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PRICE "SPREADS" BETWEEN FARMER AND CONSUMER.

(.0, Campbell)

The Problem of Distribution.

With the attention given in wartime to the production
problems of the farmer, the Importance of the problems of
distribution in agriculture tend to be overlooked. Whlle the
farmer can do a good deal about the former, he has no great
measure of control over the latter, notwithstanding the costs of
distribution are of vital concern to him. The consumer, also is
interested in a reduction in distribution margins as a means to
reducing the price he pays for food.

From the farmer's standpoint, farm income can be
increased in two ways - apart from the use of Government subsidies
if efficient production is assumed. One way is to increase the
amount of money spent by the consumer, the other is by reducing
the cost of marketing, The practicability of enabling or 1induci
consumers to spend more money on food depends cn finding some
method of lncreasing the national income, or some way of getting
more nearly equal distribution of purchasing power, On the other
hand, reduction of marketing costs, with a consecuent increase In
farm income, would be somewhat more easily achieved if our
marke ting systems and costs were subject to careful scrutiny and
‘more efficlent methods were introduced.

_ The 1mportance of the distribution problem to the
welfare of the farming community and the consuming public was
recognised by the United Nations Conference on Food and Agricultu
in 1943. A major resolution of that Conference stated that:-

JHEREAS - ;
1, The maintenance of food consumption among the peoples of
the world at levels sufficlently high to satisfy minimum
health requirements calls for the production of greater
guantities of better food at reasonable prices:

2., Except in some countries where consumers largely produce
thelr own food supplies, a substantial part of the total
cost of food to the consumer consists of marketing costs
(including the cost of assembly, grading, inland and sea
transport, storags, wholesale and retail distribution),
processing costs, and the rewards of enterprise

3. In some countriecs, the provision of unesscntial scrvices
increases the margin between the producer and consumer:

4, Reduction in marketing costs and mergins can benefit
both producer and consumer allke.
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The United Nat:ons Conference on Food and Agriculture
recommends = - :

1, That the governments and authorities here represented
take all practicable steps to reduce marketing, processing,
storage and distribut:ion costs, and margins between
producers and consumers, particularly by the elimination
of unessential cervices not recuired by producers or by
low-income consumers,

2 That the permanent organisation ..... collect and
disseminate information on marketing costs and margins
in different countries and in international trade, on
the factors which determine or influence such costs and
marglns, and on the steps taken by governments, by
co-operative associat:.ons, and by private enterprise to

- reduce them."

3 It is the aim of this article to present some preliminary
estimates of the magnitude of the distridution marzin insofdr as
the Australian producer or consumer is concerned and to draw
attention to certain charecteristles of such margins,

Distribution Costs for Agricultural Products.

Table I shows the percentage of the retail prices of
some major food commoditiles, which reached the farmer in 1944,
Nominal values have been inserted for thosc commodities which
were in short supply. No aecount has been taken of pgovernment
+8ubsidies in the caleculation of equivalent prices to the farmer.

The percentage return to the farmer naturally varies
for different products, depending upon various factors, including
the amount of processing re uired, degree of trensportation
necessary, the perishability of the product and the complexity
of the marketing agencies involved. For instance, producers
received approximately 72% of. what the consumer spent on butter
and eg:s, whereas they onl> received 26% of the retail nrice of

bread and canned fruit. In the case of fruit and vegetables, the
producer's share tends to fluctuate around 507,

- The figures given tend to overestimate the farmer's

Share of the consumer's food eXxpenditure since no consideration
1s given to the retail value of all the products and by-products
of such commodities as wheat and livestock., If this were done, it
would be found that the total amount the consumer gpends for the
products of a bushel of wheat, for instance, would be larger than
indicatod, and the "spread® between farm valucs and rotail values
would be thereby inercased.




