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Marketing Margins and Costs for Dairy
| Produects !

By Cmarvzs B, Hows, agricuitural economist,
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INTRODUCTION AND PRODUCT COMPARISONS

In war or peace, in good times or bad, therc is interest in retail
food prices and in the manner in which these retail values are divided
between farmers and the marketing agencies,

In response to this interest, tha Bureau of Agricultural Economics
publishes monthly figures that show the retail price, the equivalent
farm value, and the marketing margin for many food items. These
figures for marketing margins, on which the calculations given in this
publication are bnsed, arc derived by ascertaining the difference
between the price paid by the consumer and the farm values of
equivalent quantities of farm produce. Retall price, equivalent farm
velue, and markcting margin all provide o measure of the situation
for the United States as a whole. They do not represent values
applicable to any one consumer or farmer or markoting rgency.

The way in which the marketing margin for each of the major
dairy products was divided among the various agencics involved in
getting these products from the producer to the ronsumer in 1939,
28 well as the division among marketing functions, and among types
of operating costs and profits, is ihie subject of the present study.

In addition to the basic series of figures already mentioned, the
Burcau of Agricultural Beonomics consolidates these ferm-retail

hr SBubmitted for publicalion July 13, 1948,
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price spreads per unit of specified produects into comparable value
terms for all dairy products by the use of the “market-basket con-
cept’”. The market-basket concept is simple: it is the average quantity
of foods purchased annually by o {amily of three average consumers
during the period 1935-3%.  Thus, when changing prices are multiplied
by these market-basket quantities, there is derived a measure of the
changing value of consumer’s expenditures for these fixed quantities
of individual foods, for groups of related food items, and for the
market basket us & whole (52, pp. 47-69).*

The 1939 retail value of the market-basket quantities of purchased
dairy products amounted to $64.64. This sum is about 20 percent
of the family’s total market-basket expenditure for all foods of
domestic farm origin. Consumers use more of some deiry products
than of others and this situation, togetlicr with the difference in the
per unib price of the several dairy preducts, is reflected in the level
of the expenditures for each product shown in table 1,

Of the 1939 retail value of the market basket of dairy products,
fluid milk accounts for 45 percent. Tha next largest expenditure,
about 27 pere:mt, is for the group of “other” dairy products which
consists mostly of ice cream and fluid eizam. Butter acéounts for
19 percent of the total, American cheese nearly 4 percent, and evap-
orated milk 5 percent.

For the dairy-products group as a whole, in 1939, the 52-percent
share of the retail cost going to marketing agencies exceeds slightly
the 48-pereent shave going to the farmer. T\Tonethc]css, of nl% the
food groups, only for the meat and the poultry and egg groups is the
farmer's share as large o part of the consumer’s dollar. %"or all foods
combined, the {armer’s share falls in the neighborhood of 39 percent
of the retail price.

It is apparent that the share of the consumer's expenditure for
dairy products going to marketing agencies—that is, the percentage
marketing margin—is comparalively small. The division of the

Tanue Y—Dairy products in the market baskel: Retail cost, farm value, marketing
wargin, and farmer's share of relatl cost, 19391

Retall vost Farm valus '\["rkcg?‘g mos-
Far-
Product .
Iercent- Percent- Percents r:}!cr 4
i of all nge of 1l age of pll | SO0
Actual| dalry | Actusl] dairy | Aetual | dlairy
prolucts praducts praduets
Aotturs ] Percent  Dotlara] Pereend | Dollars | Pereent | Percend
Fliid iRy e e e 250 44,71 (88 HL.8[ 1A i 55
Multer. . .o ... cama % e RO TG a0l 430 13.1 H
American chessn ., T T I 8 1,8 . 4.0 18
Evaporated milk ... £ 0] L1 7 20 6.1 kl
Tota! 4 produets . ... ... 47,134 TR0 D27 £1.0 [ LA [ IR
Othey Fronlucts, ineluding fer crenm. .| 17,81 Wi 603 16.1 12 4R 374 n
All dalry precluets. ... L. L N oo 31,31 160, 0 & a2 100, ¢ 18
Totnl markel busket (ll furm fondl prod- i
7 T L PRSI R  1 L 1 1] .....-..-_i 1220 lemeieeas R+ L I P 19

t Averapn nnnual purchases by a undly of three (25248 quarts of fluid milk, 39.7 pounds «F butter, 11.8
pounds of clwese, 5.9 Hiegunet cang of evapornded milk, and 270 poundds of other dalry products,)

f [talic numbers in parentheses refor to Literature Cited, p. 79.
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consumer’s dollar between the farmer and the marketing agencies in
1939, however, varics for each of the dairy products. For butter and
Huid milk, the marketing margin is smaller than the farmer’s share.
For American cheese, the division is about equal. For cvaporated
millk and the “other” dairy products, the marketing margin is 64 and
71 percent, respectively, of the retail cosé.

Besides the differences in marketing margins for each of the major
deiry produeis in 1939, important differences were observed in the
types of costs incurred by marketing agencies in the processing and
distribution of these products. To eveluate these differences in the
individual commodity seetions that follow, the marketing margins will
he broken up and reassembled in several different ways. Ons break-
down will show the division of the total margin for each product among
the various ajncies; another, the division according to type of ex-
pense; and still another, the break-down by marketing functions.

By way of summary at this point the results are given of two of theso
divisions of the market-basket expenditure for n combination of the
four major dairy produets—{luid milk, butier, cheese, and evaporated
milk. The market-basket expenciture for these preduets in 1839
totaled $47.13. The farm value of equivalent dairy produce was
$26.27. Thus $20.86 represents the marketing margin.  Aboué onc-
half of this sum went to pay tha cost of retailing, one-fourth went for
processing, and the remaining onec-fourth went for wholesaling,
assembiing, and long-haul transportation. This is the distribution of
the marketing masgin during 1939 according to marketing function.

By type of expense, the 1938 marketing margin was divided as
follows: Half of the marketing margin went to pay the cost of wages
and salarics and o little more than one-fourth, equaily divided, repre-
sents the cost of property and of supplies. The cost of supplies
consisted mostly of charges for containers. The property charge, in
contrast, embraced & variety of items like rent, depreciation, fuelﬁight.,
and power. Profits were roughly estimated at 7 percent of the
marketing margin.

These summary figures, also presented in figure 1 in terms of the
eonsumer’s dollar, are useful in laying out the general shape of the
pattern as it existed in 1939, Tluid milk, as shown in table 1, accounts
for $13.02 out of a total marketing margin of $20.86. This is in keep-
ing with the fach that the market-baskeb expenditure for fluid milk
was $28.91, out of a total of $47.13 for fluid milk, butter, American
cheese, and evaporated milk,

This is the distribution estimated for the single year 1939, The
eourse of the marketing margin for other years, together with the
yearly average retail price and the equivaleat farm velue for the major
daivy products, is shown in figures 2, 3, 4, and 5. The 'marketing
margin is shown in the lower portion of the charts in two [orms—Ffrst
i terms of cents per unit of product, and then as a percentage of the
retail price.  These percentage margins may be interpreted also as the
number of cents going to marketing agencies out of each doliar spent by
consumers for the product. Without exception, the margin when
expressed in torns of cents is the more stable figuro.  Moreover, when
retail prices change their levels sharply, as was the ease during the
first half of the decade of the 1030’s, the percentage margin is pushed
in the opposite direction.
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BY MARKETING FUNCTIONS AY TYPE AF EXPENSE
LENTS CENTS CENTS
= 276 Retailing 218 Wages and salarinsy
’ an 4 a0
4 4.1 Wholesaling 4= 539 Property
L0 Transportation {lang haul)
4= 58 Supplies
4= 113 Processing 5.6 Othar
0.6 Advertising
%o 4 51 Assimbly 6¢ 3.4 Prolita
1.0 Transporistion
490 40
553 Farm productlan ) 4 559 Farm production
20 20
4] ]

BAE #%i1

Fioore l-—Approximate distribution of consumer’s dailar spent for 4 principal
dairy products—Afluid milk, butter, American cheese, and evaporated milk—
TUnited States, 1939.

The characteristic course of the marketing margin for dairy products
is one of considerable change. All of these charts disclose a declining
absolute margin in the carly part of the deende of the 1930’s which was
nccompanied by a marked rise in the share of the consumer’s dollar
received by marketing and processing agencies. When retail prices
[all abruptly a change in relationships usually occurs which gives the
farmer a smaller and the marketing agencivs & greater part of the
consumer's dollar,  This may occur even in the face of a decline in the
cents-per-unit margin, The reason is that there is o greater stability
in margins than in prices at retail and at the farm.

Other trends are to be noted. Evaporated milk shows a declining
absolute marygin, which persists over the period 1920-39, but at the
same time wide changes develop in the marketing margin, with the
margin during the early Lthirties fully es large as that 10 years eartlier.
The margins for American cheese and for butter, when expressed in
the terms of cents per pound, mark out two levels, the level for the
first half of the period being higher than for the last half. Yet at the
same time, the marketing margin for cheese seems to have grown
slightly larger as the years passed whereas that for butter, except
during the sarly thirties does not appear to have changed notably.
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Fraone 2—Netail prices and cquivalent farm valwe per quart and marketing
margin, fluid mifk, 192044,

Fluid mitk shows a relatively stable margin over the entive period of
about 5 cents n quart, but the tendeney is still evident {or the marcket-
ing margin to incrense.

All told, this historical record emphasizes the fact that the marketing
margin changes substantially from year to year. In consequence, it
is well Lo emphasize that the ebservations whieh follow are concerned
primarily with lhe faets that arise out of the siluation that existed
during the single year 1939,

The presentation of the detatis concerning each of the four dairy
products begins with a consideration of fluid milk,




6 TRCHNICAL BULLETIN NO. 938, U. 8. DEPT, OF AGRICULTURE




MARKETING MARGINS AND COSTS FOR DAIRY PRODUCTB 7

—_._.._....._._

7 »

BAE %14

and equiv lt.fmvllpp nd, and marketing
margl ,Ameruan cheese, 1920-44,




8 TECHENICAL BULLETIN NO. 038, U. 5. DEPT. OF AGRICULTURE

CENTS

te o0z P r

& /

I Z
3 el

B Farm vaius
o-llllirlll_llllr!llllll
9 T

T
MARKETING MARGIN -
{CENTS PER 141/2-0Z.CAN |

PERCENT ;
MARKETING MARGLN
(PERCENMTAGE OF REVAIL PRICE} -

///// _ ]
/////////// ]

%////////

1920 1925 1920 1935 1940 1945
DAK 41912

traune 5.—Retail prices, and equivalent farm value per 14M-ounce can, and
murkeLm;, margin, cvaporated milk, 192034,

MARKETING MARGINS AND COSTS FOR FLULID MILK

Efficient methods of distributing fluid milk to urban consumers has
heen the subject of students’ attention for a long time and of local,
State, and national legislation and regulatory action. It has p'.lo-
vided topic for endless debate,  In consequence, an extensive body
of literature on the subjeet has gecumuluted over the years, Poarts
of this Hterature, concerned with the guestion of marketing costs of
individual concerns, are reported in the [Tollowing  paragraphs.
Allhough the condlitions found in the numerous urban markets for
fluid milk are in some respeels similar, in other important respects
they are so dilferent that the dotailed evidence with respect to any
particulur concern and market cannot be considered as representative
of the siluation for the {Mited Sintes as o whole. However, these
unpeoordinated data have provided mueh of the basis for 1039 avuafm
estimates for the United States which are presented here.

One third of the milk produced on the [arms ol the United States
during 1039 was consumed as {luid milk and cream by people living
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in urban areas.® Nearly 45 pereent of the market-basket expenditure
for dairy products was for fluid milk. Out of the total market-basket
expenditure for fluid milk, 55 percent represents the shere of the
farmers and 45 percent the marketing mergin {table 1}, The 1939
average retail price per quert of fluid milk was 11.4 cents, the farm
value was 6.3 cents, and the marketing margin wes 5.1 eents. The
average retail price includes an allowance for the important share of
Auid milk which farmers sell dircetly to consumers and which bears
no marketing charge by any specialized marketing agency.

MarxeTING CHANNELS

The distribution of fluid milk to urban arcas tends to be a highly
localized activity. This is true not only because milk is se bulky
and perishable that it cannot be shipped advantageously over grent
digtonees, but also beeause regulatory authoritics have endesvored
to confine the arce of supply in order to facilitaie their supervision
of production and handling. In some markets, producers and their
organizations have attempted to restrict the supply are and their
offorts have been another factor in limiting the cxtent of milksheds,
The merketing channels through which fluid milk moves from farms
to urban consumets is shown in {igure 6, which also shews estimatces
of the relative quantities of fluid milk moving through ench channel
for the United States as a whole. The typieal movement is from
producer through city pasteurizing plant to consumer.

The bulk of the volume moves over a limited number of roubes.
With the growth of urban centers, milk producers and milk-consuming
familics have become more widely separated.  This separation comes
about not only because of distance but also because the kind and
nuniber of services now required to earry on a modern milk-processing

LA T ErlacLtdy ing
Faniy i oy
" "

i’ * ' AdL FIGURET FAECEIES AF

FEICANT OF TOINL YOI

epusier Wk

oty :l@:lu IlLulntmu
a

BAE 44152
TFicore 8 —Marketing ehannels for fluid milk, United States, 1939,

2 Farm production, distribution, and income from milk 1643-~44, U, 5. Bur,
Agr. Feonemics, Apri) 1945, {Processed).

L2080 ATt
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and distribution business have been considerably expanded. In
consequence, the producer-dealer type of distribution (where the
farmer both produces and distributes his product) appears to be
confined mainly to the smaller towns and to the edges of metropolitan ®
centers.  The volume sold by producer-dealers 13 estimated at 15
pereent of the total fluid milk sold at retail during 1939, The
remaining 85 percent was handled by miik deslers of one kind or
another.  More than balf of the 85 percent handted by dealers other
than producer-distributors is moved directly from the farms to the
city pasteurizing plants. This routing, accordingly, must be con-
sidered as the channel to be expeeted in all markets at which the
wverage distance between c¢ity and farm is relatively small.

Where the milkshed has come to embrace seversl counties or
States, it has been found desirable to place country piants in positions
that he between the producers and the city plant. Such country
plants are eslimated to handle only 20 percent of the total volume
of fluid milk sold in the United States.

Thus the city plant is the hub about which turns the fluid-milk
distribution system. More than three-fourths of the totnl milk
sold nt retail flows through this rgeney. In turn, the city plant is
lhe largest single factor, considering the United Stutes as a whole,
engaged In the supply of the fluid-milk requirements of houschold
consimers,

Division or THE Consumer’s DoLran

The estimated distribution of the consumer’s dollar spent for
fluid milk during 1939, by marketing agencies, is shown in figure 7. o
CENTS OF THE
77

CONSUMER'S
4
a e

DOLLAR
% .
6.1 7 Ratail store

AGENCY

85 B 4 ODlstributor

553 % | 4 Farm praduction

BAE 19§48 .

Fiovus 7—Approtimale distribution of the consumer's doilar apent for fluid
wilk, by agencies, United States, 1939,
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The margin of retail atores for fluid miik is estimated at 2% cents &
quart. The Federal Trade Commissien, suminarizing the operating
experience of 32 milk distributors for the year 1940, concluded that
the average assembly costs of these concerns was 15.7 percent of their
total operating cost, that processing equaled 23.5 percent and that
distribution accounted for the remaining 60.8 pereent.! When these
distribution costs are combined with the estimated handling cost
of retail stores, and allowance is made for fuid milk sold by farmers
directly to consumers, the bréak-down, according to marketing
functions, of the consumer’s doliar spent for fluid milk is as shown
in figuro 8. '

lurs e CENTS

Ratpidng and
7 290 whkakalog

-

= 4] Asswmbip

Lo

A 953 Form pralfuciion,

0

Q
BAE 4313

Fraoune 8.—Approximate distribution of the consumer's dollar spent for fluid
milk, by funetions, United States, 1939.

The Federal Trade Commission also reports for the year 1939 a
distribution according to types of expense incurred by milk dealers
which is ag follows: wages and salaries, 59.4 porcent; vehicle and
property exycnse, 14.5 percent, profit, 7.1 percent; advertising, 2.9

ercent; and other expenses, 16 percent. A number of reports have

ecn prepared by other agencies with respect to such market areas in
Wisconsin, Maine, New York, West Virginia, Indiana, Pennsylvania,
and New Jersey., These show expenditures for wages and salpries
ranging from 49 to 64 percent of the total dealer expenses. The range
in the expenditures for supplics was from 8 to 29 percent, while that
for property and vebicle expense was from 17 to 33 percent. Expendi-
tures for advertising fell in the neighborhood of 2 percent with credit
loss amounting to 1 percent.

These latter figures were combined with thoso provided by the
Federal Trade Commission. The estimates resulting from this com-
bination according to the type of expense arc as follows: wages and
salaries, 58.8 percent; vehicle and property expense, 13.7 percent;
purchased supplies, 13.7 percent; profit, 7.8 percent; advertising, 2.0

* Urpublished data in the files of the Federnl Trade Commiission.
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percent; other, 4.0 percent. Expenditures itemized in handling milk
in retail stores in Boston during 1935 included: store labor, 48 percent;
rent, 8 percent; administration, 6 percent; gupervision, 4 percent; -
deprecintion, 4 percent; advertising, 2 percent; other, 28 percent (26).

Combining these seversl sets of data resulted in the estimate of the
distribution of the consumer’s dollar spent for fluid milk according to
type of expense, shown in figure 9.

tin1y

Pealils of matheling
Apencies

\ §g Putchaned suplia
: T oand warykges

w0 Yahiele and proparly
"~ mipanie

200 Wagee snd seintine

4903 Farm produclien

a
BAR 43171

Fioune 9.—Approximate distribution of the consumer’s dollar epent for fluid
milk, by type of expense, United States, 1939

Anavysis oF MARGINS

MLk AssemnLy.~—Fluid milk is trucked directl[y from the farms to

the city processing plant in most market arces of the United States.
Exceptions are the extensive markots of New Yori: City, Boston,
Philadelphia, Detroit, Chicago, and New Orleans, where a considerable
part of the supply is first received at country plants for later shipment
to the consuming center. Most of the flutd milk, however, whether
hauied to the country or to the city plant, moves by commercial truck
(table 2). A small but increasing percentage is handied by coop-
crative trucking systoms.

All manner of vebicles are used for milk hauling. For smail loads,
pick-up trucks arc commonly used.

The average fce tor hauling milk has been reported to range from
13.5 cents to 28.0 cents per hundredweight (table 3). Within 2 given
market, the range of charges to individual farmers was even larger,
varying from 10 to 50 cents per hundredweight in one Mississippi
market, There is little doubt that the length of haul, the volume
loaded per stop, and other physical factors enter into the establishment
of hauling charges, yet the actual rate structure in many markats
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TasLE 2,—Relalive importance of commercially hauled milk in various areas of the
Uniled States

Hauwied commercially

City or arez
Forcontage | Percontase
of putrona of supily

Neaw Eagland Elo country dlinis)
New Engiand {lo ¢lty plants) 1.,
New York Cité‘(’(!u eountry pitnt
Rovhester, N, ¥ 0
grymcusu, I R 4 N
wiilsor County, W, Vai,
Minslgsingi, northeust nrea d__ |
Now Crivans, Lo.?

i MneLeod (28,

1t inhnson (18). .
B’goggu;ml. Eib._‘{wcnzaﬂn MILE MARKETING aAREA, N, Y, Blats Agr. Col. Agr. Econ., Mimeograph

i, 440, Faly 1542,

 Founson, 8. M., and Cunninonasd, L. ©, 8YRACUSE MILK MARKETING AkEA. N. Y, Btste Agr, Col,
Agr. Beon, Mimeogruph Bul, 473, Februnry 1044,

PADKAIEAMBEN, M, A, MILE ASAEMILING AND DISTRIDUTION 1N #AKHISON COUNTY, W. PA, W, V. Apr.
Expt. Stu. Mlmgogroph Clr, 47, May 1043,

& Mobug (28],

' Gaigsny, B. M,, and BALLINGER, R. A, HAULING MILE 7O BECEIVING STATIONG 1N TIIE KEW GRLEANS
MiLEHERD, La, Agr. Expt, 8ta, Mmeograph Qir, 28, July 1842,

TavLs 8.—Charges for hauling milk from farms to plants

Bouling ratg per 100
pounds

Avernge Eaage

Cends
New York, 18 country plnnts! 13.8
Rocheater, M. Y, city delivecy 1. 24,1
Byracuse, N. W olty rluliverir 2, £8

ew Eazglund, gity Jelivery
New England, country plants
Mew Crleans, Lot , ..
Aarrison Connty, W, Vi
M!ralssinpi, northeust ure
Blopmington, 0.,
Indiuna, 10 ¢ities 12

8
&

BRRERLRE
SoRINRS o

! Johoton (I8,
Il’ ffﬁ?ﬂ?-“]. 31-01:!’- ROCHEITEN MILK MARKETING AREA, Now York Stata Agr. Col. Agr, Econ. Mimeograph

i, 446, July i,

} JOUNBON, 5, M., 6nd CUNNINGHAM, L. €. STRACUSE MILE MARRZTING AREA. New York State Apr.
Col, Agr. Econ. Mineograph Dol 473, 'Febrnnry 1tH4,

+ MucLeod (#83,

AL produeers.

tOmigen®, R. M., sodd BALLINOER, R, A, HAULING MILE TO RECEIVING STATIONS I¥ THE REW ORLEANS
MILKSHED, La, AlE-. Expt. 8to. Mimeogeaph Clr, 28, July 1H2,

TARKARAMBEN, NI, A, MILK ASBEMMLING AND DISTHID UTION DN BARRBON COTUNTY, W. &, West Vi
ginie Agr, £1pt, Sta, Mimeograph Clr. 47, Muy 1843,

¥ Mcebuy {28},

T Hurtlett yod Mutts (),

W Hardin (14},

secmns o be based much more directly upon custom and bargaining
power than upon services rendered.?

Charges for assembling milk on particular routes might be reduced
either by lowering the fees of commercial haulers which are out of line
with the cost of service rendered or by e reorganization of milk routes.

