cigar stands, including payrell but not including
compensation for proprietors of unincorporated businesses, uveraged
19.5 percent of sales m 1933, 23.U percent 1 1933, and 21.5 percent in
1929 (10, ». 1, p. 18). Many cigar stores and eigar stands aiso handle
newspapers and magazines, cundy, novelties, and soda-tfountain prod-
ucts, und 1t may be that the murgins or expenses shown for these
stoves do not refleer accurately the rvetailers murgins for handling
tebaceo products.

Data assembled by the Federal Trade Commission on sules, costs,
and gross margins tor 4 principal chuins of retail tobacco and drug
stores in 1934 show that the retailers’ margins for cigarettes averaged
ubout 12.9 percent of the retail price {18, p. 142). Retail prices of the
cigarettes uveraged 12.68 cents per package of 20, the costs to retuilers
averaged 11.05 cents, and the retailers’ gross margms averaged 1.63
cents.

Information as to costs of tobacco products to retailers and on
retail prices, assembled by the Bureau of Labor Statistics and the
Ollice of Price Administration, shows that, in Mareh 1943, retailers’
marging tor cigurettes sold by independent dealers uveraged about
it percent of the retail price for one-package sales, 13 percent for
fwo-package sales, and 9 percent for carton sales (tuble 2G), Similar
data for chain dealers show average margins ot 12 percent, 11 percent,
and 9 percent, respectively (table 27).

Average margins for the different types of independent stores
ranged from 13 to 18 percent of the refail price for one-package
sales, 12 to 17 percent for two-package sales, and 7 to 15 percent for
carton sales. Similar averages for chain stores show ranges from
9 to 18 percent for one-package sales, 8 to 20 percent for two-puckage
sales, and 7 to 20 percent for carton sales. Retailers’ margins re-
ported by different stores of the same type ranged from less than
2 percent to more than 2¢ percent of the retail price of the cigarettes.

Retailers’ margins for smeking tobucco, particularly for the smaller
packages, usually were considerably greater than were those for
cigarettes, Data relating to the costs of the tobacco products and
to retail prices show that, in March 1948, refailers’ margins for
smoking tobacco sold in small packages at independent stores averaged
23 percent of the retail prices for one-package sales for all stores
combined and the averages by type of store ranged from 22 percent
for drug stores to 26 percent for restaurants (table 28). For two-
package sales, retailers’ margins averaged 22 percent of the retail
prices for all stores combined and the averages by type of store
ranged from 21 percent for cigar and drug stores to 25 percent for
restaurants. The margins for smoking tobacco sold in small pack-
ages at chain drug stores averaged 18 percent of the retail prices
for one-package sales and 14 percent for two-package sales. The
margins reported for different stores of the same kind ranged from
less than 2 percent to more than 35 percent of the retail price.




TABLE 2G—Retatlers’ margins for c:gmettes sold Ly independeni stores, by size of sale .and by type of retailer in 24 selécted cilies,
United States, March 9, 1948

One-package sales

-

Proportion of selling
price (percent)

Cigar
stores

Drug
stores

Grocery
stores

2. and under

Number

24§

Number

Number
-

26

Confece-
tionery

Restaurants

IMotels

Ttoadside
stunds

QOther?

All

“Number

Number
5

40
112
259

e
Lol e
A

Number
18

Number

(2 e D
SO~ OHIY

(2

Number
1

Number
57

7
235
902

1,699

.

1,172

31,0007

1463

.4__
880

<
(=3
[Reril SRS PN /1

R

i

Average margin

Percent
13

Pereent
13

Percent

Percent
13

Pereent
15

DPercent
1

T Percent

Percent
18

Percent

iy

wo-p:lck:xgc siles

Number

Number
11
67
106
243
247
139
50
26

Mumber
1

35
151
280
314
3062
153

72

37

Nu mber

AN umbor
1(

.,.).3
115

61
38

[
2

Number
1

Number

4
o7
606
40
15

7

3

Number

N 154
. IO LINE =TI

.

o)

Number

983

1,405

500

237

o4

5,312

Percent
12

Percent
12

Percent
12

LPercent
12

Pereent
15

Percent
Yr

Percent

14

Percent
15

Percent

Carton sales

5
2 and under

Number

Number
1

114

Number

Nu myer

Number
1

Number
=

Number

Number

Number

781

109

oy

Le SRS AN

Average margln ...,...