7.
Tronds in Markoting Spreads.

In order to gain information as to the extont to whieh
the farmer's share of thc consumer's food £ has shiftsd in reecnt
yoars, information has becn compiled to show the rctail cost to
the consumer as comparcd wi.th the farm value of 34 food products
in the amounts estimated to be purchased annually by the average
Australian consumer (Table II). The differcnee betwoen the two
figures represcnts, roughly, the charges made for processing,
transporting and distributing this quantity of food to tho consumep

" TABIE I.
RETAIL PRICE, PRICE T0 PRODUCER, AND PERCENTAGHE
OF RETAIE'FRIEE—EEUETVED_BY"FﬁUDﬁﬁEﬁ“FﬁR”SEIEﬁTED‘FﬁUDS,1944.
{ ; E tPercentagg
' ! of retaill
!Retail Commod ity t Retail Unlt ! Retail Recoiveé pricc re-}
<} i ! Price by coived by
] 4 t | Producert producer, |
i { ~fencef TDence ;Per cent., |
Bread L & 1bu.loaf : 5,84 . 1,54 ! 26
; Flour, Ordinary b2, b T 5.00-] S8 . . .4l
} Flour, Self-Raising . 2 1b. packet boBelT b 220 k) 27
| Biscuits, Cracker 1 1o b o @206 1 0,85 . 7
, Corn Flakes f 18 oz. package{ 13.25 ' 3.46 | 25
{ Oats, Flaked s Ao b .3.664 .1.36 ... 38
: Sugar L =3t | —“a,00+ 1,36t 28§
! Rice ber - 1b. I 1050, i, 1,86 i 53
: Jam, plum ¢ 24 oz. can | 13.57 } 2.93 . 22
» Peachecs, canned i 30 oz, can < S UGS IO, T 1 S | 23
, Pears, canned ; 90 oz. can 14,02 § 3.64 26
Raisins L L:.dbe pagket 1. 12,538 4 . 2.28 . 34
t Currants i 1 1b. [ Yo.Wef g.80° ' BB
EApricots, dried s el b 1648004 o a7 0} 47
! Butter b slaalihy, : go.os t 14,60 73
s Cheese I ¢ .17.08 9400 . § 53
i Eggs ! 1 dozen .| 26426 £ 19,01 | 72
! Bacon b sk 2B b 20add ! 12,15 | 4 54
[ Milk, condensed . ‘14 oz, ecan I 9,701 2,07 } 21
| Milk, fresh ' quart Ry W ol S
¢ Beef T lb.composite; 10.75 ¢ 871} 62
i Mutton + 1 1b.composite; 8,98 4,74 53
! Pork 1 1b.commosite’ 17.40 Tkl o 1 4E
E Potatocs b, % db, 8T8 4,17, 47
¢ Onions v > D ‘ 3+54 ; 1.56 b 44
! Beans Lo ide dDe . 15,20 1 6,20 | 48
| Feas ¢ 1 1b. } 11.48 E 6.04 ! 53
Tomatoes o . 10,64 }. B.46 61
| Cabbago é 1 hoad :  dd«2d | 8,563 60
; Carrots oA Lb. 4 Be82 0 1,78 ) 47
} Apples.- ¢ i1 Ib. b otk s B.B7. & B
Oranges, Navel 1 dozen 25.74 | 13.87 |, 54
Bananas Z XD, 8.50 : 4.95 58
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Despite the fact that only portion of the totel
consumor's expenditure is considered and despite the limltations
mentioned in the last section, i1t is believed that the trends in
the ‘distribution of the consumer's food £ and year-to-year
fluctuations in the farmer's share are fairly well represented
and accurate enough to warrzht several important conclusions,
The commodities enterln% into the budget are those used in
compiling the Commonwealth Retail Price Index. The source of the
retall and farm prices was the Bureau of Statisties.

TABLE 11,
ANOUNT SPENT BY CONSUMER AND AMOUNT RECELIVED
"BY_PRODUCER Gt 34 FOOD3 COMBINED.