¢ Beveral studants of milk transporiation, working independently and in widely
separated marlets, have reported this lack of close relationshiy betwean haulin
charges and cosls of services rendered. See: Hammerberg &3}; Bartleit an
Caskey (5); MacLeod and Geraghty (24}; Mortenson (38).
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The relative importance of these two methods for accumulating savings
difier between markets, hence the proposals for reducing hauling
charges are not similar. Some proposels call for the supervision or
the operation of truck routes by cooperative organizations, Where
cooperatives have exercised control over milk hauling they have done
so either by means of hauling contracts or by leasing arrangements of
various kinds.

Another epproach to the matter of reducing hauling charges on
individus! routes is for representatives of the local committees of
producers, truckers, and dealers to ack jointly under the authority
aranted to some regulatory body such as the Office of Defense Trans-

ortniion. One of the first attempts of this kind was made in Cole-

rook, N. H., with the result that the number of trucks was reduced
from 34 io 16 and the mileage traveled daily wzs veduced from 747
to 434 (69).

Another method, differing only in minor respects from these two,
involves the establishiment of standards of operating cfficiency for
milk-hauling routes.  These standards might be based on such factors
as the pounds of milk Lizuled per patron and the miles from the plant
to the most distant patron.’

Owing to variations between markets and between mdividual routes
within the same market area a general statement regarding the amount
by which hauling charges of individual routes may be reduced has
little value. Nouneclheless, if, as is shown to be the case from the data
in table 3, hauling charges now average about 0.4 eent per quart of
millcli the amount of potential reduction per guart would appear to be
small,

_Country-Prant Orerarion-—Lt is customary for city planis to
obtain Lheir supplies from country plants rather than directly from
farmers, in the case of the large markets drawing supplies from & broad
milksticd. Early in 1944 there were 448 country plants operating in
the New York milkshed, 106 in the Boston milkshed, and 44 in the
Philadelphia area. In addition, the markets of Chicago, Detroit, and
Now Orleans deaw large supplics through country plants.

Al the same time, some areas depend upon country plants during
only a part of the year. There is « difference alse in the equipment of
country plants; some are equipped to receive, cool, and ship the fluid
milk, and others are prepared to manufacture one or more airy prod-
ucts,

The operating costs of country plants, unlike hauling charges which
are eustomarily paid by the farmers, are taken into account by regu-
lntory agencies when prices o producers are being established.
Ordinarily the plant operator is permitted to take a standard fee for
that portion of the milk received which is nsed for fluid purposes, and
this deduction is the same for all coneerns regardless of the eapacity of
the plant or its geographic position.

Plant operating costs appear to vary with the scale of operation.
The average cost-volume relationship, as reported by various investi-
gators is summarized in figure 107

s MarzEw, B. Hl. A TRANSPORTATION CONSERVATION PLAN FOR TRUCKS ASSEM-
BLING MILE IN INDIANA, Purdue Agr. Econ. Mimeograph Cir. 27, 1848,

7 Schoenfeld (40); Tucker (48); Camburn (7); Massachusetts Milk Control
Board (26); Clement (9); Federal Trade Commission {55); Bressier ().
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Frouns 10.—Average cost-volume relationships in milk-plant operations, as
reporied by six investigaters,

More reeent studies have disclosed average costs of selacted plants
in eastern markets to be about 13 cents per hundredweight (tables 4
and 5), with the cost of individual plants ranging from below 10 cents
for those with the Iarﬁess volume to over 20 ceats for the smallest

(table 6). In 1937, the average cost for 157 country plents which
supplied the New Yar’k, Chicego, Detroit, Philadelphia, Baltimore,
Boston, 5t. Louis, Kanses City, and Hernisburg markets, was 15.65
cenis per hundredweight, with the range varying from 12.04 cents for
the group handling the largest volume to 27.85 cents for those with
thie smallest volume (table 7).

In 2 New England study, it was estimated thet with average daily
volume of 4 to 5 thousand pounds of milk, plant costs would be nearly
30 cents o hundred pounds. When the volume reached 20 thousand
pounds, average cost would fall to 13 cents and with further increases
in volume the cost would be about 10 cents per hundredweight (5).

Other factors, however, influenee operating costs in country plants.
Pronounced seasonal fluctuation in volume would reduce the daily
average volume thai could be handied by a given plant below ifs
optimum cepacity and thus would increase the average cost per
kundredweight of milk. A relatively even produetion over the entire
year would permit eontinuous operation near the least-cost level of
volume.?

The number of hours during which & country plant reccives milk
also affects the cost of operation. The period during which milk
must be received is limited for several reasons. Sometimes milk
must be rendy for early shipment to market, efficient operation often
requires thet the total hours of operation be limited, and some

* CasgrEy, W. EFFECTS OF SEASONAL MILK PRODUCTION ON MARKETING COSTA.
[N, Agr, Ext. Ser. February 1936. {Procossed.]
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Tapry 4— Unit costa of handling milk in country receiving plants in northern New
Jersey, year ended June 80, 1942

Aversge cost
Average of aperatio
n
Plants {anmber} voiu:;;er per | for e rod-
¥ welght
Million
ponndy Centa
B tacceeteausmmmmemmmssemtsAARememm—————————— - - 5.5 (. 2018
4 1.1 . JH0
] 2.0 BT
4.2 . 1359

Bpencer {44).

TABLE 5.— Average volumes of milk received and costs of operalion of selected counlry
planis in the New York milkshed, 1989-42

Avarage cost
B Cauna | por of aperation
Year Planta p!n(;:;. PCT 4 ner handred-
¥ waight
. Number MNumber Cents

[ e mm—————————— - 05 452 1.3
[Rt2 1 12% 87 2.4
141 mmmmmmsammeam———— 21 372 12.3
12 e mmmmmm—— s ———— e 393 13,4

1 Contants of can= 9 pounda,

Data presented at hesting on State and Federal marketing orcder, Mareh 18, 1643, Braokivn, N. Y., by
i. 0. Enstlack, for plants owned by members of the New York Metropotitaz Milk Distributers’ Bargaining
geney.

health regulations specify that uncooled morning, milk may not be
delivered after & certain hour.

There is no question that the cost of operating a country plant is
related to the volume handled. This observation has prompted o
proposal calling for a thorough-going program of plant conselidation.
I+ has been shown that if approximately one-helf of the country
plants in New England were closed the remaining plents could
handie the totnl vo%ume- easily and efficiently.® Tf so, the savings
in the operating cost of the remaining plants {if they did not have to
assume the fixed charges of the idle plants) would amount to about
10 eents n hundredweight., This figure establishes the maximum
possibilities, but savings of this magnitude would come about from a
reduction in profits as well as from & reduction in operating costs.
In the absenee of such & reorganization, it is possible that the maxi-
mum cconomies in the country-plant operations in the New England
aren would nof exceed 6 or 7 cents per hundredweight (22).

A program of consolidation of country plants, however, must
consider the physical distribution of the existing plants, the organi-
zation of the milk-assembly routes, and the situation with respect to
transportation from country plents to the city. An increase in the
quantity of milk assembled at one point may decrense plant cost bud
may also increase the cost of gathering milk to such an extent that
there might be no net savings. The generally applicable rule is that
the most efficient organization for the whole country-marketing

* BostoN MILK ADMINISTRATION OFFICE. PLAN FOR ADAPTING NEW ENGLAND
MILK MARKETING TO WARTIME Negps. 1943, [Processed.]
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TasLe B.-—Volume of milk received and costs of operation of couniry plants, New
York milkshed, 1939 and 190

Avernge Average
Avernge cost of R Averngo cost of
Range, eans ! per CANS per opern- ange, cans | per CANE (R E oy fals. D0
day {Jer piant day per Planis tion. per tay per plunt tlar' er Plants tlan, per
plant hundred- plant bundred-
welght welght

Number ] Number [Nnmber
11 5 =200 L57 12

180 ;
235 ;
HE s
pire
LB
(28

All plants, L.,

1 Contents of can=85 potinds,

Dnta presented ot henring on State and Federal minrketlng order, March 18, 1943, Brooklyn, N. Y., by
1. 0. Eastiack, lor plonts owned by meinbers of the New York Metropolitan Milk Distributors’ Bargniniog
Ageney,

TasLe 7.—~0Operating costs per 100 pounds of milk received at 157 country receiving
stations

Cost for labor only

ATl re- | TOUB! oper-

Runge of dully milk reevipts (isurmds) Flants  jeeived daily nﬁﬁé‘f f&“ Per 100 Fereentage

Perplant | o nde pounds of | 0f total

operating
itk cost

Numher Dipllary Pereent
Lean than 5,000 —araen i) 0. 278! i 0. 1813 i01,3
5,001 to 10,000 . ST 993 .
10,000 o 20,000 . oeoo.., X o O . L0502
20,001 e 30,000 . .\ B . . 0663
30,16 to 40,500, k . i
X E . 0536

!
Total or avernge 72 . T, 0ESD 1

7 planw. 3 nplants. Y44 plents, 415 plants. O plonts, 015 plants. ! Avernge of 125 plants.
Teproduced rom Clement (9, p. 18).

function involves plants of such a size that the combined cost of
assembly, plant operation, and transportation to market is at a
minimum ().

TraxsronraTioNn Froym Country To Crry Prants.—Most ship-
ments of milk from country to city plants are of bulk raw milk in
tank trucks or tank cars, During the last 20 years, shipments have
shifted from cans to tanks and from rail to truck. Long-distance
trucking of milk began about 1925, but did not become important
until a few years later. The shift from cans to tank cars oceurred
largely between 1925 and 1935 for rail shipments, and since 1935 for
truck shipments (61, 87; 42).

Rete structures for both rail and truck shipments of milk from
country plants o city plants have become somewhat stabilized in
recent years, with truck and rail rates to the same points bearing
definite relationship to one another. In general, rates increase with
the distance of a country plant from jts market. In the New York
milkshed, the average rate charged by railronds and truckers for

762080 —47—8
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transporting milk from country plants to New York City in Janu-
ary 1943 was about 0.7 cent per quart.'® But the individual charges
varied with distance and they also refiected special competitive con-
ditions, In the Boston milkshed, the charge for transporting milk
from the 221-230 mile zonc to Boston, in 1940, wes estimated at
36.0 cents per hundredweight by tank truck, 32.2 cents by tank ear
if both country and c¢ity plants were on rail, and 41.1 cents by tank
car if the country plant was 5 miles ofl #ail and the eity plant was 3
miles off rail. These cosis include allowances for loading and for
transfers as'required, as well as the direct hauling charges {(42).

It has been held that savings to plant operators in the cost of
transporting milk from country to cily plants would follow if tank
cars were londed more nearly lo capeeity, H milk shipments were
diverted to less expensive transportation, and if milk for {luid use
wore drawn only from those plants located neurest the city.

The coming of full loads, which is the first of these proposals, te a
large extent nlust wait upen an inerease in the volume of milk received
at country plants, which presumably will come about after the adop-
tion of a program of plant consolidation. Tt has been estimated that
in New England onc-half of the country plants handle volumes so
small that the use of tank-car cquipment is not feasible (22). The
second proposal calls [or o reduction in the ¢quantity of milk moved in
cans with a corresponding inerease in tank-car shipments. The third
involves & zoning of the milkshed.

Under the third plen, plants in the first zone would ship all of their
receipts as fluid milk, plants located in the intermediate zone would
supply the market with fluid milk only during the season of short
supply, and the most distant plants would not contribute to the fluid-
milk supply at anv time during the year.

All of these proposals were andvanced during the war, but it is an
interesting fact that no substantial changes in this phase of milk
marketing were made in gpite of wartime shortages.

Crry-Praxt OperarioN.—Processing is the next stage in the flow
of fluid milk from the fnrms o the ety consumers. Principal opera-
tions involved are pasteurization, cooling, and bottling,

A large number of firms are engaged in distributing milk, yet in
most c¢ities the substantial part of the total volume is handled by
few large lirms.  'This is especially true of the larger cities where, in
1941, almost two-thirds of the total sales of fuid milk were handled
by the three dominant firms., It is true that as cities deerease in
size the relative importance of the volume handled by the dominant
firms tends to decrense, bul evenin the small towns this tendeney of
o fow firms to dominate the market still can be observed (table 8),
(25, 41).

City plants, like plants located in the country, appear to be capeble
of achicving cconomics of scale through planned reorganization.
Substantial cconomics are promised in the lower volume range. A
smell pasteurizing plant that handles & velume of 250 quarts daily, it
is estimated, would have costs equal to 3 cents a quart, but when the
volume is increased to 2,300 quarls the cost would fall to about o cent
and n balf, Not unreasonable is the cstimate that costs might be as
low ns | cent o quart with efficient lnrge-scale operation (415 44; 26).

10 Cnpublished data supplied by Leland Speneer, Cornell Tniversity.



http:S('fl.lP
http:quart.IO

MARKETING MARGINS AND COSTS FOR DAIRY PRODUCTS 19

The average costs of operating fluid-milk processing plants, includ-
ing the cost of bottles and containers, huve been reported to lie
within the range of 1 to 2 cents a quart. Although they are not
strictly comparable, these reports, which arc summacized in table
9, llustrate the range in costs of processing fluid milk.

Cost of operating industrial milk plants may be reduced by careful
adjustment of their operating organization to handle optimum low-
cost volumes consistent with their market outlets and sources of sup-
ply. There are large differences between plants in the degree to
which eapacity operations are realized. For example, in California
during 1942 many plants were operating far below their capacity so

TasLe B.—Nwmber of wmilk distributors and relative volume handled by larger dis-
tributors in leading cities of the Uniled Stales, 1931

Peroentage of milk
Distiibu- disteibuted by—
Reglon Lers par
elty

Three larg-
eat firms All others

Clties of 100,000 to 500,000 population: Number Prreend
Northenst ; . 63 L)
Central Wyat B
Far West .. .
Houth..... et hemmmmm o — Ay 4 R 120
AN seeliond. osevsamerriancamaae . 82
Cltieg of more thnn 500,000 popalatinn:
Al sectiony 102

Spencer (431,

TanLg 9.—Coxt af processing fluid milk in city plants, including cost of botlles and
containers, by markels

Cost per

Market quart

MUwankee (# companiesH
Toston 1. . .
Mnine {10 marketsit .0 L
West Virgindn {67 praducer-denters)s
New York (02 preduoer-dealessyh.

Daortled, wholesnle.,

Taper, whpleade
Southern:

Battled, retail

Hottled, whinlesnle ..

Now York Chry Y. .

Retall, l-quart botiles ..
LRewall, 2-qonel butcles
Wholesule, L-nuart bottles ...

Bt B8

e s i
et e
L= L=

} Mortenson (39).
s Maszachusotts Milk Cootrol Board (26}

+ Herrmann (15).

* Huphes (18],

"TMoley (45).

' Horilott (2).

¥ Spencer T44).

* Unpublished date complied by Lelond Spencer, Cornell University.
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that a consolidation of their eperations would have made a material
reduction in cost to the remaining plant operators {(tables 10 and 11).
The extent of the savings is suggested by the processing cost of the
three plants.

Tanue 10.—Capacily of milk processing plants in California ulilized, 1942

i

. Cnpaclty ! . e Capneity

Marketing nren utblized | Morketing ares wtitzod

13

Fereent l Percent
Diebnh Volle® o ievee oo emnnes 615 i Monterey-Watsonvile 49,0
Senoemn Counly 24,8 Fresan. . ... . . EIN
Santa Chrs Connty 344,09 | Lox Angeles County 45,9
Banta lnrlmm . .55 Marin County. ... a7
San Soanuln Couaty. . 6.4 +) Ventom County .. 8,0
Sun Fruneisce . L. . 61,7 !l Plaeer-Nevadn, __, 428
Snn Diggo Couanty . . 147 11 Tmperind County - i
Bnemtnenlo . - . 85,1 1; Humboldt County ... ieeena. ExW]

Manstiars, JOUN, I CHANGES IN METHODY OF GUERATION OF MILK (ISTRIBUTONS [N CALIFOINIA WHICH
WILL CONSHRVE RUBHEH, AUTOMOTIVE, AND OTHEN £QUWMENT, AND REDUTE COATS OF DPERATION,  Cail
fornin Stats Depurimont of Agriewitiees, Minloogoaph, 1542

Tanus L.—Capacily wiilized and processing costs per guart, of 8 Culifernia milk
plants, 1952

' Cnpnity Costs er
Pt utilzed enert
Prroend Cents
Lo Angelrs cwanan St §#7 1.0
San Do .- . &2 132
Frisno rr Rt ceveveem——— AL B3 b 1

MansgaALl, JOBN JH.  CHANGES IN METHODRS OF OMERATION OF MILK DISTRIBUTOILS i¥ CALIFORNIA WITKH
WILL CONMERYE RUBRRIL, ATTOMOTIVE, AND OTHER HUCIPMENT, AND REOUCE COSTY OF OPERATION. Chli-
fornin Stute Beparbinent of AgriceYiure, Minwourapl, HH2

Somewhat similar findings have been reported with respect to
other areas.  Only 2 small percentage of the milk-gistributing com-
panies in Wisconsin were operating at more than 80 pereent of piant
eapacity, For many companies, the figures were 60 pereent, and a
figure as low as 30 to 40 pereent of capacity was not uncommon (38).

Sane anp Deuvery or Fooio Miuk.—The usual method of dis-
tribution is delivery to homes from routes following an cstablished
schedule.  Among the factors accounting lor this practice are the
perishability of milk, its importanee in the food budget, and its bullki-
ness. In the smaller eities, many routes deliver to stores, restaurants,
and other wholesale outlets, as well as to homes, In the larger cities,
most of the whoelesale business is segregated and served by speeial
wholesale rouies. Until recently, deliveries to homes were made
every day. During World War II, every-other-day delivery was the
genceral rule.  Wartime regulations also limited whelesale ‘deliveries
to 6 days n woeek,

Home delivery from retail rontes is the most important distributing
channel, but sales through stores have increasod.  Between 1930 and
1941, sales through stores in Chicago increased from less than 25
pereent to about 50 percent of total sales, and in New York City from
30 percent to 50 pereent of the total.t!  The store system of distribu-

W HerrMaxN, L. T, and WeLpex, W. C. TrREWAR DEVELOPMENTS IN MILE

nisTRIpOTION. Cooperative Research and Serviee Div., Farm Credit Admin,
Mise. Rept. 62. 24 pp.  November 1942, [Proeessed.]
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tion hns been encouraged by improvement in refrigevation facilities
in stores, aggressive sales policies by chain-store organizatious in
some arens, and the development of light-weight paper containers.
The long-time upward trend in store sales was reversed, temporarily
nt lenst, in a few major markets in 1943. In some markets sales
through stores have not expanded beeause of differentials between
delivered and store prices, Retail deliveries in Rochester, N, Y,
for example, were 4.2 times as important as sales through stores in
1042, which was cxactly the same as in 1933, 10 vears eavlier.* The
proportion which sales at wholesale were of total business ranged in
1940--41 from 40 pereant in Minneapolis-St. Paul to 79 percent in New
Orleans (table 12).

Ordinarily, delivery serviee is completed by the same firm that
operntes the clty plant. In only a few large citivs arc subdeajers a
considerable factor,

The eost of mille delivery and sale is by far the most important item
of mnrketing costs. [t varies from market to market and hetweon
retail and wholesale forms of delivery.  In general, the range in costs
hias been brought out by seleeted surveys (fable 13) but as different
methods of cost analysis were used and as the data refer to diflerent
years, close coraparisons ace not warranted.  Estirmated costs of retail
milk delivery in quart bottles ranged from 2.0 eents to 6.6 conts per
quart. ‘T'he cost of whalesale delivery is lowor.

Payment Lo lnbor represents the major part of the costs of delivering
milk. In New Jersey, wages andl salaries accounted for about three-
fourths of the total sales-and-delivery costs of retail routoes, and about
Lhree-lifths of the total on wholesale routes {table 14),

In theory, the cosl of delivering milk to consumers can be substan-
tinlly reduced. Observers in all parts of the country have called
attention to the great inefliciencies that seem evident in present
mothods of milk distribution. They have estimated the magnitude

Tasne 12~ Proportion of flwid-milk distribuiors’ wholesale sales to tolel sales in
sefecled markels, 1840-41
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Spernnenlo e e e - § BHI, Novembwr

dan Franciset o ..o ueieae oeen aoe UKL Noveatber |

Wow OIIPEE . ormam e e } e L

Heruwany, L, F,oaml WeELDDN, W (" PFREWAR DEVELOPMEXTS IX MILK InsTmiavcTion,  Cooperative
Resenrch sl Serviee Divison, Fann Crodil Admonisteation, Mise, Repl. 620 1H2, [FProcessed]

7 Jouxsus, BTE® AT, HOCHEATRER MILE MARKETING ARRA,  New York State
Agr. Col., Agr. Fron, Mim, Bul. :46. 1943,
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TasLe 13.—Distribulors’ cosls of selling and delivering fluid milk in various markels

Murket Year cg?:ﬁ;;fr
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(131 1 S, rr RammEEEmrmmmmmm et etk AR AAmmmmamman mmmmmm————— 4.
Wholesale _ bemmu-s - asanma } 13435 { 2.H
Muaine {10 mackets)2. L. . e e MBm—erEARNSRERAAnYEEm——— - ——————————— e 134-30 .48
West \-'iriiniu (7 producer-denlers)s_ . .| 1e35-34 22
Noew York (32 prlttcer-Gemeniit. | e rmmmemcmm e s a sy am——- 1035-38 zm
Coliforsing
Retult Q0 distpibutors) . o viirenmaraa } T 4.17
Wholesale (12 distributomsp,, - - 23
Cilengo:
et % o e vmsmnocmeame icacbcdsiscostemsmeesmmhm s ssemimammmm e e—————e T 5.24
W s b e sransrmasaaras nmmmmmm ks baoAsEa s rwrAramnammmm e 34
Niew Jorsey 71
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N O TN i cssrsusssrrmrrmammmmrma et brtamrdr f e fra s r At dmAnama s amans €61
Bouthern ... ... R £.23
Whaolestlo- - Korthern: 194542
filnes.... ... . . 3.07
Paper. ... 1.85
New York Cily !
Retail;
F LT 1 Oy 6 15
gl glass L. 144 575
BLorts1 QUL EHUS. oo cvancmarrmmmrmmmmmm cmraersaast s s mmmmmmmammame il

+ Massachusetts Milk Control Board (£8),

1 Pow (N,

3 Hlerrmong (5],

+ Bughes {40,

Hlnley {453,

! Bartlelt (2},

T Spoeneer (48

+ Uirpublished datn compiliod by Lelund Spencer, Comell Unlvensity.

of the savings in delivery cost which would follow i these features
were eliminated.