Percent

Percent
9

Percent

Percent

LPercent
12

>4

Percent
15

Percent

Percent
7

Percent

1 Railroad stations and vending machines.

Compiled from data assembled by the Buream of Labor Statistics and Office of Price Administration and made available by the latter agency for use

only as industry summniaries.
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Retailers’ marging for cigaretics sold by chein stores, by size of sale

and by kind of retailer in 24 selected ¢ities, United States, March 8, 1033

Onoe-pocknpe sales

Proportion of selling price
{percent)

Clguar
stores

{irocery
Htores

Dirug
storus

1ntols

Restau-
ranty

Radlrond
statlons

All

120k o oivii e
P11 .....
G~ §

Fe Dol
2 and nnder .

Number
19

Nuwmber

Number
H "

Number
36

Number

3
164
13
34

1

Numbeor
2

Total

112

AVErage DUILEIN ... ...

Percent
1i

Fercent (Percent
19 i)

Pereent
18

I’h'{‘rn [4
"] a2

};(-‘m enl
10

Dereent
12

Twn-pack

ape sales

4 and over .. aeia, e,
41.0% ..

18-20
T6-1T s eiiienirsrrnsrnns
T T PR
H-11

-5 (...,

R R

S T

2 and vnder

Tatal

Averpge margin ...

IR

Nimher
2

Percent
14

(Nunber .r

Number

2

Ard Ten TR
VRO

o

r'\, wiber
8

47
21
18

+

Number

1
34
11
a0
20

U

¥rinher
o
i
]

P bier
12

2]
@
“

e

103

76

I”e ;‘-ccut
0

Percent
8

Peregnd
20

Peregnt
12

Pereent
1.

Percent
11

Carton sales

2157
18-20
1517 .
1214
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Tame 28.—Retailers’ marging for smoking tobucco sold in smull packages by
independent stores of specifled kinds, in B4 selected cities, Uniled Siates,
Mareh 9, 1543 ’

One-pnckage =ales

Yroportion of selling Clignr Confee- Trug {irgeory | Restou- All
price {porcent) stores tionery stores stores THIES b

Numb]c“r Numbe{ Number { Number | Number | Number

T3 Ot

He 3 =1 D =10 Do E S = T

AR A D
lataca
A O e S 19

B e o 2 ED ST | DS 02

P e

1,802 1,596 1,451 410

Pergent | Percent | Percent | Percent | Percent | Percent
03 ik} a0 o3 24 3

Two-package sales

Fumber | Number | Number | Number | Xuwber | Number
s ngd oveT 1 1 1

bt Ol
B Tt v T
C: OO OI M-
Bl i 70t bk 1 35
Ly AT [ =T

1,328 887

25

PR

Percent | Pereent | Percent Percent Pevrent Mercont
21 22 21 22 D 2z

Complled from datn assembled by the Burean of Labor Statisties and Oflice of Triee Ad-
ministratlon gnd made available Ly the litter ageney for use only a8 Industry sunimaries.

The data for smoking tobacco sold in 23/ ounce packages show that
the margins for independent retailers averaged 25 percent of the
retail price and ranged from less than 12 percent to more than 35
pereent (table 29). Similar data for chain stores show that retailers’
marging averaged about 19 percent of retail prices for all stores
combined and the averages by kind of store ranged from 16 percent
for grocery stores to 26 percent for hotels and railroad stations {table
30). Retailers’ margins reported for stores of the same kind ranged
from less than 5 to more than 35 percent of the retail price.

Data as to sale of smoking tobacco sold in 1-pound packages show
that the retailers’ margins, in March 1943, averaged 13 percent of the
retail prices for independent and for chain stores (table 31). The
averages by types of independent stores ranged from 12 percent for
drng stores to 14 percent for cigar stores and confectioneries. Similar
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averages for chain stores ranged from 12 percent for drug stores and
grocery stores to 15 percent for cigar stores and to 17 percent for
hotels and railroad stations. Retailers’ margins reported for stores
of the same kind ranged from less than 5 to more than 30 percent of
the retail price. .