-

-

T Tifarm Value

o

|
! Year Spent by f Recelived by f Margin . a8 percent-
f . Consumer E_Jfgpducer ; : age of ¢

{ s | rpetall valwel

t f £ : £ : £ . Per cent. ,
13958 | 279 ! 6.7 : 11,2 : 37.5 v
| 1954 | 37.5 i 6.7 } 10.8 : 38.5 !
{ 1935 [ 17.9 ' 7.2 ’ 10.7 : 40.3 b
+ 1936 18.0 [ 8.0 t 10,0 ; 44.6 ;
g 188y 18.9 ( 8.9 4 10.0 \ 47.0 {
| To38 {  19l% | 8.7 LR W il
¢ 1942 B2ed 9.2 ; 15.1 [ 41.2 ;
| 19435 22,4 . 10.8 S ) : 48,2 '
| L0 ; 22.3 E 11,2 | o

. |

These flgures are represented graphically in Figure I

(page 60), The first graph £hows how the cost of a typieal food
budget nas fluctuated during the period 1932-1944, together with
fluctuations in eguivalent 2 arm values, The sscond graph reveals
the actual margin between farm value and retail value, while the
third shows the actual properiion of the consumer's food £ whioch
Was received by the farme.., The latter perhaps best illustrates
the importance of marketin: costs in contributing to the final
value of consumer's goode,

It 1s somewhat unfortunate that data for only thirtesn

Jears are avallable, It is difficult in such circumstances to draw
any conclusions as to long=term trends., Experience in other
Countries points to the signiflcant fact that the farmor's share
of the consumer expenditurc is gradually declining and it seoms
.§§g§gb%etthat the same wowld apply in Australia for the reasons
: a-BI'-

E——
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Insofar as data are available, the following interestin
points mizght be noted:-

1, The tendeney of d.stribution margins to remain relatively
stable desplte fluctuations in retail and farm values, In
other words, 1t appcars that middlemen, singly or as a group
appear to be mors successful in their efforts to maintain
charges and revenue, than are farmers in attempting to
sustain farm prices and incomes,

2, In a period of ricing farm prices, e.g., 1833=~1037 and in
the war-period, the m.ddleman's share tends to fall, since
the coste of distribution risé less than farm prices,

S Similarly, when favm prices are falling there is a
tendency for the midilcman's share to rise, due to the
Inflexibility of distribution costs, e.g., 1937=-1639,

4o The rise 1n retail prices in 1942 and the latcr rise in
farm prices may be of some significanee, although the lack
of continulty of the figures may tend to overemphasise the
lag. Thls may represent the effect of war-time inflationary
tendencies prior to the advent of more effective price
control.

Pactors affecting Distribut:ion largins .

The absolute and relative magnitude of distribution
costs frequently appears unreasonable to the uninitiated, The
fact that the margin between farmer and consumer prices 1s
becoming larger leads to charges that distributors are making
excessive prollts or that they are becoming inefficient,

Changes In food margins from year to year are to be
explained by one or more of the followin factors: (1) Changes
in wage rates and other cost factors: (2? Changes in profits and
rates of return to capital invested in marketing enterprises:
(3) Changes in the efficiency of the marketing system, and (4)
Changes in the amounts and kinds of marketing services rendered.
It i1s the last factor which is probably the most significant in
determining long-term trends, A century ago, the farmer in a
commnity produced about all the food that the commnity used.
With direct marketing, costs were low, since trans ortation,
grading, processing and packing were kept at a minimum. With the
growth of urban centres simple methods of distribution no longer
were possible, and the middleman appeared to carry out the task
of purchasing the raw product from the farmer, asgembling,
grading, transporting, storing, processing and distributing the
final product to the consumer, Costs of distribution are high
because of the variety of cervices performed - services demanded
by the consumer, not thrust upon him, Rising costs of distributi
are & measure of service and cualilty rather than of inefficiency

or excessive profits.