The cosl of labor, becnuse of its relative importance, comes in for
first consideration. Tt appears thet the problem of reducing cost at
this point is not only onc of enabling more quarts of milk to %e deliv-
rred per hour of work, butl also embraces the more difficult and econ-
troversial one of enabling more quarts of miltk to be delivered for each
doltar spent for labor. Clearly, where routemen continue to be paid
on n straight commission basis the economies resulting from an in-
crease in the efliciency of milk delivery will be limited mainly to sav-
ings in truck-operating costs.

Istimates have also been prepared to show the savings that would
accompany various sssumed changes in the delivery system. The
magnitude of these assumed savings obviously depends upon the degree
to which the delivery system would be reorganized. Alternate-day
delivery of milk and the elimination of special deliveries, it is held,
could reduce the daily miles traveled in the New England area by 40
percent, with the attending savings estimated at about 0.4 cent per
quart {8).

More drastic are those suggestions which call for an allocation of
the market. The result of such proposals would be to give exclusive
control of a partieular territory to o limited number of distributors.™

Possible savings from adjustiments of this kind become very large
in terms of miles traveled, but the actual savings in total cost will
depend chiefly on milk cousumption in the sren. In a sparsely

3 For a deseription of how this type of pregram has operated in Enagland see:
New Baogland Itescareh Council on Marketing and Food Supply, and others (25}
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settled aren where there are relatively few distributors, the savings
from exclusive territories would be unimportant.  On the other hana,
when consumption is more highly concentrated there is a greater
duplication of serviee, and hence an enlarged opportunity for savings
from the assighment of uvxelusive territories. Yet the proponents
of reorganization admit thai a successful outcome hingrs on control
of the cost of labor and profits.

A much more complete reorganization of the industry is con-
templated by proponents of the plan to operaie the milk-delivery
system as a public atility. Potential savings to individual firms
have been estimated in the neighborhood of 2 cents per quart [88;
36, 32; 95). Bull another propesal leading to a lowering of the
vosts of milk delivery to individual concerns is to reduce the amount
and the kind of services now furnished te consumers.  Such changes
as alternnte-day delivery, or the elimination of home delivery, have
been sugested,  Some adjustments of this kind, it is said, promise
monetary savings with only » small reduction in the amount of
consumer service. Alternale-dny delivery probably falls in this
class. !

It is evident that & reorganization of wholesale as well as retail
routes would bring savings. It is not unusual in seme cities for
two or more deslers (0 supply milk to the same store. During
dunuary 1943, it was found that 3 out of 10 stores in New York City
were obtaining milk from 2 or more dealers and 1 out of 2 stores got
supplies from 3 or more dealers. A reduction in the number of firms
serving any particular store could lead, it is claimed, to a substantial
decline in the cost of operating vehieles, since this cost represents
16 pereent of the total retail sale-and-delivery cost, and 21 percent
of ithe wholesale. At the same fhne, it must be remembered that

Tanve 14, ~-Selling and deliveey costs by type of expense, fuid mitk-New Jersey,
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62 porcent of the retsdl and 42 percent of the wholesale sale-and-
delivery costs were made up of payments to labor.

TLabor cost is an imporiant item in the total cost of deliverin
milk. Depending upon the market and the distributor, the metho
of pnyment to labor varies all the way from an hourly waga to straight
commission. During 1941, small distributers in the minor markets
of Connecticut pmd a weekly salary which ranged from $23 to $43.
In the major markets, in contrast, laree dealers indicated that thew
wage conkracts npplicable to retail routemen cither provide for a
commission on collections or [or a rombination of commission and
salary, Siraight commissions usually were 12% percent; 10:11b|ned
salary-and-commission method of payment amounted o about %
per week plus 10 percent of the collections (8).  In Chicago, :{ur;nw
tiw veur 194142, the aanual carnings of milk drivers avmu"o(l

2,640 with two- thigds drawing from  §9 250 to $2,750 (49). "
nm thern New dersey, w #108 AVOR uwd 54518 p week, nm! ecommissions
avernged $8.38, while n the Southern New Jersey area, wages
amounted to %7.63 and commissions $ $35.63 (4

The nethod of paving routemen in Buffalo was changed when
alternate-day delivery was introduced, so that the standard base
puy made up a lurge part of drivers’ eneniings, This resulted i
considerable savings.  In Byracuse, labor insisted on retaining the
straight conmission method of solth-nwnt, with the result that
alter n‘r.i(.‘-{hl}' delivery not only inereased drivers’ hourly carnings
but also prevented reduction in the lebor cost of delivering milk.

In addilion o the adjustiments just mentioned, which are designed
to reduec ecosts, severnl minor changes have been proposcd wilh
respeet to mill-delivery practices.  FPhesa include 2 price mducement
for guantity purchases by bousehold consumers, the use of helpers
on milk roules that serve intensive sales aveas, and 2 simplification
of boes  ineluding n reduction in the number of products handied,
in types of bottle closures, and in number of eontainer sizes. These
proposals also eall for an inerease in the use of multiple-quart con-
tainers wned paper bottles.

MARKETING MARGCINS AND COSTS FOR BUTTER

Consumers in the United States paid an average price of 31.1
cents u pound for the butier they bought in 1930, At the same time,
for the equivalent quantity of farm plmiu('(‘, the dairyman received
about 20 cenls. The difference, or 11.1 cents, is the total gross
maergit per pound taken in the course of ussvmhiing: pro('vssing,
mxl distributing all butter during 1939, This margin will be divided
into ifs several parts and viewesd in some dednil.  These detaifs will
present the evidence considered in arriving ab the estimated share
of the various claimunts and will provide o basis on whicl to form
judgments eoncerning possible reductions in the sire of the marketing
SRRt e

It iz well i the beginning Lo nete (thal merchandising demands
anly a part of Uils margin of 11,1 cents, Tor out of 1t must be patd
approximately 2.6 eonts for processing, 1O cents for such material
as salt awd eontuiners, and perhaps a3 much as 1.25 cents for trans-
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portation charges of different kinds. In all, these add up to 4.8
cents for cach pound of butler, leaving 6.3 cents as the gross returns
available to merehants and shopkeepers.

This marketing margin of 11.1 cents is equivelent to one-third
of each dollar spent by consumers for butter. The remaining two-
thirds are paid to farmers. The course of the marketing margin for
other years is shown in figure 3, (p. 6).

The markeling margin for bulter is relatively small both when com-
pared with that applicable to other dairy produets and when con-
trasted with thati charaeteristic of other food products. Thesmallness
of the margin is tracesble to several characteristics of the product,

LENTS OF THE AGENCY
CONSUMER'S
DCLLAR

152 = 4= Retaller

1.6 W & Whaolesaler
45 wp 4= Truck or railzoad

3.2 W & Creamery

¥ Farm production

BAE &84T

Fravus 11,~ Approximale diziribution of the consumer's dolinr spent for butter
manufneinesd in fowa and sold in New York City, 1010,

Among them are relatively simple processing, & rapid turn-over of
storks, 1 cosnparatively high value associated with small bulk, and
convenient paeljaging for handling {50).

A further sharpening of perspeetive on the mat{er of butter margins
may be obtained by looking first at what may be ealled a typical
instance.  The share of each ageney which contributes Lo the move-
ment of butter through this partivular channel is shown in teble 15, as
woll as in figuse {1,

in this nstance, dairymen are shown as veeeiving 21.1 cents and
conswimers as payving 32,9 cents, with o rosulting margin of 11.8 eents
per pound. Al of these figures are shightly above those that will be
used fnter to represent pabionwide nvernges for 1939,

TE29807 - 47




26 TECENICAL BULLETIN NO. 9468, U. 8. DEPT. OF AGRICULTURE

TABLE 15.— Estimuted share of the consumer's dallar paid for buller manufoctured
in Jowa and sold in New York City, 1940

Prico per | Feicontoga
Ageney of rotadl
pound prico

Cenls Pereent
Al s et e ven e v manen v un g mmrimman o m s mm—mmm—r———amme et S0 18,2
Whelesulers {Including printingd.... %5 1.8
Transportation (ong hould ... ... LG 4.9
o} es. 2.7 8.2
Pariners emn 2.1 64, 1
Rotal Brlefo . verasmsemvasee ot em e a e mcm e e mm s ar e ane 329 100, &

Unpublishod dutn from: Farm Credit Administratlon.
MarkeTing CHANNELS

There are many other combinations of outlets in addition to this
‘“regular’ producer-creamery-wholcsaler-retailer arrangement. Some
of these are portrayed in figure 12, though the arrangement makes no

WACAIFALE SR Al HmANER
einikh CICRANGLY ity

LoLLa, ECILILERD AAE
Laci RLIFCHTIEET Y
counTdr crnumrmgy O VeSS ‘ ‘
CHrcemTnAITn
ot s ¢ $

t + *+ ¢
Al
CaEaxl Ay Embin {104E  hanim R
CANTRALIEAR WIRLADUELY  mOulE

BAE 4561
Figure 12.—8omo typical examples of marketing channeis for butter,

pretense of exhausiing the list. In emphasizing the numerous routes
over which butter flows, the chart may be misleading. Over meny of
these paths the volume is small. Moreover, some of them represent
the performance at a eountry point of & portion of the funekions pre-
viously carried on at terminal markets. Concentration of butter at
the country point is an example. Others represent arrengements that
may be highly desirable in the ense of one firm or one segment of the
butter trade gut not at all premising for another part. For example,
there are instances in which reéail merchants handle sufficient volume
to be able to operate a creamery, but there are many more who do not.
Not a few of the instances, where 2 flow between two agencies is shown
in both directions, arise beeause one dealer fuds his supply = little oo
large and another finds that his is short of immediate nceds.

or o praoper view of the importance of each of these ouilets and
rouéings it is necessary to know the volume involved in each case
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during the year 1939. Although figure 13 aims to show this, the data
for each of the many outlets are not, available, and thus this flow chart
fells somewhat ghort of picturing the true situation.

afimLowaia CHLARLAT/OWALE
WROLLSILL LAl AttAIL staaLe
w

lu wERY
135 )
77

ALl PUREd LEFREIETD A
MRCTRT OF TOFAL FDLJME i
ATORLE

tAtigixr-ownin P iTuTH AL
WHOLEEALIER iTes ™

t iHOl“lll'l puinrn

BAE 43888

Tieone 13,—Marketing channels for butter, United Btates, 1938,

Vorvme.—In the times when producers and consumers were usuaily
neighbors, the dairyman not only produced the butterfat but he
churned and delivered the butter, either to the consumers’ doors or
to a local store. Obviously, this is no longer possible on any large
scale, Nonctheless, ns much as 4 pereent of the total butter produe-
tion of 1930 moved into consumers’ hands in this way. The other
96 pereent was churned by creamerics,

These creameries, in turn, sold about 9 percent of the total butter
produced in 1939 to houschold consumers. A little less than one-
fourth of this quantity passed through creamery-owned retail stores.
Nearly 5,000 creamerios were reporting butter production in 1939,
0 these could have been an important source of supply for not & few
communities. Another kind of dircet sale by creameries, amounting
Lo 3 percent of the total, is to industrial and institutional users, such
ns manufacturers, railroad conunissaries, schools, hospitals, and
restaurants. At the same time 57 percent of the total production
wend  through the “regular” channel—to wholesalers—and there
should be added another 17 percent, to include that part of the
creameries’ snles to retail stores which, in fact, passed through the
retetlers’ warchouses and thus represented a wholesaler type of
transaction.  Accordingly there remains, out of the total production,
approximately 10 percent as the quantity that ereameries sold directly
to retail stores other than those owned by the creamery.

Practically all the butter that passed through the hands of whole-
salers in 1939 was sold by them to retail stores; the small remaining
part was bought by institutional users.

Not shown on the flow chart is the part played by brokers, agents,
and commission merchants who do not take title to the butter but
serve only to bring together sellers and buyers. Many years ago
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commission sales were common; now such sales arc the exception
rather than the rale. Yet this group of agents handled in 1939 about
10 pereent of the total volume (47, p. 28).

WHotzsaLERs. —Both flow charts, in providing enly onc category
for wholesalers of all kinds, conceal much of the detailed operntions of
this important segment of the marketing chain. Tortunately, it is
possible to fill in some of the missing parts. The wholesale trades in
which butter sales were of some importanece, the 1839 Census of Busi-
ness reveals, were the dairy-and-poultry-products trade, the dairy-
products trade, and the meat-and-provisions (manufacturers’ sales
branelies) trade. The channels of distribution used by each of these
trades are shown in table 16, but those data relate to all sales —not to
butter alone.  There is a difference between trades in the importanee

Tavte 16.—Sules of service and timiled-function wholesalers, by classes of customers

Pereontape of totn! sales to—

Pracke o
thar .
whoie: | I eniers | 00 othes
sufors * )

A

18 7 anti 115 § ¢0 a
0 ] #59 ) ©

Pereent Frercant Percent Pereent
Lriey wnd ponltey prodieil 1.0 4.1 H 0
Lindey products
Menls and provisions.,.._ ..

el avallable,
censig of Dusiness. Wholesule Tynde, 1630, vol. IL. (48, p. 7283,

attached to various types of buyers.  In two of the threc trade groups,
wholesalers' sales to other whalesalers amount te about 20 percent of
their total sales. Such sales tiay be thought to reflect primarily sales
made to jobbers. The meat-and-provisions trade, in contrast, sells
litle te other wholesalers for it places more than four-fifths of its
output divectly into the hands of retailers, hy operating routes to
serve retail stores, In none of these trades do sales to institutions
amount to more than 12 pereent, '

The data in table 16 give a general picture of the proportion of
butter sold by thé wholesale trade to the principal types of buyers.
It is possible, in addition, to show specifically how four groups of
selected wholesale firms have been directing theiv snles of butter.
The data shown in table 17 are for sclected companics; slthough they
cannot proless to represent the picture for all wholesalers, the com-
bined saies of these conecrns vrench approximately 60 percent of the
total butter produced during the years to which the data apply.
Several observations scem to follow {rom the table:

(1} Wholesale grocers do not appear to be a large factor in the
butter trade. Retailers look to the more specialized handlers for
this part of their purchases.

(2) Sales to wholesalers other than wholesale grocers are not em-
phasized by the meat packers or the producer cooperatives, yet they
make up a little more than one-fourth of the fotal sales of the dairy
companies and the wholesale butter distributors.

(3) Sales to retailers are of major importance to meat packers and
the producer cooperatives. ..They. are. less cmphasized by butter
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distributors, although they still comprise the largest single outlet, and
they account for about one-third of the sales of the deiry companies.
To be noted is the difference between these four groups in the propor-
tion of seles made to chain reteilers and to independent remiﬁ;rs.
The meab packers serve the independents, primarily, The dairy
companics serve both independents and the chains.  The sales of the
other two groups, although leaning in favor of the chaing, are divided
more nearly evenly between the two types of retail organization.

Tapus 17.—DBuller sales of sclecled -wholesale concerns, by lypes of purchasers,
. 183435

14 whnlespie 10 meat
_— ; ) . 12 dalry 5 producer
Purehaser t{:}htulfu‘ﬂs, m’;,“.e?::f;é‘s s | companics * | cvoperativear

Wholesklera: Pereent Fercent Percent Pereent
CITHELRFS o cnmcmmccecmcm e mr o mm e e n s 506 . i i
Othory ¥ . . 27,02 2.8 20,
Chainstores .. . .. . 238, 8. i 42
independent relpll storey - 17, U6 728K .
Enstitatlons ahad minnafsetarer .,
Others:
Ionte enstomers 4 2, 65
Mol sprelfied . ]
Alerennthe exchunges . R
Covertiment . .47

Patnl o0, g

Encludes tio follow ing cempankes and thelr donestic subsidinries: Carl Ahlers, Iuc.: Bennett & Layton,
Tng. €. L, Weaver & Co.) Bmipliee Prodoes Ca,; Ouode Bros.: WKeiffer & Ceo.; Hunter-Walten & Qo Jerpo
Cammlssion Co,, fne; Kuboer Paecklng Coug Seherber & Ca., Lo, Lews-Mears Co.; Miles Friedman
Tie,; Peter Fox Sony Co The Wheeber Corpurstion, nid Zenbth-Ondley Co,, Ine,  Uhelr commbined volume
was 146, 7 mbiilon poumds.

1 Inciudes Mg fpllowlag sowmpmnlos and thebr domestie subsidlaries: Swilt & Co.s Armonr & Co,; Wilsen
& Co,, Ine; the Ctdnhy Preking Co.; Johin Mocrell & Co.; and Khigoan & O, fpe, e combined stics of
these cotrpunles wis S17.1 miillon potndls,

1 inehades bhe followlug companies mtd their subsidineles: Nalional Tafry Products Corp,, tho Borden
Ch,, Hentrice Creamiery Oo.; Lo Fuinneat Cronmery Co.: Coarantion Cu.; et Mk Co,; Golden State Co.,
Foelg Wostern Dairies, fte; Crenmicivs of Amerien, Ine; Aerlesn Pnicles, ne: Norih Amerlean Creom-
eries, Ine.; and the Greal Atinetle snd Paciie Ten Co,  Tlie eotnbined butler sales of these amgtnied to
$3L45 imdllion pousuds,

s ipeludes the botter sales of e followlnge sssoelations: Dainvimen's Leaghe Cannerative Assacistion,
o, dow Baglend Dalries, fnes Pwln Cley Milk Vrodueers Assoclution, fne,; Consolidated Duir Praducts
oy Clellonge €renne foel Butter Associngion; Land O Lukes Crepmerles, Ine; La Valle Cooperstive
Crewnery Cag pnd lown State Brapd Cresmeries, Ine, Che combloed betiter sules of (hose compotiics
prpunded W 1517 mililon powneds,

§ Tppeliedes Deokers snd connmission houses.

# Epehides mpite sndes to homes sicd Insthtationnd asees nad, in Lhe cuse of the produeer coopeiniives, to
vebal] slares other Lthan chaing,

Federn! rade Commibsslon 67).  Adapted from tabhes 306, 312, wad 421,

(4) The position of sales to institulions cannot be made out clearly
in the ense of the daivy companies und the producer cooperatives, for
under the “others” heading is meluded 8 velume of sales that un-
doubtedly is made to Institutions but could not be segregated. In
both instances this volume is undoubtedly larger than that shown.
Institutions form one of the more important outiets for the wholesnle
butter distributors.

(5} Sales on the mereantile exchange ave reported only by the dairy
concerns and in 2 volume cqual to about 2 percent of their total butter
sales.  They may have been included in the “others” clussification by
the other (irms and thus become lost from sight.  In any event, the
volume scems to be very sinall.

This then is the way e operation works out a6 the wholesale point
in the markeling channel for butter, If is to be remembered thet
firms of this kind operate mainly in ihe larges urban areas and that
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some 30 percent of the total butier is not handled by them. This
intricacy of markebing patiern is not characteristic of all butter.

Additional light is thrown on the flow of buiter through wholesale
channels when 1t is learned where these concerns bought their butter.
Onee again the exchange between whoelesalers is clearly evident
{teble 18). In two instances such transactions constitute between 15
to 20 percent of the total, There is susprising variation in the rela-
tive quantities bought dircct from ereamerics as well as in the relative
dealings with brokers and commission houses.

The business of these selected firms, es pictured by tables 18 and 19,
llustretes the highly flexible nature of the marketing arrangements
for butter among wholesale traders which, in pari, explains why the
markebing margin is relatively small.

TanvLe 18.—Purchases of buller by selecled wholesalers, by source of supply, 1934-35

4 caoperative| 11 nbk and 10 meat 14 wholpsals
Bouree of supply milic pnd  Imilk products]  poackin halier
milk products)  eompanles companfze.s distributory
asseciktinng
Fereent Pereent Pereent Percent
Other wholesalers .. ...y s cmmc——————— 5.81 19,10 1.28 t 18,30
Broders and commisslon Bouwses . vrramverones 240 05 1], 6% 9.
Others, o veeemeussimrmmnn . 45 [ S 2,48
Crenmieried. ..o ol . o, 70 20, 10 7135 &, 40
Marketing coeperstives. .o oo oo i 313 15,68 .79
Tutat. 100, 6 100, 00 194, 06 100, 00

T 3,63 poreant boupht from chaln grocery-store com n-:m!;-.\s.
Federa! Prade Comnnilision {673, Adapted from tabies 308, 112, and 221,

ImporTANCE oF BurtEr SALES To Various HadnpLers

The importance of butier sales in the total business operntions of
the various agencies is not the same. Differences begin to make their
appearance at the farms, Some farmers are mainly dairymen. TFor
others, dairying is merely a sideline.

Another distinction is drawn along geographical lines. Some cen-
ters concentrate on milk production, whereas in some other much
larger arens cream accumuﬁltes only in small quantities daily. Dif-
ferences such as these may have far-reaching eonsequences, lor they
shape the volume of milk to be haadied, aflect ils quality, and In
many other ways influence the processing and merketing of butter
and place definite restrictions upon the cost-saving chenges that cen
be made.

With few exceptions, ereameries are specialized butter producess.
Most of them make butter and little clse. Neverlheless there are
arens where, seasonelly, milk production exceeds the needs of the
fluid market, and this surplus may be converted into buiter., Here
butter is an ineidental product.