TanLk 20-—Retailers' margins for smoking tobucco sold by independent retuilers
of specified Einds in 2Y, ounce puckages, in 24 selected cilies, Uniled States,
Afarch 0, 1945

e : N o Iailread Rondslde
Prapertion of selling price (percent) [Totela Stntions stonds All

Nimber Number Nuwmber Number

Percent Percent Percent Percent
Average margin 25 25 24 25

Complled from date sssonbled by the Buceau of Lober Stattetics cnd Dflice of Price Ad-
minlstratlon and mude pvailable by the latter ageney for use oniy as Industry stnmarles.

Tanre 30—Rctailers’ marging for smoeking tobaveo sold by chuins i 214 ounce
packages, in 24 selected cities, Tnited Slates, Murch 9, 1943

Proportien ef
golling price Cigar Drug (irocery lotels Ttestan- | Railroad
{percent) slores stprod gtored rants stutions

Number | Number | Number | Number | XMumber | Number

30 and over ..
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i
2 wiud under .

Total ..

Percent Percent | Pergent | Peorcent | Percent | Pergent | FPercent

A .. 0 17 18 ag 25 20 19

Complled from duts nssembled by the Bureau of Labor Statistles and Oflce of Price Ad-
ministration and made availuble by the latter agency lor use coly g3 Industry summarles.
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Tasrk 31.—Retailers’ margins for I-pound pockages of smoking tobacco sold by
independent and chain retailers of epecified kinds, in 2} selected eities, United
States, March 9, 1843 .

Independent retailers

Proportion of selling Clgar Confec- Drug Grocery QOther
price {percent) store Honery store stores

Numbzci' Number Numbc‘;‘ Number®

Pereent | Percent | Pervent | Pereent Pereent | Percent
14 14 iz 13 i3 13

Chain retriiers

Number | Number | Number | Number | Numberd | Number
;}? and pver 4 2 ]

Peroent Percent | Percent | Percenl | Percent
15 12 12 a7 13

Average margin

-

b ¥neludes hoteds, restaurants, and rendside stinds,

1 Enciudes liotels, nod rellvend stntions.

Compile from data assembled by the Bureay of Tabor Statistics and Office of Price Ad-
ministratlon and mede 1vailable by the latter sgency for use only a8 industry sammarles,

ItEMms IxcLupeEn N MARGINS

Census reports show that in 1039 total pay rolls, including paid
executives of corporations but not the compensation of proprietors
of unincorporated businesses, averaged about half of the total mar-
gin for wholesalers of tobacco products. Other individual items of
expense are not shown separately in census reports but analysis of
operating expenses of wholesale margins, including pay rolls, shows
that the principal items of cost included in margins for wholesalers of
tobacco products are seiling and administrative expenses. Census
reports indicate that in 1939 seiling expenses averaged about 1.6 per-
cent of the selling price and sbout 32.6 percent of the wholesalers’
gross marging or costs (table 32). Cost of administration averaged
about 1.3 percent of the selling price and about 26.5 percent of the
gross margins or costs. Data for other items of cost show that de-
livery expenses averaged 0.7 percent of total sales and about 14.3
percent of the gross margins. Occupancy expenses averaged 0.6 per-
cent of total sales and 12.2 percent of the margins. Warehousing
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expenses avernged 0. percent ol total sales and 8.2 percent of the
marging,  Other expenses averaged 0.3 percent of total sales and
6.1 percent of the mavgins.

‘The relative importance of some of Lhe items of expense for whole-
salers varied eonsiderably with the volume of business (fable 823,
"The proportion of the selling price accounted for by costs of adminis-
tration, delivery expenses. and occnpancy decreased econsiderably
with ineretses in the volume of sales. Average administrative ex-
penses decreased from 1.5 percent of the xelling price for whole-
salers with annual volumes of business of $200.000 to $300,000 to 1.2
percent for those with o volume of sales of $1,000,000 or more.
Average delivery expenses decreasced ¥rom 1.1 pereent of the selling
price for wholesalers with annual volumes of business of $100,000
Lo §200,000 to 0.5 percent for those with a volume ot sales of $2,000,000
and over. Average costs of ovcupancey decreased from 1.2 percent
ol the selling price for wholesalers witlh annnal volume of sales of
FL.008 to 8200000 to 0.4 percent for those with a volume of sales
of $2,000.000 and ever. Ixpenses of selling. warehousing, and other
varted irregularly with volume of sales
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TasLe 82-~Operating crpenses of wholesale merchants whose sales. of tobacco products amowitled to 100,000 dollars or more,
United Stutes, 1934
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§ . Operating expenses including pay roll as proportion of sales Active proprietors
IR T OSE S e . Istublish-| Volume i N of unincorporated
Lusiness-size group ments of sales Ailminis- Ware- Occu- businesses

