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PLANT OPERATING LF“ICIENCY IN THE MARKET NLLK INDUuTRY

J. No: Tlnley

v The purpose of this paper is to present briefly some aspscts of one

_ important factor which, while it has been publicized widely and often loose-
ly in the press, has not received the attention from economists it appears
.to merit. Reference is to the position of distribution (processing and
dellvery) in the market~n1lk 1ndustr1es 1/0f the various cltleSe

: An examlnatlon of the,beglnnlng and course of milk wars during the
years 1930 to 1935 and of the efforts of state and federal authorities to
stabilize conditions in. 1ndlv1dual markets seems to warrant the following
‘ conclu31ons- : e

: (1) Although pollcles followed by producers!? assoclatlons may have

- contributed to conditions leading to milk wars, these were in most instences
a struggle among individual distributors to 1ncrease or maintain volume of
output. Milk wars might more aptly be called "milk distribution wars.

. While producers shared largely in the resulting financial losses, they were
- more in the DOSltlon of victims than combatants. '

(2) Even in 1929 the milk distributive systems in many of our larger
cities were oversupplied with processing capacity, and were overcapitalized. -

(3) in many important milk markets in the country the number of sep=
arate distributing agencies increased in the face of 'a llmltod and oftbn
declining total volume 01 oonsumptloﬂ.

(4) The small degrec of success tha attendcd federal and state
stabilization efforts was due 1argcly to the fact that no practical methoeds
“were (or could be) developed to 1mmed1atclv cope with the conditlons result-

ing from the struggle emong dlstrlbutors for 1norcasad volume.

(5) Whlle the pressure upon oubllc authorities to 1nst1tute and- enforce_
marketing agreements and licenses has decreased with the general oconomlc
improvement, the.condition of the distribution systems: in many of the larger
- cities is such as to make further mllk wars 1nov1taole should bus1ness con=

» dltlons again decllne.

: General Economic'COnsiderations.~-¢,Theée conclusions are not intended
~as a criticism of policies of distributors, but merely os a statement of
what appear to be inescapable factse Similar conditions of overexpansion
“and inefficiency are found in large numbers of other important industries
“in the United Statese. In fact, we are so accustomed to such conditions that
we have come to regard them as a mattor of coursg == an. 1ncv1t ble consequence
of Geohomic progress. : o

'-—w-nm——q-——-u-q-—n———---nc—p—_-—-n-———u----.-o--_-n--—--—q---q-n.-—--————-—m——mn--—u-—se——-m

}/ As used in this paper thc term "distribution” as'e ODllvd to markst milk
covers the two separate functions, processing and delivery, both of which are
usually oorformod by the same agency -- the market-milk distributor or -dealecr.
The torm "morket-milk industry" rofers to the systems of distribution in ozch
citye There arc meny common probloms as woll os difforenccs in tho markct-

» mllk ‘industries of various oltlus.
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SRR Thu problom of 1ndustry opcrutlng Cff101uncj in rculltv hns two L
f'dlstlnct though closely related, phasess' The first- Lmbraces the factors
'vlnfluen01ng ‘the internal operating officiency of individual plants measured

" in terms of ~imput per unit of output (phy81ca1) or costs per unit of pro- 4
ffduct~‘2 the. second deals with the correspondenoe between the combined capac=

ities and output of all plants operating in an arsa or industrye- For an

~industry to be. efflclentlv organized it is neceSbary th&b (1) individual
‘plants be operated ‘at as near’ maximum efflclency as p0331ble, (2) the

.; ‘combined capacltles of" all 1nd1v1dual plants be eoordlnated closely with
© available supplies of raw materlals or with potential- market: outlets, and

: ,(5) the industry be supplled with adequate capital to prov1de the nocessary
v‘»proce531ng fdcllltles and to flnance operatlons.:g o e .

s It would seem that an explanatlon of the reasons for 1ndustry in-
“efficiency is to be found in the imperfect functlonlng of ‘our economic

N - machinerye. It has ‘been assumed ‘that the force of competltlon would auto=

" matically insure that each irdustry would operate officiently, the inefficient
- firms being rapldly and surely forced out of operatione Furthermore, it

 "has been assuméd that competition Would cause the benefits of tochnologlcal
 *.1mprovements to- be widely dispersed among consumers genorally in the form
~of lower .prices of costs of service or in the form of ‘higher wages or shorter

~ working hours. For a number of reasons, which will not be enumerated here,

" the competitive force has been so -curtailed that it has failed to perform -

~ this automatic functlon. Many of the benefits of technologlcal 1mprovc-'
~.ments have been hlghly concentrateds Indircctly o large part of these
benefits have been relnveeted in individual industries. cau51ng them to become
perlodlcally oversupplled with procc¢ssing. f‘clllﬁleS¢ E/ From the morc re«
stricted viewpoint of individual’ industries as well as lrom & broand sccial
viewpoint, this tendoncy for periodic cvoromp¢n31on oP pr000331ng capa01ty
‘has 1mportant ooonomlc 1mpllcatlons.f, S v :