There are areas, noiably in Wisconsin and the Pacific Coast States,
where plants are so equipped that milk may be divected to any one
or to o number of products. Butter is one of them. In plants of
this kind whole milk must be received from the farmers and this
milk must be of such freshness and quality that it is suiteble for all
uses. Even if such flexible plants invariably could make savings, a
general vse of them would bave to wali upon, and be limited by,
the production in large volumne of guality milk,
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TApLE 19.-—Soles of bulter and chesse, by typea of wholesalers’ trade, 1939

Percentags f Parcentage
butter and butter and
chesse salea are cheesa pales arg
of tota] sales af total saleg
by— by—

All All
firms Arms
in the In the
trade trads
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hnn-
diing

Flrms
han-
dllng

Service nnd  fmfted  Ametion Servica and llmited fonction
whglednlera; wholesalers—Centimied - Per-
Farm consumer goods: . - Retaller-tooperative  ware- cend
Dairy and poultry prod- LT ] B 3
1T . X Grocerlea (speclalty lines):
Talry produces ..., Fi Canned (goda.....
Pooltry  and  poultry Flour .. ...
prodducts . Lo N .
Freah frulls ol vepo- Other
tnlley . 3 . Manufcturers
Other o L X {with stocky):
Qlrocerien {general 1ne): Spevinlty foors:
Qroeer wholesalers L. ... 3 . Cannarl footl . .ooooeeee..
Volurtary group whole- MMent anl provislons
salers ..ol P . . Qther

Census of Business, Wholesale Trude, 1030, vol, 11 (44, table 3.4).

Al told, most creamerics have to depend solely upon butter to pa,
their cost of operation, and so creamery costs and the factors whicﬁ
affcet them can be observed, with some degree of precision.

In rontrast, the cost picture becomes incressin ly more diffieult to
make out in the case of those marketing agencics focated closer to the

consumers, because of the greatly increased number of items they

customarily sell. As the number increases, butter contributes #
decreasing part of the total sales.

The Census of Business of 1939 has compiled figures showing the
relative importance of selected commodities to the total sales made by
various kinds of wholesale trades, These tabulations bracket butter
and checse together, but the combined fizures reproduced in table 19
will serve to mark out the maximum proportion that butter could be
of the total sales of ench group of wholesale merchants.® The
genernlly small contribution that butter and cheese make to the total
sales of wholesalers is noteworthy, Yet two trades report an impor-
tent volume of butter and cheese—those are the dairy-products trade
and the dairy- and poultry-products trade. Probably all of the
specialized butter handlers are found in these two trades. = Of the firms
included within the dairy- and poultry-products trade and the dairy-
products trade that handle butter and cheese, nearly half of the total
sales during 1939 consisted of these two commodities. But not ali
firms within the trade stocked these items.  Therefore, the proportion
of the butter and cheese sales to the total sales by all members of the
trade nre slightly smaller in the ease of the dairy and poultry trade,
and considerably smalier in the case of the dairy-products trade.

The small importance of the butter and cheese sold by general-
line wholesale grocers is to be noted.  Their sales of these two products

B Cansumption of butter is about three times that of cheese, though it eannot
be rasumed that the sales of these concerny were divided in this manner. United
States Department of Agriculture (51).
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is small both in terms of the sales of those who stock butter and in
terms of the trade as a whole. In the case of manufacturers’ sales
branches, operated by the meat and provision trade, bulter and eheese
contribute about § percent of their total sales. This trade is said to
be a substantial foctor in the butter market. A considerable number
of the trades listed in table 19 show rather substantial sales of butter
and eheese but becuuse s6 few coneerns handle these products their
importance to the trade ns o whoele is minor.

There are no similar datn for retail merchants, but the situation
in regard te them may be expreted to be essenlindly the same,  There
are relailers who specinlize in dairy produeis (but seldom, if evor,
is there en exelusive butler store) and for these stores the contribution
of butter to total sales may be expected to be somewhere in the neigh-
horhood of the 30 {0 50 percent shown for the two specinlized whole-
sule trades just mvntmnml

But n diffevenee is to be expeeted.  As butter is recularly needed
by consuriers, it is likely to be stocked by nlmost svery food retailer,
Accordingly, while the portion of the total sales that'is contributed
by butter may be expected to fall within the range of 5 to 10 percent,
the proportion of hutler to the total sales of el foorl retuilers will not
fall oil sharply from this level. [t did decline sharply in this respect
in the case of ost segments of the wholesale food trude.

In short, with respect to both wholesalers and retailers, butter
iurns out to be just one of many tems stocked. At the same time,
the store-wide costs of operation of both retailers and wholesalers
are the result of their entire operation. One commoedily may con-
tribute more than its propertionate share of that total cost, and another
less, but the slore-wide costs are the result of a halancuw out of these

commodity contributions. A change downward in one margin usually
will call for an offsetling rise in the margin on some other L'ommodlLy
There is no net gain in Lhis sort of changc, although & particular
cemmodity may benefit from it.

Divisioxn oF TuE CoxsuMER's DoLLAr

Tp to this point the objectives have been twofold: to determine
what were the butter-macketing channels in 1939 and to arrive at a
measure of the importanee ol eaeh channel in lerms of the butter
trallic handled during that year,  One routing—-through the ¢reamery-
wholesale-retailer —was Tound to be of major importance.  Yel there
were others. Now all routings are comnbined 1n such a way as to
yvield o eomposile picture of l]m 1939 marzins laken on all hutter,
wherever produced and howoever marketed.

Fuor this purpose, estimates are needed of the relative volume moving
through cach marketing channel. These are recorded in figure 13,
Then estimafes are :100(11-([ ol the gross margin per pound of butter
in 1430 taken by creameries, teansportation ageneics for long hauls,
wholesalers, and retailers,

With such materials nt hand it is possible to make three estimates
applicable to the year 1934, The first will show the gross margin

1 [n the arder nueoed, (he appropriste estivates per pound of butler, whieh
are developed elsewhere are 4,2 cents, 0.5 conis, 2.0 conts, and 4.0 ceuls.  These
gross margins are eqitivalent, reapeciively, Lo 17 pereeat, 2 pereent, 8.8 percent,
nntd 12,9 pereent of Lhe sales value of bulter at the time the chiarges are applicable,
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teken by each agency, the second will disclose the gross margin claimed
for each of the marketing functions, and the last will divide the total
gross margin of all agencies into various types of expense.

SHarEs BY MARKETING AcENciEs.—The margins taken by the
several agencies recorded in figure 14, reflect the sales made to all
types of customers by the members of each sgeney group.

CENMTS OF THE AGTHEY .

CONSUNER'S
DJLLAR

HE ) / 4= Retailer

.
[ X3 ) 4 ¢ Wholesater
16+ d & Truch or railroad
116 & Creamery
4.3 » & Farm preduction

BAE Li3¢9

Ficurne 14.—Approximate distribution of the consumers’ doilar spent for butter,
by agencies, 1839,

1t is & matler of common knowledge that the prices paid by various
customers differ and one of Lhe reasons for a branching out from
“regular’’ channels is o seize one or more of those advantageous price
situations, For example, it appears that creamerics, when all types
of sales are lumped together, are able on the average te get about 1
cent more per pound of butier than if they had sold exelusively to
wholesalers. However, increased costs nccompany the inereased
returna,

Total transporiation charzes of butier for long hauls, when pro-
rated against all butter, are estimated to comprise about ¥ cent 2
pound or 1.6 cents out of the consumer’s butter dollar. This charge
is small because, for & substantial volume of the total butier sold in
the United States, no long-haul transportation charges arc applicable.
For all class I railroads the average revenue in 1939 derived from
butter amounted to about 0.9 cent per pound (§2).  About three-
fourths of this represents long haul, paid by the creamery. The
remainder represents short-haul charges paid by subsequent butter
handlers and appearing as one of their costs of doing business. More-
over, about 10 pereent of the total production was fransporied by

THIGRO* —a7-——8
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trucks to the four mejor markets, The charges for this mevement
are assumed to be not greatly different from the charges by rail.
Charges for ieing, which have been included in the -cont transporta-
tion fee, ave estimated at 0.04 cent per pound for the year covered.

The wholesalers’ margin in 1936 when computed on the basis of all
bulter marketed, is cstimated at 2.0 cents per pound. The margin
of retnilers, including institutions, amounts to 5.0 cents per pound.
ffarmers’ retusns from outlets other than the creameries are alveady
reflocted in the price they vecvived,

Suanrs By Foxeriovs.-—The estimaied division of the 1939 gross
margin according to Tunclions is shown in figure 15.
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Ploune 1d.—Approximale distribution of the consumer's dollar spent for bulter,
by functions, Unifed Stsies, 1939

Milkk must be nssembled from eountless farms before creameries
can begin to operate.  Sometimes the farmer himself brings his prod-
uet to the creamery, somebimes a trucker assumes this chore for
several farmers,  Bither plan is feasible only in those arens in which
milk production is of some importance and the hauling distanee is
relatively short. Other arrangements are necessary when farms are
seattered and milk production per square mile is smell. In these
instances, the farmer may ship by common carrier, or iocal crenm sta-
tions may provide the gathering peint [or the commodity. The
farmer, as & rule, must get baek his own hauling costs from the price
paid by the creamery when he brings bis product to ihe creninery
door. The sane would be true if the farmer paid the charges levied
by transportation ngeacies. 17 all farmers had paid the cost of local
hauling in 1930, no assembling cests would be shown in the present
caleulntions, for these are iutended to show only the actual charges
paid by processing or marketing agencies during that year.

Some creameries pay o parl of the gathering charges. The wider
the terrilory over which a ereamery assembles its raw material, the
larger will be its assembling costs.  Creameries that gather from a
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wide area are known ss centralizers and their part of the tolal produc-
tion of butter is pstimated Lo be n little less ihan 30 pereent, with
chnrges for hoth transporiation and eream-station operaiions esli-
mated al 2.4 epnts per pound of butter,  Morvover, for a volume
nearly as Imvc & charge of about 1.3 cents is assumed b\ the creamery
as inbound expense borne by it.  1n all, ns o very rough approximl-
tion, 1.1 vents is set down as 1(‘[)Il"pl‘ll|.lll“‘ the (mluLw asgembling
t'l'mrlrvs

So the first of Uhe marketing [unetions for butter elaims aboul 3.5
pereent of the consumer's dollar.  Next cowmes processing which, in
the present elassificalion, includes alt of the tasks performed at the
crenmnery, not only the teehnteal work coming before and after ¢hhurn-
g but also paecking, temporary storage, 1(][':1' drayage, and selling,
A lll!ng{‘ of 3.1 cents per pound of bulter is L“:tll!l!lt{‘(l as the cost of
processing, which equuls 10 pereent of the consumer's dollar,

for retnil and wholesale distribution—whicl involves receiving,
hamdling, storing, sclling, loeal transportation, linancing, and o host
of other thsks The Lotal rlinree in 1939 13 eslimated o have been G.4
eenls per poinud of butter or 2006 percent of the Lotal.

Suanes v Bxeexse Press, The final rearrangenment of  the
shares is made to bring vl type of expense (fig. 16),  The lurgest item
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Frsvre 16 Approximate disiribution of the eonsumer's dollar spent for Iutier,
by 1ype of expense, United States, 1938

exeept for the cost of butterfat is for wages aiud selaries,  This item
amounts to 4.0 cents per powl of butier and 12.9 pereent of the
eonsamer’s dollar, bt i ternis of the gross marketing margin of 111
ceenls wages and saloeies make up more than & thied of “the Lulal,
Properly expense  which entbraces stueh Hema as faves, depreciation,
repuirs, vent, bul not the eost of storage in public warchouses—-
amowtts (o L3 cents per potand of Hutier or 1.2 cents on the dollar,
For prekages, sult, eoloring, setd, startors, and neutralizers, Lhe tolal
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expendifure is estimated at 1.0 cenis a pound for all butier. The
details for other and muclh smaller items are not shown in the chart.

The item designated "not clussified™ is of sullicient size to suggest
that not all of Lhe expenditures which should have been ineluded
undler once of the other expense groups have been so included.  To the
extent of Lhese omissions, these expense estimnrtes must be ¢onsidered
ns conservative.

AnaLYsis OF MARcINS

The marketing margin for bulter in 1939 was small compared with
the margin for many other agricultural eommoditics.  Morcover, since
1931 these prewar margins, as reflected by thie spread between rotail
and farm prices, have changed but little from the 11.1 eents margin
apphicable in 1939 (fig. 3).  Yet in the preceding decade the margin
centered at ghout 15.5 conts, which implies that a substantisl reduction
in costs has laken place within the 20-year period.  This may be che
case, yel in the earlier decade the level of retail prices was about 50
cents a pourcl for butter while during the 10 years that followed the
level rested in Lhe neighborbiood of 35 cents.

Tt is to be expected that marketing and processing costs, when the
tevel of prices for all goods is high, will exceed those that apply at o
lower price level.  IUis this adjustment in price level which explains,
in_parl, the changes in the butter margin. At the higher level of
prices prevailing during the deeade of the 1920's most cxpenses were
higher. Some indieation of the modifications that took place with
tie coming of the lower price level is illustrated by changes in erenmery
costs of severnl cooperative creameries (table 20). From 1929, when

Tanue 200 Operuling erpenses per pound of butlerfa! of creamerics ot different
price levels, 1028 and 1954,

102
Type of expense high
prices

Labor and sadurles

Talerhaly
OLber magrafnetaring
Lnteedst, Lxes, instince, gte

Total

Aartenson 5, p 25,

all prices wore high, to the extretnely low prices of 1933, creamery
costs, in nll, lell sboul 30 percent.  All expenses deelined but thoso for
wuges and salaries underwent an especially sharp adjustment,

[t appears that the ¢nurse of butter margins during Lhe years to come
will be closely bound up with the course taken by the several kinds of
expense items, partieularly wages and salarics. But margins are
complex things. They are partly the result of the unit costs of things
bought and partly the result of the efficiency with which all activities
arc carried on, 1t remains to be scen whether inereased efficiency ean
effset increased cost rates for things bought, and the smaller margins
of the decade of the 1930°s ¢an be maintained in the face of rising price
levels.
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As n finel step, there remaing the tesk of seeing in what way butter
margins may be reduced,

AssempLiNg.-~The costs of assembling are the expenscs associated
with gathering cream or milk from producers, It would appear that
these expondibures-- at least the portion of them ineluded in the
markeling margin—have inereased within the Inst 20 years, This is
the result of the growing tendency of local ereameries to pay a part or
all of the inbound costs, whereas previously the farmers absorbed
the cost,

But the practice is not common everywhere. Minnesota and
Wisconsin, for exumple, still adhere mainly te the rule of charging
the farmers, whereas in Michigan ercameries pay all charges. This
is the practice of centralizers, toe, especially if they operate eream
stations, All Lold, this appenrs to be one of the marketing arrange-
ments that is undergoing considerable chenge.

‘The logic of designating one trucker to haul the cream of several
farmers instead of having pach farmer haul bis own, is unussailable.
Under this plan, savings in time, gas, tives, and machinery seem to be
inevitable.  One truck could pass at an appointed hour, picking up
all eans deposited by the farmers al the roadside and awaiting delivery,
and could proceed directly to the one ereamery that serves the com-
munity. At present, creamery territorics usually overlap, loeal
ereamoeries compete with each other for supply, and the large creamery
drawing from & wide area competes with them all. How widespread i3
this competition may bo seen from lable 21. Thae objective of all
creameries ia practically the same—s maintained veolume with its
associnted lower cost. So truek rouies have cosne to take on com-
petitive characteristics, Truckers are paid not enly to lirul but also

Tantk Tl- Cooperalive creamerics reparting competing bulterfat buyers within
specified distunces
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1o bring business into their ereamery.  That is one reason why more
trucks are used than are necessary to do the hauling,

Al some time a complele reorgantzation of the c¢reamery structure
of the counlry might be possible, with conscquent savings. But
until this time comes, it is necessary to see what ean be done with
the situnlion as it now exists,

Tk costs of assembly seem Lo be associated with cerfain [nctors;
n correction of these factors promises some relief. The first of these
concerns the motortruck itsell, A troek should be of proper size, ad
should be efficiently meintained and operated.  Volume purchases
of Lrucks, supplies, and serviees by truck operators would bring
savings in Lhe form of lower unit costs,  NMuch more important,
however, is o rearrangement of routes to reduce the mileage travel and
(o insure Tull loads.  Tnvestigations have shown (hat Grucks are not
fully loaded, that routes commonly overlap, that excessive time is
spent in rendering speciul services to pntrons, and Lhat routes are
much Tonger than full efficiency would indiente to be desirable.
Apparently some improvements could be made in the caso of trucks
that service inedividunl ereameries in spite of the competitive charae-
teristios of Lrick routes generally,

Wiiere mille produetion is highly concentrated both of these results
enn be obiained much more veadily than where production is small and
prodicers nre widely separated.  Roads, too, have a bearing on
operating cost, the country dirt road presenting o high-cost operating
problem of no small consequence (39, p. A1),

Fortunalely, rouds are being improved all the time, and this will be
increasingly the ease now that the war is over.

ProcrssinG. - The next step in the flow of butier from the dairymen
to consimors i represented by manufseturing, where skill is required
to turn out a good product and to get maximum yiclds. As the
ability of butier makers varies in both respeets, there are technical
savings siill to be earned.  This is a lield to which some agricultural
experiment stations have devoled mueh attention, and 1t may be
assumed that the pessible future suvings in costs that can be made at
the clneen will not be lerge in the aggresaloe. :

Savings at the ereamery must ehicfly spring fram betier manage-
ment.  But the phrase “better management” is more of a slogan than
a formula for procedure,  Betler management may embrace o great
many Lhings, ranging all the way from using the right kind of build-
ing and equipment to paying appropriale rales for labor hired and
materials bought., o creamery organization consisted of standard-
ized units, like the parts of an antomobile of popular make, it might
be possible to draw up o patlern for o ereamery thal was cuaraniced
to produce with optimum eflicieney.  Beeause conditions vary from
community to community optimum elliciency, in the case of eream-
eries, must be thilored protty mucl out of the materials at hand,  The
creamery that uses cordwood for fuel has a different operating prob-
Tem from one that uses other fuels. A centralizer loeated in a metro-
politan center is confrontesl with problems quite dilferent fram those
of a lbeal creamery situated at an interior erosstond. In the older
producing arens, almost everywhere, pperations are heing carvicd on
at locations and under condilions which were admirbly suited to the
dirt-road team-hauling era, now 30 ycars outmoded. Tortunately,
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inereases in itk produetion have taken up some of tho sluck that
othorwise would have proved to be a heavy burden upon the cost
straelure,  Though the nomber of ercameries o Minnesote, for
extinple, has not changed muclt since 1820, the average production
poer ereamery has about daubled (20 p. 10,

in 1930 the average production ol all factories making butier was
approximately 300,000 pounds per ereamery. The costs that pro-
vided the basis for the shares shown enrfier, are lor creameries that
manufacture approximately this volume cach, and the details with
respeet to sueh ereameories are given in the fourth eolumn of Lable 22,
Osiee 1t is sebup and operaling, o creamery 1s eapable of handling a
ranee of volume., [t has been amply demonstrated that it is fess
costly to operate al eapaeity than al partind eapaciiy, no maiter whai
the plant size: and that large plants, other thiegs equal, have a lower
eost per unit for manafacturing than do small plants.  The range
per anit eosts, which are associnted with differcnt levels of volume, is
llustrated in this table. Between lerge plants that produce more
than 1 mittion pounds of butter uummlry and small piants that have
an output of 100,000 pounds or less, there is r differenve of 2 cents,
about three-fourths ol which represents expenses ineurred for manu-
freterisgr,

Not so evideni from the table is the [act that costs fall substan-
Ually when volume increases in the very small plants, whereas savings
assoclated with inereased volume in larger creameries make thar
appenrance mueh more slowly.  Not shown at all in this table is the
eost of assembling butterfnt for the different-sized creamerics, which
may cquelize the differences in manufecturing costs omphasized in
this diseussion. Clearly & cremuncry with o volume of a bundred
thousand pounds whieh has no assembling costs (since they all are
paid by the farmers) has s total cost that is exactly the same as the
million-pound ereemery which has to pay 2 cents » pound for gather-
ing its raw material.  Not al all clear is the degroe to which the
presence of many small creameries in the country has swollen the
marketing margin for all butter.  Nonetheless, were the slade wiped
cloan and the erennseries of the country loerted anew, a bulancing of
plant costs sgainst the cost of gathering eream might be worked out
which would yield & somewhat lower share going to creameries than
that whieh prevailed in 1039,

Tanne 22 ovte of operation, by erpense tems and volume, of 3innesola
creemeries, 1080
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Labor accounts for 30 percent of the total cost of manufacturing, but
in small-volume plants it seoms to run up to nearly 35 percent of the
total cost. There is a difference in cost per pound of butter of about
eight-tenths of a cont between the Inbor expenditures of the low- and
high-velume creameries, But these variations in labor costs are nob
entirely due to volume. The quantity of butter turned out per man
is involved, and this depends not only upon the ability of the employee
but also wpon the convenience of the plant lny-out. A plant which
beeause of the nature of its receipts of butterfut first runs at a peak
{ozl;d and then stands idle for a time, seldom ecan make the best ugde of
abor,

Buerutes.—Supplies are another considerable item of costs, amount-
ing in all to 27 percent of the total manufacturing expense. These
costs arc per unit costs, however, and are not (?ircctly related to
volume.  Presumably, however, o large plant mizght be able to pur-
chase its supplies at o lower price than a small pimt, Nonetheless,
through joint purchasing arrangements several small plants could
accomplish much the same result.  But there is difficulty in comparing
the material costs of ereamerics for they do not all buy the same
supplies. A plant that packs its butter in small consumer containers
is committed to & larger cost for materials than a plant that uses tubs.
Wiether these additional packing activities would lift other creamery
cosis depends upon the situntion within the ereamery. Conccivablfn
costs would not rise if the labor used in this task otherwise would
tiave been idle,

Buroine anp Equreatent Costs.—Costs in connection with build-
ings and cqui{)mcnt includo depreciation, insurance, repairs, and texes
or rentals and they account for another 20 percent of the total cream-
ery eosts.  Combined with the two items previously listed, they make
a total of 77 percent of all ereamery costs. As would be expeeted,
these fixed charges for building and equipment vary with volume.
This is a cost item which should decrease substantially with volume,
but it 13 the volume of a parlicular plant compared with its own
cepoeity thai is significant.  The relationship is made clear in table
23, which relates the building and equipment expense per pound of
butier in 1934 to the pounds of butter made per doller of fixed assets.
It is evident that there is & mounting of costs when there is a mis-
balanes between the plant and the worlk it is called upon to do. A
building Lhat is much loo elahorate or one huilt and equipped at
exeessive cost, in addition to all of the factors pointed out elsewhere,
may mean e dilference in plant costs ranging from 0.237 to 0.880 cent
per pound of butter; in short, one that is nearly four times larger than
the other.