. Total trative Selling | Delivery hiouse paney Other

1,000

Nuwinber | Dollars Percent | Percent | l’crc
Al i e s a vt 1,090 | 723,441

-

'n Percent | I'ercent | Percent Perct(:)ngt Numbers

o =i 0

$2,000, 000 ANAOVEr oo vuevueniowyin 61 | 198,659
ﬁlOOOODO-] DD‘)QQD ket ese e ias
.\000 099,000 ... .0
.500000- L I A N
200,000~ "JQ()‘)O raeer e e s
10000()— 109)99 P PPN 29 .¥3804

Hispomimen

B
[123-0 2] 67 V)

ATk

B B

[ET N TICRS]
i aind BaE
watmoinal o

oo
=

¥ Operating expenses include no compensition for active proprietors of uni neorporated businesses.

Abstracted from Census of Business: 1939, Wholesale¢ Trade.. (13)
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Census data for 18,504 cigar stores and cigar stands in 1939 show
that total pay rolls, including saleries of puid execntives of corpora-
tions but no compensation for active proprietors of unincorporated
businesses, accounted Tor about 7 percent of total sales (72). But
the number of active proprictors of unincorpuratel businesses ex-
ceeded the number of employees. Other dita on items of costs
included in retail margins for cigar stores and cigar stands show
that in 1939 salavies and wages accounted for 14 percent of net sules
and 58.6 percent of the gross margins (table 33), Occupaney ex-
penses averaged 5.6 percent of net salos and 284 percent of the pross
margins. Prolits averaged 2.3 percent of net sales and 2.6 percent of
the margins. The proportions of the retailers’ marging accounted
for by advertising, bad-debt losses. und other expenses were relatively
small, as ghown in table 33. '

Tanie 33.»—7\'& sieies, costs, and marging for cigar stores and elpur stands enguged
primerily in retalling cigarettes, cigurs, und other lobaccos, Uniled Stutes, 939

l Amount I'ropoction
I of net snles
t.004a dallurs Mever
Net 8ales c.oiivnnoiion... ! Yaoh e
r
Cost of goods #old ....onu. e uns. e e e i 085
Gross mivgin i :
Totni expenses
Znlurles, owners and oflicers .
Wages, nll other eniployees
Cecuprney expensel .,
Adyertising ...,
Bad debt losses . ...
All athar expense
Profit

T Abent 97 pereent of the congerns were renting.

Abstracted from or based on Mitehell’'s Standard Ruflos for Kefeilling- Guldes to Bj-
cienoy and PMrofits in Fifty Trodes (57,

Meaxs or REpucivg Costs

Means of reducing wholesalers’ and retailers” muging fov the dis-
tribution of tobacco products inelude increases in general efliciency
and reductions in the services rendered. Methods of increasing wen-
ernl efficiency involve problems of organization and opervation, per-
sonnel selection and management, location of places of business,
rnumber and kinds of commoditics handled, volune of operation, and
purchase and sales policies, among others. But available information
on the various elements involved s so limited that the extent to which
it. would be feasible to reduce these margins by improvements in gen-
eral efficiency cannot be indicated very definitely.

Insofar as the relation of velmne of business to wholesalers' margins
is concerned, data indicate that these margins might be reduced
somewhat if the volume of business for many wholesalers were in-
ereased. Margins for whelesalers with an annual volume of sales of
$100,000 to $200,000 in 1939 averaged about 39 percent grealer than
those for wholesalers with an annual volume of sales of $1,000,000 to
$2,000,000 (13). Occupancy, delivery, and administrative cxpenses
show considerable decreases from the smaller to the larger groups.