” C&pltﬂl is 1nvsstad in processlng facllltles in. mntlcﬁpmtlon that 1t

‘g will earn o roturn (1nterest or: proflt) for the 1nvestor.. In order to earn

“a return,’ the f00111t10s must be used to produce goods.or services which
con be solde If new capltal is invested in an 1ndustry Whlch is already
v adoquately supplied with. fccllltles, the rcsult, as far as the industry as
" a whole is concerned, will merely be the creation of Lacllltles which. can=
' not be used or:-which supplant other fac111tles prev1ously in uses A part
of the capital in 1ndustry'W1ll thus be Wastsd, or ‘the level of return on

"fv_all capital invested 1n the industry will be reduced. Some excess capaclty
cis normally necessary .in all industries as a margin of . safety in case of -

- temporary breakdown of some operatlng units, to meet occasional peak loads,
- and to provide for future expansions Even if due allowaﬂce is made for such
"'necessary excess capaclty, many industrles w111 be found w1th capa01ty far

- . ' r*.”-r, R
.-n-“-_nd“-y‘-u-u-qd&-—g-ﬁﬁfggpb%ﬁ—-vn—*—“m“-uuﬁ-a-d*an-&ﬂ-uhh—-——‘ﬂﬁﬂbnmnﬂ‘

"3/ There are several other measures of operatlng efflclency such as cost .'

- per unlt of_sales or proflt per unlt of 1nvested capltal. :

fV’» é/ Because of the concentration of beneflts of technologlcal efflclency
~there has also been a tendency for industries to be ofersupplied with capitale
~(Ref1nanclng of cornoratlons W1th incredse 1n cqoltal stock and blddlng up

o of stocks )
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in- excess of what is neoessary to care for exceptional needs and exoan51on.,
Such unnecessary 8xcess capaclty is about as useful as milk plaqto at the
»South Pole or service statlons in the Sahara Desert. .

From a broad naLional Welfare v16wp01nt the problem 1s even more

" serious. - Many prominent economists maintain that the tendency for large

. groups of industries to become periodically overexpanded and overcapitalized
in relation to the trend of buying power is one of ‘the main causes of business
depressions, The disastrous effeots upon national welfare of such overexpan=

~ sion are likely to be more serious in the future if it is true that the’

 United States has passed from = state of industrial adolescence to industrial
and financial maturlty.- : -

The welfare of: 1nd1v1dua1 industries and oP the nation as a whole re-
quires that effective machinery be developed to insure that each industry
is supplied with adequate, but not superabundant, capital and that. each
industry is- efficiently organized and operated. - More attention will have to
be- given by those-engaged in- individual industries to the reasons for over=.
exXpansion, overcapitalization, and lack of efficient organization and operation
of individual plants.  This problem appears to be particularly important in
the market-milk industry because of the intense public interest in the dis=-
tribution of market’ milk. Milk is an essential article of food for rich and
poor -- a vital necessity for infants and children.. Thus while many other
" industries appear to be more inefficient than the milk industry, they do
not arouse the intense publlc interest that the milk industry doess If
distributors in individual cities do not or are unable to improve the
efficiency of their industry, they are likely to exoerlence increased public
control or efforts to force reorganization. g/

Many of us view with considerable misgiving the tendency towards ine
creased public regulation of industrys Yet such regulation appears inevitable
unless those engaged in individual industries can themselves develop effecw
‘tive machinery perhaps with public assistance to increase the efficiency of
~ their own industries. The whole problem should be approached objectively
and from a broad industry standpointe This approach towards the rationaliza=-
 tion of individual industries is somewhat new in this country& although. '
considerable progress along this line has been made in several European
-countrles.x : ,

If such an approach is to be possible in the market-milk industry,. it
will be necessary to gather a considerable amount of factual material con=-
cerning (1) the 1mportance of the verious factors. influencing the eff1c1ency
of operation of individual plants& especially the importance of size of
- plant, and (2) the reasons for inefficient. industry organizatione. It will
" also be necessary to develop measures of plﬂnt capuclty und 1ndustry effic~:
,iency. ‘ ‘ , ‘

AN

Plant Operutlng Efflolencyg-- As recbntly as the beginning. of the
World War market milk was hondled almost entirely by hande There were Fow
mechanlcal dev1ces and milk was dlstrlbuted by & 1argc numbor of small coneerns