Processing is one of twa lacge functional charges which, when added
together, nccount for nine-tenths of the producer-consumer price
spread ; the other is disteibution, At the 1939 level of prices for labor
and supplies, it would appear that & major reorganization—and it
would be truly major—of the industry might reduce the share going
for processing by 1 cont a pound. A reduction of one-third in the
processing costs would be substantial, but as all other costs are more
than Ewice as large as the cosl of processing, the net over-all savings in
marging (from a measure that must be considered extreme) would
amount to only one-tenth of the present margin,  In the absence of
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such a general reorganization of the creamery industry, it appears that
the range of possible savings would fall well within the figure of
one-half cent per pound of butter.

TabLe 23.~—Ratio of pounds of buller made per dollar of fixed assels in 173
creameries, 1984

Building

and equip- B g 00s of butter made per and equip-

mgnt ex- . ment ex-
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pound pound

Budlding
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dollur of Nxad qusely crlea

Number Cent i Number Cends
13 11 588 |: ﬂ o,

ot i' ) 1%

H
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Lclm then 8...

Koller nnd Josness (15, p. 653,

TransPoRTATION, —VVith the coming of the motortruck and the
improvement of roads, a new mothod of long-distance transportation
was made available to creameries. It is not clear whother rates for
motortrucks are higher or lower than rates for similar serviee provided
by railroads. Trucks may provide overnight service to neerby
markets and this mey shorten the time between shipment and the
settlement for the butter. If so, there would he some small savings in
interest charges. Then, too, the use of a truck eliminates o cartage
charge at both ends of the haul, and the trucker himself may help in
the loading. Xach of these items can bring a small saving. Shippers
by rail have set up couhtry concentration facilities where carlot
quantitics aro assembled. As these concentration facilibies may be
located at stations where freight rates drop to the next lower level,
n small saving in costs is afforded which may be somewhat greater
than the hauling charge from the creamery to the point of shipment.
But cven if they are offset, there is still left the rains to be had from
carlob rates which, in general, may work out to be about half those
for less than carlots (38, p. 87).

A third source of savings which has been nowly developed is the
shipping of butter over the Great Lakes route. In 1938, 12)% million
pounds of butter moved in this way at a net savings of 0.2 to 0.3
cent per pound. Two limitations restricted the frallic over this
route: (1) The lakes are open only during part of the year, and
(2) the inland arca that can benefit is probabﬁ)y relatively restricted
(20, p. 22).

Finally, any increases in sales by creameries in their own local
communities will reduce the amount of money paid out for long-haul
transportation Some creameries arc expanding the quantity of
butter they scll locally but others are not much interested in this
business as it involves additional time and expense, and may mean
possibla credit losses. Since charges for long-distance transportation
arc estimated at only 2 half cent per pound of all butter, it is evident
that even though considerable savings could be made through in-
ereased sales, the net reduction in the farm retail price spread would
noi be large,

TE2080 i T-—G



http:33":\7.99

42 TECHNICAL RULLETIN NO. 936, U. §, DEPT. OF AGRICUL1URE

WaroLesALERS.—The cost of wholesaling amounts to aboué 2.4
cents per pound of ali butter, and a little less than 8 percent of the
consumer’s butier expenditure. In this discussion, all #ypes of
wholesslers have been lumped together, but if butter were to follow
through regular channels there would be paid out of this wholesaler’s
margin one fee for the wholesale receiver and another for the jobber.
A wholesale receiver buys large lots of butter, for the most paré
direct from creemnreries, and peys cash upon arrivel of the lots. He
grades, packs, stores, and resells in smaller quantities. A jobber, on
the other hand, s primaridy concerned with servicing reénilers and
smsall institutional users, Some notion of the difference in the
services performed by these two members of the wholesele frade may
be obtained by eontrasting the distribution of the sales of meat
packers with those of wholesale butter distributers (table 24).

Tavre 24, —Distribution of operating expense as percenlege of tolal sales by fype of
irade, 1938 .

Adminls- Worg- Ooeu-
Trade Tati vrative | Selling | Delivery | jo . paicy

Peyeent | Pereent | Percent | Percend | Percent | Pereent
Dairy anid nouliry praduets... 8.4 L3 L7 L5 ! A
Dinfry produets. ... 2L§ 3.0 4B 0.3 2.4 3.7
Ment andd provisions. .. | 1.4 X 2.0 Lg L3 1.0
Oroceries, getrernd Hie 6.9 2.4 1.7 1.3 1.3

Census of Business, Wholesalo Trade, 1830, vol. I ({4, tebic 8).

In considering what savings can be made in wholesale costs, it
ghould be remembered that the tebel margin taken by wholesale
agencies is small. Evidently wholesale merchants must make their
carnings by handling o large volume of busimess. Apparently their
investiment turn-over—which means cost of goods sold divided by
average inventory—might be within the neighborhoed of 20 times a
year, which is a relatively rapid turn-over.

The Census of Business shows the operating expenses of the dairy-
and poullry-products trade at about 9 percent of all saies, Aboub
half of this total margin 18 required for pay rolls. The change in the
relative importance of each of these exponse categories associated
with volume of business. in the case of the dairy-and poultry-products
trnde, s shown in table 25. As would be expected, the concerns

TasLe 28, — Distribution of wholesalers’ czpense as perceniage of tolal sales according
to volume of sales of dairy and poullry products

- of - ll= Tu
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Percent | Pereend | Pereent ) Percent | Percent | Pereent | Pereent
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! Inctuded In cther ttems.
Cenguy of Buzbiesy, Wholesale ‘Frade, 1930, vol. U (45, isbie 5).
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that have the smaller volume show generally higher costs, though
the differences in some categorics are more noticeable than in others.
As both wholesale receivers and jobbers are included in this com-
pilation, it is possible that the low-cost firms are primarily wholesale
receivers and the high-cost merchents sre jobbers. The relatively
higher cost of the smaller firms for administration, selling, and
occupancy—which is usually recognized as heing associated with
firms serving many small retailers—bears out this sssumption.

Credit loss is one of the items that merchants are called upon to
bear whereas the creamerins that sell in wholesale markots genetally
receive cash for their products upon delivery. In the case of whole-
salers, the Consus reports show accounts receivable ab the end of the
year 1039 amounting to about 6 percent of the annual sales of dairy-
and poultry-products wholesalers. In addition, wholesals receivers
make advances to creamerics at the time butter is shipped and pay
fully for the gonds upon arrivel. The demands upon them for money
come from both directions,

Storage is another task performed by wholesalers—performed by
ail to a limited extent and by a few to a very considerable degree.
Consumption, month by month, proceeds apace while butter pro-
duction either runs abead or fells behind. In 1939 (table 20) butter
moved into the warchouses of the four principal markets during each
month of the year. The general in-movement, however, was confined
to the 3 or 4 months foliowing April, with peak holdings of 178 million
pounds at the beginning of Scptember. Cost of storage varies.
A few large concerns arc able to cave for their own butter, but the
preponderancs of storage butfer moves inio commercigl cold-storaze
houses located in the larger cities. Creamerics, as o rule, do not hold
butter any longee than necessary. Charges for storage range from
20 cents to 25 cents per hundred pounds for the first month and 12Y%
to 15 cents for cach wdditional month (17, p. 759). 1t is estimated
that the cost of commereial stornge, when assessed against all butter
preduced in 1930 {(butter stored as well as buttur .ot stored), did
not amount to more than 0.01 cent per pound. On lots of bubter
which were beld {for several months, however, the storage costs could
add up to as much as 2 cents a pound. It is expected that this cost
will be compensated for by a seasonsl rise in price thet usaally makes
its appearance during the fall and winter.

in addition to the specialized butter merchants, many different
types of wholesalers handie butter, although in small quantities. It
is generally understood that whelesalers who stock 2 broad line of

Tante 26.—Cold storage movements of bulter, 4 markels, 1939
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oods take quite dissimilar mergins on individual items, But an
item like builer which is sold by specialized merchants as well as by
wholesalers of goeneral lines may be expected to have ifs margin cut
out by the foree of competition.  Accordingly, the butter margin of
all wholesalers may be expeeted to be nbout similar to that taken by
specinlized butter handless,

That is why figuves for the dairy and poultry trade ave used to
represent for butter the general margin structure of the wholesale
trade. The deiry-products trade, which handles butter along with
olther items, shows a gross margin of 22 pereent of sales (lable 24

. 42).  The meat and provision Lrade, on the other hand, which also
En.ndlos butter, bas & margin of 11.4 pereent.  IFrom sueh dala the
wferenee may be drawn that the wholesale merchants handie butter
on n wider margin than do the speeiglized butler handlers. This
may be the case but i o handier is to price his butter competilively,
his margin hust be restricted Lo a figure vot far from § percent,
unless he can buy buiter from the ercamory at a price sufliciently low
to permil the wider margin, or unless he has a distinetive product for
which he can get n bigher price.  This is evident when it is noted that
a 22-pereent wholesele margin would be equivalent to 5.8 cents per
pound of butter. Clearly, & wholesale margin of this size is nob
possible on any wide seale within the produeer-consumer spread of
11,1 cents Lthat applied to butter in the year 1039, Butter must be
handied on o samaller margin Lhan the average margin for all iterns
sold in mwost stores.

Tow these relatively low margins for butter finally work out is
ilustrated tn the ease of one wholesaler’s experience during one week
of June 1939. This merchant’s butter margin was 812 percent of
its sale value. At the sume time, his average margin on about 2,300
different items was 10.33 pereent.  On sugar the margin was as small
s 2.9G percenl of ils sales value and on a selected brand of coffee ib
was 23.7 pereent.  There wese only 16 commuodity departments out
ol a total of 55 within Lhe slove that had p smaller eate of gross margin
than the rate for butter.  Yet even at this rate ncarly 5 pereent of the
coneern’s total gross margin was contributed by butfer and the com-
modity made up 5% pereent of the total sales.  Interestingly enough,
sugar, with the lowest margin rate of all, brought in 2.85 percent of
the totrl earned margin and accounted for 10.3 percent of the total
sales, wherens coffec contributed bub 0.2 pereent of the total gross
margin earncd and 6.4 pereent of the tolal sales {29, p. 66} ILis the
tolal dotlars of earned margin, not the margin rate, with which biils
are puwd,

A product that keeps moving is one on which small margin vates
seem to be the rule. Moreover, in regard to bulter, all of this is te
the good for low prices are conducive to increased consumpéion and
increased consumption means still move rapid turn-over.

When considering possible savings in cost that can be obtained at
this point in the marketing stream 1t is reassuring to note that adjust-
ments ave in progress. In this segment of the trade the competitive
struggle has been exeeedingly sharp.  Large-scale retailers have as-
sumed some of the wholesalers’ Tunchions, while creameries bave

ushed closer to the retaileys.  These moves were pletured in the fost
low chart. The net result has been to put considerable pressure on
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the old-line wholesale agencies which, in turn, is even now reflected
back to the newcomers. The process of reducing margins is still
going on, but because the margin already is relatively small further
reductions in costs may be expected to make their appearance slowly.

Heretofore, competition has been pretly much confined to whole-
salers, but recent developments have brought the retail-wholesale
groups together, thus centering the competition more sharply at the
l'otai{) level.  In consecquence, practices in both retail and wholesale
merchandising have been improved, selling costs have been reduced,
and lower gross marging and increased turn-over have become the
common practice.

Reratrixa, --Not all wholesalers handle butter, but in normal times
it is necessnry to search far in any community to find a food retailer
who doeg nol have butter in stock, This means that butter is sold
by very different kinds of retailers who may be expected to be operat-
ing their stores at different average marging.  To give some idea
of the extent of this variation, seven types of stores are listed in table
27 together with the average gross margin that was characteristic
ol each in 1939,

'TasLk 27,—Uperaling data regerding retail food siores, expressed e percenluge
of aalea, 1938
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The store-wide rate of gross margin of the profitable concerns
ranged from 18.7 percent of sales to 41.2 pereent and that of the
unprofitable firms from 124 percent to 36.7 pereent. Such average
marging, if applied to the retail price of butter of 31.1 cents, would
Le equivalent, respectively, to a butter margin of 5.8 cents, 12.8 eents,
4.2 cenls, and 11.4 cents per pound. The estimate of the retailer’s
marein for butter appearing carlier was 5 cents per pound, which
would be equivalent to 15 percent of sales. The butter margins of
rctail stores appear to be less than the preveiling average margin
developed by all items in stock as was found carlier in the case of
food wholesalers.

I'his supposition may be supported by some specific evidence.
During one week in Augnst 1942, investigators of the Burcau of Labor
Strtistics and Offiee ol Price Administration found butler margins
avernging about 5 cenls it pound and 10 percent of the sales value
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(table 28). The retail price, already reflecting the mmpact of war
times, was about 50 cents. Prints in quarters broughta price premium
of about 2 cents & pound and earned a little larger percentage margin
than did rolls or bricks. Tub butter was not quoted. Undoubledly
marked quelity differences are included within these figures so no
merit nttaches to the differences appearing between types of stores.
It is imporiant to note that the differences in average margins are
not lnrge.  Here again, as was the case with wholesalers, the pressure
of compelition apperently keeps the prices of butter confined within
a narrow riange regardless of the type of store.

TasLe 28.—Crass margin of butler, by type of slore and package, during one week
in August 1342
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So far as the evidenco goes, it leads toward the conelusion that butter
is handled at & rate of gross margin that is mueh less than the average
margin on all items sold by food retailers.  Most of the types of stores
for which data arc given in table 27 developed a rate of gross margin on
all sales of somewhere between 18 percent to 20 percent, which means
that butter sells at a rate sbout one-half as large s the store-wide
average.

Some comments on how this lower margin works out in the end were
included in the discussion of the operations of wholesalers. In the
Louisville retail study, additional points were brought out. The
inventory investment in butter amounted to about 30 pounds valued
ab $14.39, which was less than | percent of the total inventory value for
the store ag a whole. Canned goods, on the other hand, ran up an
inventory value of 24 percent of the total,  Because of low inventories,
rupid Lurn-over, ease ol handling, cte., the cost of handling, even with
the necessary rvefrigeration, was FO\\-——*-T percent of the total value of all
butier sales compared will: the average store-wide expense margin of
18.9 pereent {(85).

It can be seen that retail butter margins are relatively low.  They
are low beecause rapid turn-over in the end accumulates cnough
gross-margin dotlars from butter to more than cnrry butter's share of
the tolal earncd margin. At the same time, because of its relatively
low expense, butter accumulates less than its proportional share of the
lotal store-wide expense. Butler, accordingly, appears to be paying
its own way even though it has a relatively low rate of gross margin.
It follows thai a further reduction it the rate of margin on butter in
retail stores depends much more on improvements and savings made
in the handling of oiber commodities than in the case of butter itself.
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In table 27 the eloseness with which expense follows on Lhe licels of
gross margins is made apparent, but nowbere move so than in the case
of the unp:of‘tahle concerns. For cach doltar spent by ihe consumor
at the retail food store, 81.6 cenis during the year 1939 was used to
satisfy Lhe claims of the storckeeper’s suppliers of merchandise, keaving
18.4 cents with which to pay his store expenses.  lu what ])mpm[mns
that 18.4 cents was distribuled among the various items of expense is
shown in table 26, Nearly two-thirds of it went for salaries and
wages.  The cost of oceupaney amounted to an additional 14 pereent.
i[e!p and housing, therelore, took three-fourths of the total,  Credit
losses added another 2 percent and advertising 3.3 pereent, For
those concerns which earned a profit, § percent was the figure reported.

These ave the expenses out of which savings are to be galhered.
Clearly, the better use of Inbor would tap the richest cost arca.  In a
grocery store Lhe convenient armangements of stock, posting prices in
plain view, snd several other devices make it possible {or consumers
fo use (heir own (free) Inbor while they nre in the store.  They thus
relieve the storekeeper of that expense.  Cash stores ean reduce costs
by an amoeunnt that equals up to 4 pereent of sales by eliminating the
work of opening and keeping charge accounts, and the item of eredit
losses can be avoided entirely, Both of these practices would shrink
the margin but they do net necessurily save costs when the aceounts of
all parties--—-denless and consumers - are totaled.

Tasug 20— Lisiribution of gross margin of grocery stores according fo type of
erpendilure, 11339
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MARKETING MARGINS AND COSTS FOR AMERICAN GHEESE

The division of the marketing and manufacturing margin of 12.4
ceats for cheese in 1939 rmong the marketing agencies is the result of
conditions fairly unlque in American industly On the one hand are
the crossroads cheese [netories-—communily enterprises of a kind
rarely Lo be found nowadays in this country. On the olher, is a group
consisting of some 20 to 30 firms.  This group has extended its activi-
ties so widely over the field lying between the cheese faciory and the
retailer (hat it has come to be responsible for the handling of the
turaest share of the cheese produetion tnany single year. The picture
is one of eraftsimen working at their tende under conditions reminiscent
of the household mdnaimn‘ of long ngo and of corporale organizn-
tions wost modern in desien and operation,

Aeerican cheese sold at retail, during 1930, Tor an average price of
240 conts per pound, AU the same bme, (e farmer was paid the
equivalent of 11.7 conts per pound of cheese for the nailk used by the
cheese Dnetory, Thus, 124 conts per pound of cheese was left os the
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estimated marketing and manufacturing margin, Stated in a differ-
ent way, in 1939 the farmer received 49 cents out of every dollar's
worth of cheese bought by the consumer, and 51 cents went to pay
for the services and the supplies that were required in the course of
manufacturing and marketing the checse so bought. It is this 1039
margin of 124 conts per pouud of cheese which subsequently will be
divided among the various agencies that conlributed to this market-
ing and mamlfacturing process.

Mankerine CHANNELS

There were 2,604 cstablishments in 1939 devoted primarily to the
production of cheese, Of these, 2,284 produced American cheese
which is the only kind under consideration here. More than two-
thirds of the total sales of these American cheese [actories were made
to speritlized merchants whe are known in the cheese trade as assem-
blerg (table 30). The next most important {actory outlet was the
factory-owned wholesale sales branches which accounted for 12.1
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Fiieue 17~ Marketing channels for American cheese, 1 nifed States, 1939,
pereent of the total factory sales.  To manufacturers making processed
cheese, cheese fnetories delivered 8.6 percent of their total production,
and direct sales to consumers were cgual to 4.2 percent. Details
with respect to the sther outlets tapped by clieese factories, as well as
to routes followed by the cheese after it leaves the hands of these
first purchasers, are shown in figure 17,
TasLe 30.—Fuarlory sules of cheese by typea of customers, (9351
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The most significant point brought out by ihis flow chart is that
the concentration ol volume, which first makes ils appearance in the
volume moved to nssvmblms continues to be in evidence at later stages
of the mm-l{eling process, Truu, there is o temporary division at
the assembler’s warehouse door, with aboub 40 percent of the total
volume going to processors for further manufacturing; but after this
munufuctunmr is done Lhere is an even greater conccnt:al.mn in the
firms Hlentified in the chart as “lnrtrv wholesalers.”  These few
firms, which handle about 75 percent of all American cheese mar keted,
in turn nssume ihe responsibility for supplying retailers wilh the mujor
part of their eheese requirements. Thus cheese is one of the commodi-
tivs which flow through a few well-defined channels, It is one of the
indusiriea in which ownership of the marketing agencies has been
concentrated in n few hands, for the ownership of the assembling and
the provessing plants, to a considerable degree, rests with these same
wholesale coneerns, This explaing why the main routes of traflic are
lail out in the moenner indicated in the fow chartV

Table 31 sets out in considerable detail the types of buyers to whom
26 sclecled wholesale firms distributed cheese.  These 26 concerns
handled about theee-fourths of the total cheese sold during the years
to whicl the reports npply.  The larger number of these concerns are
thesame ones listed in the flow chart as “large wholesalers,”  Several
observalions may be drawn from this table:

(1} The 26 furms sell only & small quantity of cheese to other middle-
men.  The producer-cooperatives sell a much larger relative volume
in thiz way than the other manufacturers of this selected group. In
the agrregate, however, it appears that wholesale grocers handle less
than 10 pereent of the total American cheose and tlie flow chart places
the estimate at 7 percent.

{2) FThere is 1 considerable dilference in the importance of sales
made to chaln and to independent retailers by the three groups of
firms listed in the table.  The meab packers serve independent stores
wrimarily; in fact, the largest part of their sales of cheese is to such
wwyers.  The p1mlucor—mopcmtwc and the dairy companics, in con-
trast, place considerable omphnsls upon chain slores as a sales outlet.

(3} Under the classificalion “route customers’ are included sales
madc to homes, baukeries, institutions znd restaurants; thus to a
major degree ihis classification includes a volume that should be listed
as sales (o institutional users.

(4) Sales by these 26 firms arc largely made by their own employecs,
for brokers and commission houses are reported as handling only 0.4
percent of their volume.

7 The enuses for, and the consequence of, this concentration have been dis-
cussed at length by Nichols (54).
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Tasnui 31 —Sales of cheese, by welgcted wholesale concerns, und by types of purchosers,
1834 or 1935
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1 [neigdes the Poiryman's Longre Coaoperative Assoclntion, Ine.; New Kagland Dalrles, Tac,; Twin
ey Mk Producers Assoefatlon; Congolldaied Dairy Products Co.; Land O Lukes Creamerios, 1ne.; and
Chillenge Cronm aed Butter Assoelotion, .

1 Enciides the pliswlng oom{mu!m and thefr subsidinties; Noatfonnd Daley Products Carp.; The Borden
o entrlee Createry Co Vi Fatrmonat Crenmneey Cog Carnation Qo.; Pl Milk Co.; Qolden Stats Co.,
Lad.; Woestern Daleles, Bne,; OCreasmierles of Amerien, Ine. Amerienn Dadzles, Loe,

¥ [neludos the following comprnies mpd Lthelr dumestle aubsidinzles: Swint & Co.l Armour & Cno.; Wlizon
& Co, ine.: The Codohy Cal Hiygrade Food Products Corp,; Kingan & Co.; Georgs A, Horioel & Qo
I'he Rath Packing 0o.; Joeob Doid Pueking Co.j wuil Jobo Momell & Co,

Fedoral "Trate Commission (571, Adapted from tables 300 and J18.