Data on retailers’ marging by kind of vetailer indicate that some
reductions in average retailers’ marging could be effected if 2 larger
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proportion of sales were coneentrated in the lower cost outlets. But.
obviously, convenience to the consunmers, in many instances, may be o
limiting factor. Retailers’ margins for cigurettes sold one package
at o time, us reported by retailers in 24 selected cities in Marel 1943,
ranged from an avernge of 9 percent of the selling price for ehain
grocery stores to 18 percent for hotels. The average marlk-up for
smoking tobaceo sold in 1-pound packages, as reported by retailers
in 2k selected cities in Maveh 1943, ranged from an average of 14
percent of the selling price for deug stores, chain grocery stores, and
roudside stands, to 26 pereent for hotels.  Similar data on retail mar-
gins for smoking tobacco sold in 214 ounce Packages show that in
Mareh 1943 retailers’ marging ranged from au avernge 10 percent of
the retall price for chain grocery stores to 27 pereent for hotels.

Some reduction in retailers’ marging might be made in many in-
stances by increasing the size of the unit of sale. Tlere again the
convenience of consumers may be u limiting factor. Retailers’ mar-
gins Tor cigarettes sold by independent retuilers of vavious kinds in
March 1943 averaged 14 percent of the retail price for cignrettes sold
one package at a time, 13 percent for cigarettes sold two packages at
n time. and 9 percent for cigarettes sold 11t eartons. Data on retnilers
mark-up Tor smoking tobacco show that in March 1943 these mark-ups
avernged 16 percent for tobacco sold in 1-pound packages and 81 per-
cent. for that sold in smull packages. Retailers’ margins for smoliing
tobaceo in 24 selected cities in March 1943 averaged 13 percent of the
vetail price for tobacco sold in 1-pound packages and about 23 percent
for that sold in small packages.

‘T'he feasibility of attempting to reduee retailers' maruing for tobaceo
products by increasing the proportion distributed through the lower
cost outlets and by increasing the size of the unit of sale would obyi-
ously depend to a considerable extent upon the demands of consumers
nnd fthe conditions under which these demands were met. Where
differences in convenience are great enough to make informed con-
sumers willing to pay the necessary costs of the additional services.
no et gain would result frem shifis to the lower-cost ontlets and to
(he Targer units of sale.  Although many consumers will wish to eon-
finue to buy in small lots at most convenient points, the a ailnbility
of tobaceo products in more low-cost types of outlets no doubt would
promote some shitts in purchases. This is a part of a Jarger problem
of encouraging such retail ontlets in the sale of food products, as
[reated in anpther report to be issued by this Burenw.

IMpoORTANCE 0P BepucTions i~ Costs

Marging for wholesaling and retailing tobaceo products in 1939
averaged ahout 22.7 percent of the vetuil price and about twice as
much as the returns to growers in the [nited States for the leaf
tobueco used in their manufacture. Retnilers’ margins alone avernged
about one-sixth of the retail price and about one and one-half times
the velurn to farmers in this country for the leat tobmeco used. A
reduction of 10 percent, for example, in wholesalers and retnilers’
marging combined would amount to about as much us a veduction of
2.3 pevcent, in retail prices and 8.6 percent in mannfreturers’ margins,
or to about 19.4 percent. of the returns to growers in the United States
for the lenf tobacco wsed. A reduction of 10 percent in retailers'
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margins alone would about equal 2 reduction of almost 2 percent of
retall prices and about 3 percent of manufacinrers’ margins, or about
16 percent of the reburns to growers in the United States for the leaf
tobacco used. This merely indicates that even small percentage re-
ductions in refail margins could have a considerable eifect on returns
to growers.

SUMMARY AND CONCLUSIONS

Price-control programs earried on during the war and prospective
readjustments Lo peacetime conditions emphasize  long standing need
for more informution on markefing margins and marketing costs
regarding tobacco and tobacco products. Consequently data have beén
assembled on mavgins or costs for making the various conversions
and for rendering the vurious services incident to taking leaf
tobaceo from farms and-delivering the finished product to ultimute
consumers.

Isstimates, based on official and other data and on other informa-
tion, have been made to show the average distribution of the con-
sumer’s dollar paid for tobacco products in 1939, the Iast “normal”
prewar year. Daia on margins for the various agencies and services
available for this purpose are not complete and in some instances are
nob strictly comparable. Thercfore, some liberlies were taken in
approximuating marging on the basis of this material. Furthermore,
the estimated marging were adjusted to approximate the farm-to-
retail price spreads caleunlated by the DBureau of Agricnitural
ISconomics.