Division of tHe ConsumeEn’s DOLLAR

Out of the average price which consumers paid for American cheese
in 1039 the farmer's share amounted to 11.7 cents per pound and 12.4
cents was loft as the marketing margin.  In the following paragraphs
the share which represents the marketing margin is arranged in differ-
ent weys (o bring out how that margin was divided among various
kinds of claimants.®

SHARES BY Acexcies.—The margins taken by each type of ageney
engaged in the munufncturing or the marketing of American cheese
are recorded in figurce i8.

The farmer, i receiving approximately 49 percent out of each
consumer's dollar spent for elicese, enjoyed the largest share of any
agrency; the retailer's share ab 23.7 percent, comes next. The amount
clnimed by either the cheese factory or the wholesaler is about half
us large as that of the retailer. Manufacturers of processed cheese
received 2.5 pereent of the cheese dollar, although the size of the claim
is made unduly small beeause only a small part of the total processed
choese sold in 1939 has been included in the price series that were used
to show average consumer prices.  Had it all been included, the total
manufacturing and marketing margin of the year would have been
motre than 12.4 cents, as would also the share of the manulacturers of
the processed cheese.

The total transportation charge for long hauls, when pro-rated
against all American cheese, is estimated at about 0.3 cent per pound

5 The gverage resale priee in conts per pound of each markeling ageney during
1939 is estimated s follows: (aemer 1017, cheose fnetory 14.3, assembler 1LY,
processpr 184, wholesaler 181, retailer 201 wilh long-hau! Lrensportalion
charge of 0.8 paid at seme point.  The marging developed from these figures,
weihted by the relalive volumes given ia figure 1, provide the base from which
these severad estimates bave been made.
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Frsure 18, Approximate distribution of the consumer's dollar spend for American
cheese, by sgeneies, United States, 1939,

or 1.2 percent of the consumer’s cheose dollar,  For all elass 1 railroads
the average charge made for all types of cheese hauled in 1939
ameunted to about 0.8 cent per pound of cherse; apparently, there-
fore, ithe remaining 0.5 cent represented short-haul charges that ere
paid by wholesale and retail merchants, These payments would later
aﬁpoar as one of the expenses of deing business. The tonnage of
cheese hauled for long distances by trucks is small and the iruck
receipts at four markets for ell kinds of cheese amounted to only 4
pereent of the toinl produciion of American cheese during the year.
It is essumed that charges for truck hauling are not substantially
different from charges made by railroads.

Break-pown sy Funerioxs.—A large number of individual tasks
must be performed before cheese is ready for the consumer's table.
For convenience, these tasks have been collected under onc of the
several deseriptive headings appearing in figure 19.

The largest single share of the marketing expense, outside of the
price paid to the farmer, was the expense of the reimiling function.
This service nccounted for nearly half of the toial markeiing margin
and about one-fourth of each consumer dollar spent for cheese.

By comparison, Lthe shares clrimed for whelesaling and for processing
wore about one-hall as large. The cost of assembly is nominsl. 1
looks smaller than it is, however, for no charge could be determined
for thie cost of bringing milk to the cheese factory.  So this charge is
ineluded partly in the share shown {or the larmer and partly in the
share ¢laimed by the cheese factory.
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Figune 19.—Approximate distribution of the consnmer’s dollar spent for American
cheese, by funetions, United States, 1939,

Break-powy By Expense I'reEus.—The distribution of the market-
ing margin for checse of 12.4 cents per pound according to kinds of
expenss in 1939, is shown in figure 20. The cost of milk bought by
the cheese factory was the largest single expenditure. Wages and
salnries were the next largest and these are cstimated at 22.8 percent
of the amount of money consumers spent for cheese. At the same
time, this bill for wages and salaries, which totaled 5.5 cents a pound
of cheese, amounted to 44.4 percent of the marketing margin of 12.4
cents 2 pound. For property expense—which ineludes rent, light,
heab, power, taxes, and similar cherges—the estimate is 2.0 cents o
pound or 8.3 percent of the total margin. The cost of supplics used
i menufacturing and of packages wes sbout balf #s much. Profits,
concerning which more will be said later, equaled 7 percent of the
total cheeso dollar, The other expense items are given in fgure 20,

BrEAX-DOWN IN AN InpuvsrraTive Case.—If & lot of cheese pro-
duced in nerthern Wisconsin were handied through regular channcls
and finally sold in New York, the distribution of the 1939 average
retail price of 24.1 cents a pound would be something like that shown
in figure 20, These rcsuﬁ differ somewhat from those shown in
figure 18. The major difference expressed in cents per pound, is in
the charge for transportetion which here amounts to 0.8 cent per
pound compared with the average applicable to all cheese of 0.3
cent. In consequence, the share of the consumer’s cheese [dollar
paid out for transporiation increascd to 3.3 percent. The share of
the factory decreascs by nearly & percent because this cheese was sold
through regular channels, whereas cheese factories generally marketed
nearty 12 percent of the total production at retail, or dircotly to retail
Btiores, ot prices somewhat bigher than they could obtain from assem-
blers.
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Traone 20.—Approximate distribution of the consumer’s doliar spent for American
cheese, by type of expense, Uniled States, 1938,
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Fiovan 21— Approximate distribution of the consumer’s dollar spent for American
cheese, manufeetured in Wisconsin and sold in New York City, by agencies,
1939,
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ANALYSIS OF MARGINS

Coeess Maxine.—Cheese making is of ancient origin, Cheese,
with some justification, might be said to be a natural product, for
when milk seurs a curd is formed which in itself is o kind of cheese.
Nowadays, success in cheese making involves more then just being
able to make cheese. It depends upon bow well the cheese is made,
and this in turn depends upon a great many things, not the least of
which is the practice of the skill.  Successful cheess meking depends
to a considerable degrec on such commeonplace things es yields of
cheese per hundredweight of milk; the quality of the final product,
ihe money paid oud for supplies and equipment used in manufacturing,
and Lhe amount, of money received for the cheese,

The Census of Manufactures lor 1939 reports 2.5 cents per pound as
(he cost of manufacturing cheese. This total cost is made up of &
charge of 1.08 cents lor wages and salaries, 1,42 cents for all purchased
supplies and containcrs, end 0.04 cent for power and fuel. But
these figures provide only a starting point in the present caleulations,
for they apply to all types of cheese made in factories; and it is well
known that some kinds of cheese are more expensive to manufacture
then American cheecse.  Moreover, the Census figure is inadequate
because it does not include either an allowance for fixed charges or
such profits as may be carncd.

In approaching the mafter of manufacturing cost, eonsideration
must be given to the fact that cheese is produced under three rather
different situations of cost.

Meost impertant, in terms of number of concerns, is the community
cheese Tactory of the type eommon in Wisconsin., This is a simple
plani, in appearanee much resembling o dwelling (and it sometimes
sorved that purpese, too) costing from $2,000 to $5,000 and conteining
manufpetunng equipment of about an equal value. In 1827, it was
estimated that 72 percent of such Wisconsin {nctories had a value of
less than 84,000 cach and 84 percent contained equipment of a value
less than $2,500 (2). For the most part, these are small factories
having & capaciby of less then 10,000 pounds of milk daily during the
season of {lush production For new factories of the same size con-
structed in 1928, the investment in building was estimated to be
$3,000 and the cost of equipment 86,000 (62).

The first point to be considered in determining manufacturing
costs of community cheese factories, therefore, is thaé firms of this
kind require a small capital investment, The building and equip-
ment charge (if any such charge is made) may range from 0.2 to 0.5
eeat per pound of cheese, Tho second is that these plants draw most
of their milk from adjoining farmers who are located mostly within
a radius of 2 to 3 miles from the factory and the farmer himself brings
his milk Lo the factory each day. It takes about 10 pounds of milk
to make o pound of cheese.  Therefore, if the factory where this reduc-
tion 1 weight oveurs is close to the sources of milk supply, much
transportation is saved. KFven more important is the fact that this
areangement ts likely to insure the receipt of the very high quality
of milk required to malke good cheese, because the hauling time is
kept to a minimum. A community cheese factory draws from a
limited number of adjacent farms, and only a few miles down the road
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thers is usually another factory that takes the milk from its neigh-
boring farms, :

In these community cheese {actories a most unusual arrangement
has developed between the {actory operalor and his patrons. The
buildings frequently are owned by the loeal fermers, the cheese maker
providing the equipment and the nccessary supplies, Under these
cireumstances, the cheese maker cither works for o salary or is paid &
fee for each pound of cheese produced. But even if the cheese maker
owns the factory and the equipment, there is likely to be some coopern-
tive arrangement with the patrons which means that the enterprise
is mueh more like a farmer-cheese maker joint venture than a strictly
commercial operntion.

Whatever arrangements are finally worked out between the clieese
meaker and his patrons it is not commeon for milk to be bought out-
right. The net result is that the farmer’s bulky and perishable prod-
uct has been converted close to home into one that has the opposite
charncteristics, and the chicese maker has had the opportunity to con-
vert his time and skill ieto an annual carning,

The commercinl cheese factory is larger and more elaborriely
equipped than the community factory. 1t must pay attention to
the volume handled; hence the territory from which 16 must gather
milk has to be vonsiderably larger. This means longer in-bound hauls.
Expenditure for buildings and equipment must be larger. In all
- probability tho instellation of expensive pasteurizing, refrigerating,
and can-washing facilities will become imperative and these new picces
of cquipment will more than double the tetal expenditures for equip-
ment over those required in the community factory having similar
capecity. Thus, this type of factory is brought face to faco with the
inexorable relationship between volume and costs which seems to be
of much less importance to the community factory.

There is still one more kind of cost structure, No serious problem
is involved in setfing up a cheese vat in plants that are principally
devoted to making butter and condensed milk or in handling market
mitlk, and operating the vat {rom time to time. Ifrom the Census of
Muanufuctures of 1839 it appears that aboub 10 porcent of the total
cheese produced in this country was mede in plants not primarily

Tante 32— Production of smerican cheese, number of faclories, and average
production per faclory for specified States, 1939

Frodaction Factories
Averagn
Stato P ; P pr?;iuct
. | Percentage . ereeninge | per fagtory
Quantley ool Avtual of lotn?
1,000,060 1,000
poundr Percent Number Percent pownds
T 284.0 52.0 i, 431 635 195,
Hilnole . . 0.2 5.4 1] xl a3l.8
Tnillien, 24,2 45 45 2.9 B8
Oregan.. 2.4 a7 50 2.2 I8, ¢
Texns. .. i5 1 2.8 3 1.4 457. 8
LT £ 14,9 a0, 7 11k 7.0 Lir i
Total. 7.3 1040. 0 2,984 W0 6.2
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devoted to checse production. Therc are costs associnted with ocea-
sional operation of these cheese vats, some of which can be itemized
with casc and some only with difficulty, The answer as to costs will
depend upon the necounting practices followed by particular concerns.

A rongh impression of the importance of these scveral types of con-
rerns may be gathered from table 32, More than half the American
cheese produced during 1939 was made in Wisconsin where the average
production per factory was 2 little Iess than 200,000 pounds per year.
Tn Illinois, the next Inrgest producing State, which accounts for only
5 pereent of the United States total, the average production per
factory was about 300,000 pounds. In neighboring Indiana ihe
average {nctory production per factory was over 500,000 pounds.

Tn 1939, in Wisconsin, four cooperative cheese factories of different
volume, roported costs per pound of cheese made ranging from 2.2
conts for the smallest producer to 1.5 coents for the largest (table 33).
This difference of 0.7 cont a pound is equal to about 5 percent on the
{nctories’ selling price for cheese.  Tn general, costs of operation seem
te decrease as the volume of cheese made grows larger, At the same
time, the diiferenee in manufacturing cost between the plant that
produces 500,000 pounds and the plant that produces nearly 2 times
as much was only 0.2 cent per pound.

Tanue 33.—Factory costs per pound of cheese made, Wisconsin, 1939

Caost per pound of chisesg madle In foctory
produting—

1, 20,6000 770,000 470,004 354,000
pounds potuls pounds toutds

Plunt exponse: Cents
Woges and salarkes ..o iemm e 0.4 0.35
Ninterinls ang contuiners. .
gawer, tuel, dght

Qenern] axpengs:
Interest, depreclation, ropairs, taxes
gt!t:nmistrntiva

Crandd tolal

Coonerntive Awditing Service, Mmnerpolis, Minn,

Tt would appear that the influence of volume upon eost in cheese
factorics is not so great as that experienced in other types of manu-
facturing. LI the oxpenditure for wages and salaries in the smallest
plant had been as much as 0.5 cent a pound lower, which is a variation
that could casily occur between plants, the greater part of the differ-
enees hetwoeen these factories would disappear. In commercial fae-
tories of this kind it requires about three men for each 10,000-pound
cheese vat, and a plant containing more than one vat would require
more men (n about this same ratio.  Thus, il planis of quite different
size enjoyed the same seasonad variation in mille receipts, if all vats
were equally filled each run, and if the wage vates were similar, the
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labor costs per pound of cheese in the several factories could be ex-
pocied to be nearly the same.

The sum of the plant expenses equals sbhout three-fourths of the
total Tnctory cost for ell bub the largest firm; for this firm the velative
figure is 84 percent. That is because the sum of the “genoral ex-
pense’’ items declines with inereasing volume, amounting to 23 per-
cent of the total for the 300,000-pound plant.and to 16 percent for the
million-pound plant. The cost of materials and containers in all
plantis is much the same. T4 amounts to about three-fourths of o cent
per pound of cheese produced.  With total factory costs that differ,
Lhis similar container charge is cqual to rbout hindf of the total cost of
the large plant and less than one-third of the total cost of the smalier
otie. Al told, it would appear that somewhere in the neighborhood
of 1.5 to 2.0 cents per pound was sbout as low as manufacturing costs
could fall under the conditions thab existed during 1939, The esli-
maled c¢hecse-factory costs included in the distribution of the con-
sumer cheese dollar was 2.9 cents per pound which ineludes an allow-
ance for profits not provided for by these four cooperative concerns
and an unknown amount of in-bound transportation charges paid for
huuling mill. The four Wisconsin factories had an average in-bound
hauling cost of 0.3 cent per pound of cheese made.

The tenacily with which plant expenses in a given [actory held
within a aarcow range in spite of very wide differences in the volume
of cheese produced is illustrated by the following menthly figures of
one large cheese factory.  In the month when production was at the
annual rate of 700,000 pounds, plant (not totel) expenses amounted
lo 1.85 eents for each pound of cheese produced. Bui when the
annual rate of production ineremsed to 1,000,000 pounds, these
expenses tolaled 1.78 cents; and when the rate grew to 2,500,000
pounds, the expenses were 1.72 econis.®®  The plant expense of this
firm was somewhat larger than that of any of the four cooperative
factories for which deta are given in table 33,

Differences bebween cheese factory costs, however, are traceable to
differences i the plant and ils equipment. A choese factory that
produces 300,000 pounds of c¢heese annually with respect Lo which
a eapital oullny of $12,000 has been made in plant and equipment
wonld have lixed charges per pound of cheese that would be sbout
0.4 cent tess than » plant that handles exactly the same volume and
had $18,000 invested in building and equipment. The $6,000 differ-
ence in ontlay, in Lhis case, was traceable (o the fact that one plang
was cquipped with pasteurizing and ecooling equipment and ean
washiers, and the othier was nob. The plant with the larger investmeat
will be obliged Lo push its volume beyond the 300,000-pound point
if it is Lo stand on an cqual cosl basis with the other.

Preliminney estimates indiente that rom 40 to 50 percent of the
American cheese produced in recent years has been made from
pasteurized milk.® In parts of the country where the large cheese
factory predominates, pastcurization may be expected to be the
common practice. On the other hand, in the older cheese-producing

¥ Adapted from materinls furnished hy OPA. .
* Dairy Branch, Production and  Marketing Administration, Unifed States
Departinent of Agrieulture,
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areas, like Wisconsin and New York, 25 percent or less of the total
production is made from pasteurized milk. These are the areas
where the small factory is most common. They are likewise the
areas from which came nearly 60 percent of the totel American cheege
produced in 1939.

The small community cheese factory seems to stand on a con-
giderably dilferent footing than the large firm. Often it is 2 one-man
establishment. TIis frctory building is simple and inexpensive. It is
not likely to be equipped with can washers, pasteurizers, or cooling
faeilities, Thus the charge made for building and equipment may well
fall on a plane which compares not unfavorably with the ordinary com-
merelal factory, particularly if that factory is produeing within the
volume range of 300,000 to 500,000 pounds. The cost of supplics and
containers to all types of factories should not be substantinlly different.
The practice of the small factory of selling its cheese soon after it is
made redoces floor-space requirements and also minimizes the labor
needed and the losses in weight that accompany longer holding. In
1937, of the 48 community factories paying cheese makers on the
basis of & pound of cheese, 47 pnid 1 cent & pound or less. Out of
106 factories where Lhe feo to the cheese maker contemplated that he
would alse furnish the supplies, 71 paid 24 cents a pound or less.
There is no apparent reason why a well-run community cheese fnctory
should not be able to turn out a product at a cost comparable with
ihat of a larger cheese factory.

Estimates of the cost of operating cheese factories of various size
that were to bhe erected in central Washington in 1941 are given in
table 34¢. These plants were to be equipped with cen washers, mechan-
ical cooling facililies, and pastourizers.  Moreover, they were to have
sufficient storage speee to cure & much Iarger part of their production
than is customary in Wisconsin. The total investment required for
each such plané 1s shown in fhis table, as is the break-down of the
operating costs.  IHowever, the costs shown for the six plants are as
low ns they arc only because it was assumed that daily reeeipts of
milk would average no less than 80 percent of the receipts during the
flush season. In the important cheese-producing arens, average
doily reccipts of 60 percent are considered satisfactory. If these
six factories were located in Wisconsin they probably would show
operating costs somewhat higher than those now recorded.

In making comparisons of costs between [actories of varying size
on the basis of the date in tables 33 and 34, allowance has to he made
for the fact that the data for the Washingion factories, in table 34,
are cstimates by engincers and not actusl operating costs.  Also,
the Washingion estimates are for 1941, when costs were gencrally
higher than in 1939 for which the Wisconsin costs were compiled.
In addition, the estimated costs in these plants make some allowance
for ngeing and may rosult in some increase in prices over those received
by plants withoont such facilities, However, there are two points
that appear to be indicated by these tables which are worth noting:

(1} With ecach plant operating nearly at optimum capacity, the
estimated costs in these western plants are higher than tEose in the
Wisconsin facteries of comparable size. Moreover, only the 3-
million~pound factory in Washington shows estimates of lower oper-
abing costs than either of the two middle-sized plants in Wisconsin,
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Thus the first point noted is that a plant with heavy investment in
equ:crmenb may corry a cost load that can prove to be a considerable
handieap. It ean fail to be as economical as the much less imposing
small factory.

{2) Total operating costs of cheese factories per pound of product
decline slowly as the volume hanecled is increased. {This is not ths
same as saying unit operating cosis decline as the plant of & given
size approaches its optimum.} The largest plant shown in the tablo
develops & unit cost that is about 1 cend per pound of cheese ess than
that of the smallest factory, but to reduce operating costs by 1 cené
requires a tenfold increase in production. The advantages of scale
aro not large and they make their appearance reluctantly,

Taavg 34.—Estimaled costs of preduction of cheese In fuclories of various size,
central Washington, 1941

Toisl Costs per pound of cheese produesd
oh ; cusL of
“hecso made bisliding .
{poteds) el - Equlps Totai I"!‘Iﬂ’tpg;;f I‘I:ﬁ:‘fr
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tinciuddes chinrges for deprecintion, intorest, pepolrs, mnintenance, instrance, aid taxes.  Sufllelent cuting
apaee 18 providial 1o stom the malment eutput for about 3 weeks,

X A é:lriculuaml ['rogessing Tndustries fn the Columbla Bosin frrleation Project, Cathoun, W, T, Hressler,

, Bedfond, C. Lo, amt White, 1, 1, Heport by BAE i Froblem 24 Columids Basin Joint [nvesti-
girtion, tohle 35, Beprembor M2,

Two other considerations, however, inlluence the costs of choese
factories regardless of the volume produced. 1t is less costly {o make
cheese of the lavger size because less labor is involved in preparing
the cheese forms and In the later handling of the cheese.  The Office
of Price Administration recognized this when it set the 1945 ceilings
on prices for choeese of the larger styles, like Cheddar and Twins, at
1 cent & pound less than the eeilings for Daisics and 1.25 cents less
than that for the smaller consumer styies.®

The relative importance of the large and the small styles in 1939
is apparent from the data given in table 35. Nearly two-thirds of
the total receipts at Wisconsin warchouses during that year consisted
of the larger cheeses.  Moreover, it would appear from reports re-
ceived by the Bureau of Agricultural Economics during 1942 that es-
sentially the same would have been bound to be true from figures
representing the receipis ot warchouses locnted outside of Wisconsin.
In considering means of reducing marketing and processing costs the
dramatic shift in the proportions of the large and small cheeses which
had been taking place during the 10 years preceding 1039, will be
tmportant. In 1928, it was the small cheese which made up nearly
two-thirds of the total Ameriean eheese produced.  If costs of manu-

# Revised Maximum Price Regulations No. 289,
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factur'm%the larger styles are less by as much as the price differential
allowed by the Office of Price Administration, there has been a sub-
stantial reduction in cheese-factory costs.

TanLe 35.—Warehouse recetpis, by styles of cheese, Wisconsin, 1928 and 1939
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There is little doubt, however, that the practice of increasing the
quantity of large cheeses manufactured has had a definite bearing on
the growing importance of processed cheese. Aanufaclurers of pro-
cossed cheese find it more cconomical to use the larger styles becsuse
the losses in trimming which occur in the course of preparing the
cheese for the processor’s vat are relnted to the relative surface area
of the style of cheese used. The Cheddar styles are reported to have
devclopod trimming losses of about 12 percent by weight, whereus
those for Daisy und Young America amounted to 20 pereent(60).

AssesmpnLy.~-The curd mass, as it is taken from the cheese press,
has no real cheese flavor and is inclined to be tough and rubber-like.
But when ripened it becomes mellow in body and capable of imparting
a taste that is pleasant, smooth, and rich.

Whether such desirable characteristics appear during the ripening
depends first upon the milk from which the cheese was made. * That
is why il is so important that the milk reecived at tlie factory be
fresh, sweet, and [tee from objectionable odors and {lavors, and Lave
a low bacteria count. A short haul provides little epportunity for
millkk o deteriorate while in transit and makes unnecessary the cooling
of the morning milk,  Moereover, when the farmer brings milk to the
favtory cach day, a personal relationship is established which makes
it casy for the cheesemaker o get the producer to undertake promptly
whatever measures are necded to insure quality milk at ali times.
One lot of poor milk can injure an entire batch of cheese.

Thoese desirable characteristics also depend upon proper care and
handling of the cheese during the ripening process.  This is one of the
Lasks assumed by the assembler.  Another kind of change that takes
pluce during storage is a chemical alteration of the cheese mass. The
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chemical changes are influenced by factors under the centrol of
the cheese maker such as the moisture and salt conient of the cheese,
the style of cheese, and the use of varying quantities of rennet exiraet,
The temperature of the storage room, which is under the control of
the assembler, also influences these chemical changes (60).

In the casc of muany preducts, storage is primarily designed to bring
into balance the supplies available at any time and the eurrent require-
menis.  This service is especially important when preduction is
seasonal and consumption is not.  That the storage of cheese is de-
signed Lo serve a purpose of this kind ean be seen by comparing the
ficures for monthly production with the figures for cold-storage
boldings during 1939, both of which are given In table 36. But
storage of cheese also is designed - necessarily—-to bring out the
[amiliar and desirable charneieristics of American cheese.  Thus
giorage mayv be viewed ns one of the essential steps involved in
manufacluring cheese. The average time in slore probably has
decreased in reeent years beeause the processed cheese manulacturer
can sell “green’ cheese ns part of the blend,

Prod i l“:lldhstinlr- | Prad | C‘oltl]stn!r.
roelue-  age hold- . radue- ; nge hold-
Month ton | Ingslirst of | Afonth too ins first of
| the mouth 5 i:he:nu::th

—r i - et e s b lanp [ R . —
13

basitton | sritton | Miftion | Miition

porads | paunds oM Ky pounady
JABMBTY el o aeelt e, I G - Yy e [T 8.3
Fehrunry .. ...... ! sy 004 AuRUSC Lo - 549 7.4
Muargh L. . o ETE] 373 . Ropuwmther. _ ETt [
Apeld o0 L ! G WA Deraher 10. 7 7.8
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Unlted Suntes Hepurtiment of Agricititere (80,

Ripening may be done at the cheese factory, but in the more im-
portant cheese-producing areas, netably in Wisconsin, a group of
spretndized merchants have taken this process over. These ware-
housemen not only cure the cheese gathered from factories & few days
nlter it 13 made, but alse are responsible for the mbound transporta-
twn; and they seck out buyers for their stocks. Thus, warchousemen
serve in many capacities as assemblers, warehousemen, processors,
and distributors, No doubi these nssemblers have made possible the
continuing cxisteace of Lhe small community cheese factory by
permitiing it to speeinlize in making cheese, OQul of 165 cheese
fuctories vistted in Wisconsin in 1928, 77 were Tound {0 have curing
rooms of & size suflicient to handie ooly the production of 7 days
or lesa, durteg the season of maximum outlput (£, p. 20).

No doubd, too, it is the prevalence of these many small communiby
cheese factories that has cnosed the assembliog facilifies Lo be located
ab nearby country points rather than in distunt cities.  1n any event,
it is b Lhis asscinbling point in the cheese-marketing process that
the integration so characteriatie of the eheese industry first makes
its appearance.  In Wiseonsin, tn 1035, warchouses that were owned
or eonlrolied by the nationnl concerns were reported to hiave handled
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more than 75 percent of all the cheese reccived by assemblers in
that State (12).

Table 37 shows the estimated expense of warehousemen who per-
form this assembling function. Somewhere in the neighborhood of
five-cighths of o cent a pound of cheese is said to be the common
charge, & figure that appears to be borne out by the table. However,
the table ineludes two items that can be alterefsubstantially and thus
can result in & considerable range in the costs of individual assemblers.
The first is the cost of in-bound transportation. This charge may be
either larger or smaller than the 0.12 cent shown in the table. %ur-
ther invesligation is needed to establish the appropriate figure. The
second is the charge made for storage.  In practice the amount of thia
charge will depend upon how long the warchouseman holds the cheese.
At commereinl rales, the cost of stornge, which would be equivalent
only to the warchousing service performed by assemblers, would add
up, on Lhe basis of 1 pound of cheese, to from 0.3 te 0.42 cent for a 2-
nonth storage period, from 0.43 to 0.58 cent for 4-tnonth holding, and
from 0.8 to 1.1 cents for a 6-month storage.® Such a chrrge includes
only the cost of sterage, making no allowance for shrinkages that
orcur when cheese is held nor for risks and insurance and interest on
investrnent,

These costs, when compared with the assembler’s charge of 0.63
cent suggest that only o smell part of the assembler’s yearly volume is
stored for n long period.  Accordingly, it appears that the assembling
charge of live-cighths of a cent, tentatively set down here, will prove
to be somowhat generous. However, in the absence of information
concoerning the lengih of the storage period of the cheese included in
the present price series, there is no basis on which to make u correction.

Tanne 37.— Bstimated operating vosls of cheese assemblers, 1942
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Wages and salarios are eslimated to amount to o little less than half
of the assembier’s total expenses of operation, but salaries here include
the tost of the sales force and are not strictly chargeable to ware-
housing ulone, The eharges for rent, depreciation, power, refrigera-
tion, ele., add up to about 20 prreent of the total. The cost of sup-
plics, consisting mainly of the expenditures for paraflin and office
supplies, amounts Lo about § pereent of the total assembler’s margin.

1 The Oflice of Price Administeation has allowed o mark-up of 2.25 cents per
sound for cheese beld B months or more and this presumably sets the outside
limils of the sum of the costs experienced in long storage, However, no ‘sharp”
cheeso is inctuded in Lhe marketing and munufacturing marging discugsed heretn,
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About 68 pereent of the tolal cheese marketed in 1939 was handled
by assemblers, Storage may have occurred in public cold-storage
warehouses or in the assemblers’ own facilities, but to be rounted under
this heading the cheese must have left the factory where it was pro-
duced. 1n Wisconsin, where assemblers can be most elearly identified
because they are specialists in this kind of business, there were 93
cheese warehouses in 1935, They handled approximately half the
American cheese produced within the State. The average volume of
cheese handled by warehouses of different size is shown in table 38.
More than helf the total number of warehouses handled less than 2
million pounds and aboul 80 pereent of them less than 4 million,
The division of the total pounds of cheese handled by assemblers
nnlulmg the several size groups appears in the fourth column of the
table,

Except in the case of the very small warehouses whose combined
tonnage smounted to 3 pereent, and the very large ones handling 29
pereent, thiere was not much difference in the relative importance of
the business done by cach size group. That is, the data fail to indi-
eate thet a particular size of warehouse has a decided advantage in
cfficiency. Had there been any particular size of warehouse operation
of proved superiority, it should have shown up in the figures regarding
the volume handled by warchouses owned by the companies haviug
Netion-wide business. The average volume per warchouse by size
groups, of the so-called national companies, is not significantly
different from that handled by warehouses of othor ownerships,

It would appear that once again the economices of scale are not
outstanding just as they were not in the ecase of the cheese factory.
IT o facility, whalever its capacity, is adequately filled, one size of
warehouse will be about as officient as another,

Tanuk 38.—lmericun cheese warchouses by size groups and ownerships, Wisconsin,
235

Nutional companbes i Other

{ Al awnerships

she of warehanse I lerins of
eheese  reeefpts L1000, 000 1

. D Pereeinks . . . !
pounds) COWaree  AVeruge Il‘;{:t‘"&l' Wohre- | Average  Waree + Avene

E (1 TR . TCUCIpILE F total i houses : oeeipls i houses 1 recelpits
I 1,008 1,060 [ 1,000
Number - pounds 1 Pereent 1 Number | potinds i Number | pouinds
1t 455 1 : K e 8 55
[ 21 o 1,450 - 11 1,173
2,004 b3 1 1 2,45 5 2T
u, 525 19 1 3,445 3 2 3,712
4,002 i 13 & 4,058 2 4,077
.70 | oy 7| soe! a 8, 866
Total or averuge ... W L0 i 100 E 63 2,84 | 30 [ 2,058

Fraker and Coleixnk (12, . 403,

Processken Cressie—In recent years the product of the cheese
faclory has been the subjeet of further processing, The resulting
producl is known either as **pasteurized” or as * provessed” cheese.

Tt is the nonprocessed, “natural or store cheese” of the American
Lype which is of most concern at this time.  An effort was made to
confine present considerations to natural cheese, but as one of the
retail-price serics used in developing figures to represent the cost of
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cheese to consumers included cuotations for processed cheese, some
part of the total production of this type of cheese is represented. It
is assumed, for preseat purposes, that 24 percent of the total market-
basket purchases of cheese in 1939 consisted of processed cheese.

Estimates of the manufacturing expense invoiljved in making proc-
essed cheese are given in table 38, The fotal operating expenses
are seb down ab 3% ceais per pound. Of this amount, expenditures
for supplies, consisting mostly of the familiar consumer package and
the shipping containers in which it is packed, amounted to 1.6 vents
per pound or nearly half of the processor's total cost. There is left
from the 3.5 cents tolal a little less than 2 cents a pound as the cost
of manufacturing processed eheese.

Tt is reported that a plant having an annual capacity of 1 million
pounds of processed cheese could be operated by six factory em ployees
with the sum of their wages amounting to % to 1 cent per pound of
¢heese made. The equipment of such a factory would have & value
of about $2,500. The figures given in table 39 place wage costs ab
approximately 0.6 cent and the eombined equipment, oceupancy,
fucl, and similar charges at about 1.0 cent per pound.

TasLe 30.— Estimaled menufacturing costs of processed cheese, 1842

Cost per Percentnge of
Ttem ponad toetal

Cenis Perecit
WAKES . uua - . . i

Supples . o aeas .. R
Fued, light, water, power ..
Snlarieg ..

{tont, depresintion, repnlrs, s, interest

Oher

S SRS PP 3. 100.0

Diata nescrabied by Office of Price Adminlstration rixd avaifable for use anly s industry summurles.

Whouesanenrs.—All but {1 percent of the cheese marketed in 1939
passed through the hands of some kind of wholesale agency. By far
the largest part of this volume was handled by the integrated dairy-
and-ment packing concerns.  The major part of the cheese sales of
these firms was made dircet to retailers and to institutions. These
firtns also supplied the major part of the demands of independent
wholesale merchants but this volume of business was small—only
one-tenth of the total cheese marketed during the year.

it is estimated that the wholesaler’s share of the 24.1 cents which
was the average retail price for cheese, was 2.5 cents in 1939, In 1945,
the Office of Price Administration defined maximum prices in such a
way that the combined margin of primary wholesalers and of service
wholesalers ranged from 2.64 to 2.77 cents per pound, depending
upon the style of the cheese involved (table 40).  The margin of 2.5
cents is equal to 10.4 cents out of the consumer’s cheese dollar and 20
pereent of the total marketing and processing margin.  If the average
selling price of all wholesale merchants in 1930 was 18.1 cents per
pound, Lhe gross margin of such concerns would be in the neighborhood
of 14 to 16 pereent of the resale value.
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Tanve 40.—0ffice of Price Adminisiralion meximum dprt'cc per pound delivered at
Wisconsin points, by style of Asnerican cheese and lype of agency, 1946
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Ofiee of Price Admbnistration mpcimmn prics repulitlons.

The average operating expenses of various types of wholesalers
reported by Lhe 1939 Census of Business appears in table 41, These
data are for firms that bandle some cheese along with other merchan-
dise. Tt is not diselosed in which group are to be found these firms that
play a dominané part in the wholesale cheese trade. The total ex-
penses of ihe three types of wholesalers shown in this table and the
disposition of those total expenses pmeng various types of expendi-
tures arve sufficiently close to warrant the general observation that
the operating expense of whelesalers was in the neighborhood of 10
percent of sales. In this event, the break-down in terms of per-
centage of sales wouid be as follows: Administration 2.5 percent,
selling 2.2 pereent, delivery 1.7 percent, warehouse 1.3 percent, oc-
cupancy and other expenses 2.3 percent. The cost of pay rolls,
which is charged to cach of Lhese expense classifications, is aboub 4
peecent of sales and 40 percent of the wholesaler’s total expenscs.

if 10 pereent is representative of the business expenses of whole-
salers who handle cheese, wnd the gross margin teken on checse sales
in 1939 was 14 to i6 percent, thon Lhe profits earned by wholesalers
on the cheese they sold would be Mrom 4 to 6 percent of the wholesale
vabue of the cheese and lrom 235 to 36 pereent of the wholesaler’s gross
margin.  When more than one wholesaler is involved in the handling
of cheese  and Lhis appears to be the case with respect to about 12

ereent of Lhe tolal American cheese marketed —this marginwould
[;v divided among the several concerns in some way not now appareat.

Tanue 41.—Operaling expense by wholesale trade and by type of cxpense 19391
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Some confirmation of these deductions drawn from census datn is
found in the ligures developed ns a result of the Tedoral ‘Frade Com.
mission’s segregation of the operating expenses applicable to the 1940
cheese sales of four dairy-products firms, The results are shown in
table 42, The gross margin taken on cheese by these concerns was
over 24 percent of sales.  But as total expenses came to g little more
than 17 percent there was left on balanee 6.8 percent of sales ns
profit, This showing of profils earned [from handling cheese falls
within the range derived from the census date.  But expenses of the
concerns that were chargeable directly to cheese were considerably
larprer than the census figures.  As more than 8 percent of the total
expense is devoled to advertising, it would appear thal the proportion
of pracessed eheese handled by them was much larger than that in-
cluded here when enleulating the 1939 marketing and processing margin.
Then oo, the sales of these concerns include foreign types which
were wholly excluded from the present calculations, The Federal
Trade C'ommission pointed out that these firms customarily store and
wholesale their cheese in & way that nvelves refrigeration shipment,
and storage in branch houses (87, p. 59). Often they deliver to re-
tail and institulional buyers by company-owned trucks. This is es-
sentinlly the same kind of distribution scrvice that is provided by
ment packers who operate branch houses.

Comparigon of the gross margins, profits, and distribulion expenses
involved in the marketing of cheese with similar figures for butter is
made in this table.  Of significance is the fact that the figures sctting
out the gross margin, the expense, and the profit applicable to sales
ol rheese exceeded those for butter. The gross margin teken by
cheese wholesalers is over 24 pereent of sales;, while the margin on
bulter amounis to about 16 pereent. Although the expenses of
handling chrese exceed those for butter by about 3% percent, still
Lhey do not bear the same relation to the gross margin in each in-
stanee und there remains ns profil & return of 6.84 percent of sales
which is nearly twice that earned by butter.

Tants 42— Digribilion af selected wholesaler’s gross margin for all types of cheese,
by tyacs of expense, 1040

i 4 vheesa cnoeorns | I 12 hnttler concerns 2

Typr of expense : |
E Percentnge Mercentage of] Porcontnga [Tercentage of

ol snles | prosd morgin of sules grosa margln

Afdminlatentlye and genernl ... . 2,82 1.7 508 31.2
Selllog. . ool o0 o 1,022 5.7 7,89 47.2
Alverdsing L eemee e 3,30 ¢ 13.9 -0l 2.4
Pripvision for bnd debta | e memamna 07 .3 24 1.5
Net profit (before Interest and incoma tazesy, . ! 6.5 28,4 2,60 18,5
Totnl p:mssmurgin....‘-..,............_.‘I 2411 | 04,0 18,29 100, 0

1 §121,:UK,000 et sales.
* $14K,500,000 net sales,

Federa! Trade Comnilsslon (47, p. 803

Reramers.—Cheese appears to be a profitable item to retailers.
The reason is not hard to find. In the pricing scheme of retrilers,
cheese is assigned e gross margin thet is as high or higher than the
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average of sl ilems handled in the store,  Buot other artieles in the
store earry n higher margin and still make only small contributions to
profils, so the key to the matter does not lie in the higher margin
alone. Semething else is involved—the merchandising character-
istics of the coramodity itself.

Cheese stocks turn over from 20 to 40 times annually, Milk,

butter, rnd other perishables have & better record in this respeet but
cheese stands high on the list when all ilems in the store are consid-
ered ® Although the average sale appears to be ¥ pound of bulk
cheese or one package (if prepackaged) the value of each sale is sufti-
ciently high to require only o few siles to produce a dollar of gross
revenue,  This menns (hat the share of the labor and the fixed charges
of the store which are assigned (o cheese will be smeller than those
axsigned Lo artieles that move more slowly and are less valuable.
Fhe rapid turn-over, niorcover, ties up fewee dollars in the inventory
and lets those fewer dollurs keep actively at work during the entire
Jenr.
’ Builer, by comparison, bas a higher value end a higher weight per
retiil sele, it turns more rapidly, wid it accounts for a smaller part of
the total store~wide inventory. “That is why the expense is less in
handling butter Lhan in handling cheese. At the same time, the gross
margin feken on butter is less than thet on cheose and so are the
prolits.

Tavre 43.-- Relative fmportance of cheese sold by retaifers in Loutsville by
inpey, 1028
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Retail stores vsually stock many kinds of chicese. The relative
impertance of each viriely seld by retailers in Louisville in 1928 is
shown in iable 43, The so-called “store” cheese made up nearly 42
percont of the sales of all types and was equal to nearly two-thirds of
the total when only Ameriean cheese is considered. During this

B The average turn-over of all items in Louisville grocery stores was 20.6 Limes

pur year; the surn-over for eheese for individual stores varied from 12.6 ta 70.6
times annually, and averaged 31,1 times,




08 TECHNICAL BULLETIN NO. 036, U. 8. DEPT, OF AGRICULTURE

period proeessed cheese was manufactured ‘n mueh smaller volume
than in 1939 so that there has been some change in the relationship
disclosed by this table. It is important to note, therefore, that the
gross margin, the expense, and the profits, when ell arc expressed as
pereentage ef sales, are larger for naturel American cheese than for
processed American cheese,  With an increase in the retail sales of
processed cheese, there should be some dedine in all three items.
However, such pereentage figures con easily give an erronecus picture
when (he price per pound of eheese is not the same.  'When reduced
Lo cenls per povnd, the gross margin for the American bulk cheese was
0,23 cenl a pound more than the margin for processed Ameriean
cheese in packages.  The expense was 0.82 cent greater, but profits
wers 0.38 cent smaller®

The larger expense involved in handling bullk checse by retailers is
probably due to the additional lnbor in slicing and wrapping the con-
sumer’s order end to shrinkage in weight which takes place in the
store after the cheese is cub and placed on display.  Obviously, neither
charge is important in connection with the handling of prepackagedd
processed cheese.

The increasing importance of processed Ameriean cheese compared
with the cheese in its natural form, which has been one of the out-
standing trade developments during the last 20 years, should have
brought about a smaller gross margin on cheese, a reduction in the
expense of handling it, and & smaller profit {all expressed in terms of
pereentage of sales), Lhan those disclosed in & study of retail grocery
stores in Louisville, from which all of the foregoing conclusions were
dreawrn (54).

Although there is no assurance that the particuler figures developed
in the course of the Louisville study would be applicable in 1939, there
is considerable veason to believe that the general merchandising char-
acteristics of the commedity will have changed but little. Tweo ten-
tetive conclusions are drawn from the Louisville study, therefore:
(1) Chieese muy be expeeted to have a gross margin that is cqual to or
slightly in cxcess of the average gross margin of a store; and (2)
cheese may be expected to carn a larger rate of profit than the store-
witde average,

Data gathered in 1942 from several types of retail stores from which
prices of natural cheese were obtained showed that the average margin
was about 25,5 percenk of sales (table 44}, “The independent stores
doing a velulively small business had a gross margin of cheese very
similar lo the gross margin of the Louisville stores of abaut the sane
size. Moreover, as the slore sales incerease, the gross margin on cheese
decelines; il is smaller by about 5 pereent of sales for the store with n
total sales volume in the neighborhood of $250,000 than for those with
an annual volume of $50,000, while the prices paid by ithe consumer
average about 5 cents less per pound.  Presumably there is consider-
able difference in the consumer services offered in the several stores and

# Using the pereentage figures shown in the table and assaming Lhat the price
of hulk natural cheese s 24 1 eents and the price of paekaged processed American
cheese 5 oeents more, comparative gures in conts per pound, would be;

{iranek dnarygin .*-,"r_nmse Net profit

Ptk nntural Cheddar. Lo _____ .. 7.064 347 i 22
Packaged progessed Ameriern. . oo . __ 743 2. 85 4. G0
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there is no assurance that the cheesc sold is exuctly comparable;
hence comparisons must be made with some care. At the same time,
the average cost to the several types of retailers of the cheese sold is
much move alike. Independent grocery stores paid aboub 27 cents a
ound while chaing and supermarkets were able to buy ab only 2 cents
ess,  As the retail price between the several types of stores differed
by more than 5 conis a pound, the 3 cents smeller gross margin on
which the larger stores worked had to be offset either Ey lower operat-
ing expenses or by smaller profits.  Probably both kinds of adjustment
took place,

The share the vetatlers claimed of the 1939 markeiing margin of
12.4 cents per pound, which was given earlier, was based upon the
average margin of 25 percent shown in this table.  But as the average -
retril price during 1939 was cstimated at 24.1 cents per pound, the
petual marging in teems of cents per pound, for this year, would be
about 6 cents, Thus for each consumer dollar spent in 1939 for
American cheese, 23.7 conts was claimed by retailers.