The results show that the margins ov costs of making the various
conversions and of rendering the various services incident to taking
leaf-tobaceo from furms and delivering the tobaceo products to con-
sumers along with Federal and State excise faxes were so great that
in 19389 returns to growers for the American tobacco used averaged
only about one-eighth of the consuner’s dollar paid for the finished
goods. The proportion of the consumer’s dollar paid for tebacco
products that goes to farmers for the Awmerican tobacco usually
varies dirvectly with changes in farm prices of tobacco.

Marketing and manutacturing margins usually cover cests of
rendering such services as assembling, selling,’storing, financing,
manufacturing, transporting, wholesaling, and retniling. These
services are rendered by a number of agencies. Estimates of the
average distribution of the consumers’ doliar for all tobacco products
combined show that in 1939, about 11.6 percent went to growers for
American tobacco, 3.6 percent for tobacco imported, 1.2 percent to
wholesulers of leaf tobueco, 25.2 percent to manufacturers, 36 per-
cent for Federal and State excise taxes, 4 percent to wholesalers of
tobacco products, and 18.4 percent to retailers.

The margins for the various conversions and services were broken
down to show the velative importance of the cost items included.
The grouping of these items varied considerably from one agency
to another and some liberties were taken in estimating and combining
the cost iterns. The results indicate that Federal and State excise
taxes accounted for aboui 86 percent of the retail price for all tobaceo
products combined; salaries and wages, 17.8 percent; advertising,
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4.2 percent; operating profits for all agencies, except farmers, 10.3
pereent; and all other expenses of manufucturing and distributing
the products averaged about 18.% percent.

These data on margins or costs for the various agencies, along with
other infoermation, were used as a basis for indicating the means by
which and the extent to which it might be feasible to veduce these
margins ov costs and the relative importance of such reductions. The
means suggested for muaking these reductions apply to specific
agencies, functions, or items and, in o number of instunces, possi-
bilities for bringing about considerable reductions are indicated. It
was pointed out, for example, that if substantial reductions were
made in Federal and State excise taxes on tobacco products, in net
operating profits of munufacturers, and in costs of advertising, the
farm-fo-retail price spread for tobecco products might be reduced
considlerably. These three items accounted, on the average, for about
half of the vetail price in 1939, and were move than + (imes as great
as the returns to growers in the United States for the leaf tobacco
used. A mmber of means were indicated for reducing margins for
wholesalers and retailers. A reduction of 10 pereent in their com-
bined margin would amount to more than a decrease of 2 percent in
the retail price and to almost as much as an increase of 20 percent
in refurns to growers for the American tobuceo used. DBut it is not
known to what extent such reductions in marging wonld he reflected
in lower prices to consumers of the fnished products, on the one hand.
and in higher prices to prowers of leaf tobaceo. on the other.

Data showing distribution of the consumer’s dollar paid for tobacco
products may serve as a hasis for indicating the mlatwe impurtance
of bringing about increased efficiency and reductions in margins or
costs for the various ngencies and Funetions involved. Accor ding
to these datp, margins for muarketing leaf tobacen in 1039 amounted
to less than 1 percent of the consumer’s dollar. Manufacturers’ mar-
zins amounted to about one-fourth; Federnl and State excize taxes,
36 percent: and wholesalers’ and retailers’ marging combined
amounted to move than one-fifth of the retail value of the finished
products. A rveduction of 10 percent in Federal and State cxcise
tuxes, for example, would amount to more than one-fourth of the
returns to growers for the Amerviean tobaceo used. A similar vedue-
tion in margins for manufacturers, wholesalers, and retailers would
amount to mare than one-thivd of the returns to growers and to almost
5 percent of the costs of the finished products to consumers.

Although differences in the size of the margins for the various
agencies and functions are important consicer ations. they may not
reflect accurately the relative opportnnities for making savings in
costa that can be passed hack Lo growers or on to consumers. But
data which show the distribution of the consumer’s doliar for tobacco
products may be used to good advantage in apportioning the efforts
to increase vﬁ’menm‘ anil ta reduce costs on the basis of the relative
importance of the ngencies or functions involved., Datn on the items
included in the marging for the vaTious agencies may serve as a
hasis for dealing with the problems of increasing the efliciency and
reducing the marging or costs of these rgencies.
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