Tantk dd.— Relail price, cost, and gross margin of American cheese, by type of
refail store, for 1 week in August 1948

(lrass margly

Heradl pricny Tost per

Type of slorg per potned patd

Pereonlago

Per ponml of sules

indegwenslent: Crats
Utitler $26,000 rnpupily . 3, 7 7.5
300,000 Ln $50, 0K nannliv L., . €3
£50, 0600 1o $2R0.000 sanunlly fiEA ]
Chinbn wefer $250,000 wreindly 2,3 245
Supermarket B0ty 3 25,4
Average ... 48 0. 1

Gflee of Price Adminisization «Dureay of babor Statlsties Suryey,  [Unpublished),

Using store-wide figures for independent stores as o rough yard-
stick, the distribulion of the retailer’s margin among various types of
expenditures in retail stores is shown in table 29 (p. 47). Bub it has
been pointed oub Lhuet the profits earncd on cheese may be expected
to be somewhal higher than the average for the store as a whole and
that ihe oxpense of handling cheese is less than the average. The
distribution shown in the table, in consequence, underestimates
vetailer’s cheese profits and assesses much too large & charge for ex-
pense.  But in the absenee ol suitable datg to show the true situation
those contained in this table must suffice.

The items of considerable size in retail-store operation are the
charges made for selaries and wages and for occupancy. Together
they make up three-fourths of the gross margin taken on all sales;
therefore, anything that will reduce the cost of these ilems of expense
will contribute substantinily to smaller margins in retail stores.
Seil-service s said to be one moethod of reducing expenses of this
kind. The average margin of the 281 stores from which this expense
distribution was made cqualed 18.4 pereent of sales, with more than
two-thirds of these stores offering credit. The cost of eredit,
including losses in colleetion, can be as much as 4 percent of sales.
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MARKETING MARGINS AND COSTS FOR EVAPORATED MILK

The retail price for unswectened evaporated milk packed in 14%-
ounce cans averaged 7 cents per can during the year 1939. For the
quantity of milk needed to ffll such a can the farmer received 2.54
cents. That is, the farmer received 36.3 percent of the retail price
peid by the consumer and 63.7 percent, or 4.46 cents per can, repre-
sents the marketing margin left to be divided among the several
marketing and processing agencies.

MankeETING CHANNELS

The channels through which evaporated milk flows into the hands
of houschold consumers are picturcd in figure 22. In most instances

WhRgFaCiunfay eALNETERY CHATH
WHALLTALE NRANCALS  WASEWDUARR  PTONES
it 11a m

10 %

ABCaL RECLIYINE
3hatioms

ML FIQUALE SXPREISEA AN INBLiLSOLNT LLLULILILIY IRDEFEROCHY
FIMCTXE OF JOTAL POILWE LLLIELTELE] [:121] artaiey ™
we [X] (LT

TAE J5ap
Ticure 22.—Markeling channels for evaporated milk, United States, 1939.

fluid milk moves directly from the farmer to the condensery. There
are notable exceptions, with the result that aboub 25 percent of the
total volume passes through local receiving stations, where some
reduction in bulk through preliminary condensation may oceur.

There were 143 [actories reporting the production of evaporated
milk packed in cases in 1939, but the largest number of these factories
was owned by a relatively few nationelly known concerns. This
concentration of ownership explains why nearly helf of the evap-
oreted-milk production moved directly to factory-owned wholesale.
branehes for laber distribution. But it 1s well to emphasize that about
40 pereent of the total moved to independent wholesalers, mostly
wholesale grocers.

Chain stores appear to make aboué one-third of the total sales of
canned milk; they obtain the bulk of their supplies from the manu-
facturcrs’ wholesale branch houses. Some of the chains own their
own condenseries.  The other avenues over which the product moves
can be seen in figure 22. These relationships, based chiefly upon
materials contained in the 1939 Census of Manufactures, are not
greatly different from the results shown by the Federgl Trade Com-
mission with respect to 15 selected concerns hendling evaporated
milk a few years carlier (table 45).
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TanLe 46.—Condensed and evaporated milk sales {case goods) of selected wholeaale
concerns, by Lypes of purchasers, 1934-39

3 coopera- 4 ment. 8 dai
Typo of purchasar tive paso- | packlag ry Totat
clations | |componieas conipnnles?
Furcent Pereent Percent Pereent
Grogera:
Wholesule, . R 48,0 |, s 40.3 415
Others e wmmmmrmmmemnmemmmme e mamrmm e e mmmm— e .2 .1
Chatn 310red . aaeeee cacaus 151 0.3 0.2 41,2
Initependent and retall Stores oo oo ceecec e mmm e ae |1 T P 8.7
[nstituilons and MEAOECLUTCEI (o irnamecmaann ] 28,3 R L3
Others:
Route cuslomers b o oan o ne e mmmmmmmmmmmmmmmmmamfe b1 1 P . 1.4 8.3
Mot ypcuiited rwmmevman————— 6.1 LT 3.2 3.1
L T T T . 4.9 4.9 L8 LB
Total. i cccccc e 100, 0 00,8 106, 9 100G G
t 1nelndes the lollow!ng nles: £¢ {ltinted Dalcy Produets Co,, Land O Lakes Creamerles, inc,,

noil Chatlongoe Crenen & Butter Assoclstion,

Yincldes tho filowing companies aud tor dwnestle sibsidiaries: Switt & Co,, Armour & Co., John
Morrell & Ca,, and the Jaceh Dold Packing Co,

+ includes tha following sompaniuy nnd their subsitincles: Wallonal Doiry Products Corp., The Borden
Co., Carnatlon Co., the Fairmonl Cresinery Co,, Pot Miik Qo, Golden State Ce,, Ltd,, Greamerles of
Amerles, Ine,, and 4'ha (lreat Abhntie & Pocific Tes Co.

4 inciudes brokers and commission honses,

+ Includes route selva to bomes, and instlbutions] users and Lo stores ether than chajn stores.

Federal Trado Commissign (57); Adapted from tablos 365 and 318,
Dhivision oF THE ConsuMER'S DoLLAR

The shares of the consumer’s dollar spent during 1939 {or evaporated
milk that went to each of the agencies involved in the handling of
this product are shown in figure 23.

CENTS OF THE AGENCY
CONSUMER'S
BOLLAR
17.7 - & Retailer
4. = % Wholesarer
Transportation
69 % - {long hauty
299 = 4 Condanaesy

51 = DEOEIOR 4= Receiving statlen

B3I » & Farm production

BAE 48312

Fiooee 23.—Approximate distribution of the consumer’s dollar spent for evapo-
roted milk, by agencies, United States, 1939,
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The condensery claimed about 30 percent of the consumer’s dollar
and with the exception of the share going to the farmer this is the
largest share claimed by any one of the agencies. The shares of
retailers and wholesalers, although smsller than those claimed by
similar agencies handling Auid milk and American checse, appear to
be about the same as for butier. The cost of long-baul transportation
is relatively high, being about 7 percent of the reteil value, This is
to be expected in view of the bulky character of the produst.

The cstimaied division of the consumer’s doliar according to market-
ing funclions is shown in figure 24, but this arrangement discloses
results which are little different frpm those of the previous chart.
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Fiauns 24.—Approximate distribution Fiovus 25.—Approximale distribution
of the consumer’s dollur spesntd for evap- of the consumer's doltar spent for evap-
oreted milk, by funclions, nited aornied nilk, hy type of expense,
States, 1930, United States, 1236,

The disiribution of shures to eleimanis which brings out the type
of expense involved in the handling of this produet appeass in figure 25.

The distribution of the cxpense involved in the handling and pro-
cessing of evaporsted milk shows results which depart considerably
from these that have been disclosed in the ease of the other dairy
produets. Noteworthy is the fuct that the largest single item of
expense turns out to be the charge for paekaging and other materials,
meade up primarily of the cost of cans and their shipping containers.
The cxpenditure for wages and salaries amounted to abous 17 percent
of the cousumer’s dollar, Advertising charges were » little more
than 1 percent nind profits are estimated ab 5 pereent of the retail
price, a little less than that carned by cheese und more than double
that carned by butter. Long-haul transportaiion charges paid by
vericus agencies equaled about 7 pereent and the remainder of the
cherges for local trunsportation of oneg kind or another is included in
the other Lypes of charges shown in the chart,
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SUMMARY

The 1939 division of the consumer's dolinr gpent for fluid milk,
butter, American checse, and evaporated milk has been indicated in
detail in the preceding sections, By way of summary, these results
ere brought togethier in tables 46 and 47. The former shows the
division according to funetions whereas the latter, detailing the type
of expense, may help to explain the size of some of these functional
eharges.

The pereentage breal-down of the margin is emphasized in these
tables and is compared to the break-down of the consumer's dolinr
or retail price. A particular component may represent a large share
of & amall furm-vetail margin, but account for only & small part of the
consumer’s dollar,

Tanlg 0. —dApprocimale distribution of the consumer's doliar and of marketing mar-
gin for fluid milk, bulter, American cheese, and evaporated wmilk, by marketing
Suactions, Lnited Stotes, 1939

- Ameriean Evaporiated Four
Fludd snllk Butter chersa itk praductst

Cape | Mar- | Con- ] Mars | Cop- E Mar- | €one | Aar- | Cone | Mar-
sutiee's: kethig anmer's ketlog [sumer's keting | siamer's; kel sumer's| koting
dhallar | roargie | doltar winrgln | deltur {nmr;;ln dollnr [rmepln | dobar | margin

i

Funetlon

! i
Cruts | Fercenty, Cenda | Percenty Cents | Pereent Pereend| Cents | Percent
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(loag lmatly ... ..F M ... ... . ", . 3 . 0.8
Provesslng L. . 0.4 . 3 LB . L 471
Agserrhly . L al... [N ] LB  § X X X 8.2
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Total  con- {
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! Woighter! nrernge, # Noestlmate for thaid midtk,

Retailing and whelesiling services have boen the subject of erilicism
for a long tune, perhaps beeause they wre carried on so obviously within
range of the publie eye. The charges during 1939 for these combined
services 1 the case of the several dairy products range from 20 to
35 percent of the retatl price.  Butter and ovaporated milk are often
said Lo be handled on small marging, and that observetion svems to be
warranted by the present figures,  In each instance, the share going
for the combined relail-wholesale services is about 20 pereent of thelr
1939 retail price.  In contrasy, the cost of relailing and wholesaling
flutd mitlk is about binlf agnin us large, A total of 35 cents of the con-
sumer's dollar is assigned Lo these functions in the case of American
cheese, .

In part, these differences in costs of distribution are due to the pe-
calinr characteristics of the commodity itself; in part, they are due
to the way the commodity is handled and priced.  Merchunts’ siocks
of butter and evaporated milk turn over readily, they are in continuous
demand, and they require a minimum of handling, Morcover, the
margin of these two items seems to be smaller than the margins of
many other products handled by storckeepers. But clicese carries
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wider margins and is priced to carn larger profits. The unique prac-
tice of delivering fluid milk to the homes of individual consumers is
well known and helps to explain the high distribution charge for this
product.

The pertions of the consumer’s dollar going for the processing of
fluid mille, butter, and Ameriean cheese ai% lie m the neighborhood of
10 percent.  The initial steps involved at the factory in handling milk,.
as it comes from the producer, are much the semce whether that milk
is to be sold as flutd milk or made into butter or eheese. The con-
densery, on the other hand, is much more claborately equipped than
the plants which are engaged in the production of fluid milk, buiter,
or cheese.  The portion of the consumer's dollar going for processing
evapornted milk is nearly three timoes as large as that for the other
dairy products, in fact, the charge for this manufacturing service
necounts for nearly one-half of the total marketing margin,

The charge for local assembly, as the term here 13 used, ineludes the
costs of gathering milk and eream and the local handling charges paid
by the buyer of the farmer’s milk in all cases except for cheese, where
it refers to the charges of those specialized warehousemen known as
sgsemblers. The average assembling charge was estimated ab 5
pereent of the consumer’s dollar spent for the four dairy products.
This figure may be {oo low, for some of the charges for this service
may be included as a joint operation within one of the other classifica-
tions of the table.

1t should be made clear that in those numerous instances in which
the larmor himself pays the cost of local transportation no charge
whatsoever is made ngainst the marketing margin.  Thisis an example
of the general rule that the size of the marketing margin depeads on
who pays the bills.  If 2 great desl of service is required of marketing
and processing pgencies then the tendeney is for the marketing margin
to widen. Obviously, the most divect method of simply redueing the
size of the marketing margin would be to cause either the consumer
or the [armer to assumce the cost of a scrvice previously paid for by
one of the marketing agencies. The marketing service would con-
tinue, but it would no longer be performced by & specialized marketing
sgencey.  This would produce an apparent but misleading economy
which actually dovs not reduce costs of performing specified serviees,
but erely redutces the quantity of services accounted for in the margin.

On the other liand, the mergin may be expeected to widen when
marketing or processing ageneies are obliged to perform services and
to assume charges previously borne by the farmer or the consumer.
Two changes of this kind have taken place within recent years.
Local milk plants, in exereising more control over hauling arrange-
mments, have come to pay an inereasing part of the local in-bound
trucking bills previously paid by the farmer.  Therefore, the tendency
has been for the part of the consumer’s dollar going for the assembly
setvice to increase. In the future, further increases in this share
would seem to be forthcoming. A change with opposite results is
traceable to the rise of the eash-and-carry, minimum-service retail
concern which has saeddled upon the eonsumer himself charges pre-
viously included in the marketing margin. In consequence of the
latter trend, the size of the marketing margin has had some oppertun-
ity to shrink. But whether the marketing margin with respect to a



http:speciali7.ec

MARKETING MARGINS AND COSTS FOR DAIRY PRODUCTS 7D
particulur commotlity does shrink depends in part upon the pricing
praciices of wholesale and retail merchants who handle the product.
These merchants must stane or fall on the results of their storewide
operations and a particular ecommodity plays a small part except in
Lhose few instanees in which the merchant specializes in handling the
oue product.

A second general method of shrinking the marketing margin is to
reduce the shares going to individual elaimants,  The residual portion
above lotnl costs remaining in the hands of merchants and manufae-
turers, here ealled profits, appears o be small,  The overwholming
part of the gross receipls of such agencies—their operating costa—
goes to satisfy the claims of others, The marketing margin will con-
tract if thiese elnims sre made smaller.  But in the case of dairy prod-
uets, 1t would seem that these elaims have expanded over the years
to o considerable extent, beeause of Lhe insistent demand for products
of higher quality. The day of the open milk pail, of distinetly ofl-
flivvored butter, perhaps even of bulk cheese, seems to have been left
far bebind,  The quality zoal is expensive to attain and continued in-
sistence upon further improvement must invite a further widening of
the marketing margin Lo pay for additional services required.  Really
wasteful praclices and ineflicient operations ean be climinated with
somoe savings, but the sweep ol the Lide is in the opposite dircction.

Il is apparent from the detsils with respect to expenditures sum-
murized in table 47 that the marketing agencies are but momentary
custodigns of the fwikls they receive from the sale of the product.
Waoges undd salarivs represent a major cleim against these funds al-
though the exnct share of the consumer’s dollar spent for each product
clnimed by wages nnd saliries is widely different.  The smallest rela-
tive shere is recorded for butter, 12.9 cents, and the largest for (luid
milk, 26.1 cents,

The impoeriance of labor costs ns wages and salaries in total market-
ing charges for dairy producls is brought out strikingly in table 47.

Tautt A7, —Approzimale distribulion of the consumer’s dollar and of markeling
margin for fuid amilk, bulter, Americun cheese, and evaporated milk, by type of
erpense, {nited Slatez, 1539
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There each cost item is expressed as a percentage of total costs and
profits included in the margin {for all marketing operntions,

Nearly 60 percent of the marketing margin for fluid milk is devoted
to the bill for wages and salaries.  This is a diveet reflection of the
vast rmount of lnhor invalved, ns the svstem now opeeates, in deliver-
ing milk (o individual consumers. The importance of wages and
salurics in the margin drops to its lowest significance at 26.7 percent
for evaporated milk,

Property expense is surprisingly low: less than 10 percent of the
retail price of the product and not far from 15 pereent of the total
mnrketing margin.

The cost for supplies, largely for containers, smounted to about
& pereent of the consumer’s dollur, a little Tess for butter than for
Ameriean cheese and Huid milk, In the case of evaporated milk it
was the largest single item of expense. For cvaporated milk, Lhe
sheee for supplics was equal to about one-fifth of the consumer’s
dollar and one-third of the marketing margin, T appears to be
lurger even than the wage-and-salary bill,

Profits, alter ull charges were deducted (except taxes on profits or
income), amounted Lo aboul 2 cents of the consumer’s butter dollar,
g eonts of the Huid-milk dollur, 5 cents for evaporated milk, aned 7
cents for cheese,  Out of the sum set aside as the marketing margin,
prolits claimed from 6 Lo 8 pereent except in the case of Ameriean
chicese where it made up nearly 14 pereent of the margin,

The marketing margin Jouring 1939 was 44,7 percent of the consum-
er's expenditure for fluid milk, 35.7 percent for butter, 51.4 percent for
American cheese, and 63.7 percent for canned milk. However, the
four dairy products nre not of equal importance to consumers, for they
buy much more of one produet than of another, To get this matter
into focus it is essential to know what was the unnual money value
in the family market-basket of marketing margins shown in tables 46
and 47. Thalis, at the prices which prevailed in 1939, just how many
dollars did these services and costs amount to per family?

Tantk A8 -~ Approcimale distribulion of churges for marketing annnal fumily pur-

chases of fluad milk, butter, cheeve, and evaporated milk, by function, United States,
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1 Toinl marketing charges were dlstributed by perecentages showu in tuble 48,

t No esthoote.
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Tanave 49.—Approzimale distribution of charges for marketing annual family pur-
chases of fluid nulk, hutter, cheese, and evaporated milk, by type of expense, {'nited
Stales, 1930
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The results of calculations designed to answer this question are
shown in tables 48 and 49, The “percentage of total margin® shown
in these lables is identical with similar percentages shown in tables 46
and 47, The ‘margin” in tables 48 and 49 is simply the corresponding
margin per unit of produet, presented in carlier sections of this report,
multiplied by the number of units representing annual purchases per
family of three, The amounts of these purchuses are listed in foot-
note 1 of the tables.  Both tables 48 and 49 also show the total amount,
of retail cost per family for cach of the four principal dairy products
and the group of four products combined.

For the family market basket (he 1934 value of the marketing mar-
gin was s {ollows: Fluid milk, $13.03; butter, $2.36; evaporated milk,
32.04; cheese, 3144, The sizes of the doltur charges per family for
ench service and cach item of cost are shown in the tables. From
these comparisons, it is apparent that a reduction in marketing mar-
gins of, for instance, 19 pereent, and an equivalent reduction in retail
prices, would cffect large family savings on fluid milk purchascs.
These swvings would be 10 times as large on fluid milk ason Amerienn
cheese and theee times ag large as on butter.  Presumably, this dom-
inant position oceupied by fluid milk among the dairy products in
terms of total marketing charges provides a reason why students have
devoied so much altention to fluid milk and have pushed proposals
for changes in practices connected with its handling,

'The annual chaege made ngainst the market-bastket family for the
retailing and the wholesaling of Quid milk amounts 1o $8.46 (fable 48).
The total charge for these services for the four major dairy products
was $12.65. The relatively simple tasks involved in processing the
quantity of fluid mitk purchased by the market-basket family costs
$2.80, which is theee times as much as the cost of the elaborate steps
involved in eondensing the smaller quantity of milk purchased as
evaporated milk,  With but one exception, for every function listed
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in the table with respect to fluid milk, an annual expenditure of at
lerst a dollar is required of the market-basket family, and some require
severnl dollars. [n conlrasi, only two of the funetions— retailing and
processing - a5 they apply to butter have an annual charge that
exceeds 8 dollar and there is no single charge even that large in the
epse of cheese or evaporated milk, '

The break-down of total annual marketing charges per family for
the four major dairy preducts is presented in table 49 in terms of
type of markeling expense, such as wages and salaries, supplies, cte.
Under wages and salaries, for example, this table shows the number
of dollars which this family paid in 1939 to cover the labor costs of
marketing these four products. The size of the wage and salary bill
for fluid milk is outstanding, and no single charge shown elsewhere in
the table approaches it. The wages and salaries item for fluid milk
tlone accounts for more (hen one-third of the total marketing margin
for nll four of the principal products combined. Total profits in the
marketing of these milk products in 1939 amounted to $1.60, of which
96 cents was the profit for fluid milk. Profits amounted to only 20
cents for cheese nnd 17 conts for evaporated milk, All these specific
charges for marketing operations are included in the retail cost per
farnily of $47.13, of which $20.87 was the total charge for marketing
the Tour dairy products,

Irom diseussion in earlier portions of this publication, it may be
coneluded that it is from fluid milk that the most significant marketing
economies may be expected. Some of these economics have already
been partially renlized through wartime emergency measures designed
lo recduce vosts and save in the use of manpower and equipment.
Added signilicance is given this prospeet by the comparisons shown
in tables 48 and 49, which demonstrate that & small saving in marketing
charges Jor fluid milk may be of greater importance per family than a
relatively mueh larger saving in the marketing of the other three
major products.  However this does not mean that marketing prob-
lems for produets other than fiuid milk may be neglected. There
are o varicty of additional dairy products other than these four the
total importance of which in terms of retail cost to consumers is about
two-thirds that of fuid miik.

It must be admitted that merely stating the percentage shares of
the claimants of Lthe marketing margin may tend to overemphasize
the importance of certain individual charges. However, when these
shares are exprossed in dollar values, applying to annual purchases
by the market-basket family, the conclusion may be too readily
farmed that in most inslances the sggregate annual cost for any item
is exceedingty small and that the matler of marketing margins must
be of trifling ronsequence. There is merit in both of these positions
but there is likewise error.  The balance probably lies somewhere
hetween the two. At the same time, the record of performance, when
meastred by the size of the markeling margin for the dairy-products
group as a whole, is superior to that of most other food groups. The
size of the marketing margin for all foods in the market basket
amounted to about 60 pereent of the 1939 retail value, and for the
dairy group as a whole that margin averaged about 50 percent. The
size of the marketing margin for the two most important dairy
products ({luid milk and butter) was even smaller, Although size of
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the marketing margin is no proper indication of the potentialities of
that margin to yield further savings, it is also true that a small gap
between the farm and the retail price is generally capable of yielding
less ground than is 4 large one.

“;‘hat.c:er may be the postwar developments in building 2 more
cfficient marketing system for dairy products, this report provides
an industry-wide prewar basig for comperison. Future progress may
well be measured from the situation in 1939, avoiding the transient
distortions of the war years.
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