—--n—u—u—-—--—‘sﬂ«-—n—.o—-Q-—n—n--nmn——“—i‘m-q-unw,-.-n—.-——-ds—'——ud-pu-—--—n-w—-—-—po--u-a—

4/ Similar developments are not unlikely in other 1ndustrlcs,us Wello
The fference is one of urgcncy, not of kinde.
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or by producérso In contrast, a modern milk plant is very completely

- mechanizede This transition has had two importent economic resultse First-
ly, the amount of direct human labor necessary to handle a given volume of
milk has been greatly reduced; or conversely, a much larger volume of milk
can now be handled per employee. d/ Secondly, the volume of milk that can

be handled conveniently and economically in a 31ngle plant has been increased
]greatly. : o

In most hlghly mechanized industries it is found that volume of out=
put is one of the most important single factors influencing the efficiency
of individual plants. Hypothetically, the relation between capacity, volume
of output, and unit operating costs would be as depicted in figure le The
capacity of a plant is usually increased by 1n3ua111ng one or more addi-
tional units of certain types of machlnery at a time. If only one unit
of machinery, with a capacity of 1,000 units of product, were installed,
the relation of output to costs per unit of product would be as depicted
by the first small solid curve in the figure. The lowest cost per unit of
product (or most efficient use of the single unit of machinery) would be
obtained with an output of 1,000 units. Thereafter, due to overworking of
‘“the machinery, costs per unlt would tend to increases If a second unit were
added, the cost per unit of output of operating both units together would be
‘as depicted in the second solid curve and so on until & units of machinery
in all were installed. Thereafter, due to a number of reasons, which will
not be enumerated here, costs per unit of output would tend to increase if
additional units of machinery were added and volume of output increaseds. In -
‘this illustration the most efficient sized plant (or optimum size plant)
would be one with 5 units of machinery and the point of optimum efficiency
would be reached whon all 5 units were operatlng to cqpaclty.

‘ In most industries it is somewhat dliflcalt to detorm;ne Just what

is a plant of optimum size partly because (1) individual plants will be found
- to have a wide variety of capacities and outputs, (2) several other factors
influence unit processing costs, and (3) the point of opbimum efficiency is
subject to change as new machinery and new. processing techniques are intro=
~duceds Thus it may be found that a plant with 4 units of machinery may have
higher unit processing costs than a plant with only 3 unitse This may be

due to the fact that the smaller plant is fully utilizing all its capacity,

whereas the larger plant is using only a pqrt of its capacitye Or the reason
mey ‘be that one plant is new, well arranged, with up=to~date equipment,
whereas the other plant may have been organized originally to handle. a much
smaller volumes As output expanded additional units of mﬁchlnerv were
‘crowded into the old buildinge The machinery and eguipment may be poorly
arrmnged snd much of the oqu1pment relgtlwely 1nefflclent. 6/

_.-—__--.--.u-—-—--—a.--.—-——nn---w——-_--u--a--»——f—-a-.n—a-n--&-u—a-u—w—-y—m——-ﬁ—-&wﬂ-nnm—na—u

‘ 5/ This increase in volume per cmoloyee is not as ﬂre@t £s is ofton tic=-

tured, bectuse sight is lost of the labor 1nd1rect1y omployed in meking

machinerys  There has also been a counter tendency. Labor is now used to

perform services previously unknown and also to perform functions necessitated

by more stringent sanitery requirements: Some of the muchinery introduced
also for the ourpose of safeguurding healths -

Q/ Other factOTS'whloh may lnfluenoe unlt operatln@ costs are type, con=
struction, and orlglnal cost of buildings, machinery aend equipment, wages,
cost of supplies, and so ons. In many instances variations in accounting
practices, especially cost allocation methods, may account for what appear
to be dlfferences in unit processing costs. : :

.}....-}—---—-vq--n—-q-- -q-u-q-nqn-‘—d‘ung*-q-—p*-u-g_n...,-q.————Auu—p——‘—n“-—m——nn———qﬂ—u—énn—!-wn
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“Costs

‘per unit.

Relatlon of Capacity and Volume to Operatlng Costs per Unit
(Capac1ty 1ncreased 1n units of 1 OOO) ‘

Units of output
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Unfortunately very llttle comparable data are available as to factors
influencing unit costs of procesolng market milks Some data are available
&5 to distribution costs in some markets, but these have been prepared for
- other purposes, Z/ and are not sufficiently detailed to throw much light

upon the problem of efficiency. It is difficult to so correlate the infor- .
mation in these various studies as to determine the influence of volume and
other factors upon unit processing costs or to ascertain the behavior of
different items of costs (labor, fuel, depreciation, etc.) with varying
volumes of output. Other studies have shown that some cost items remain
relatively constant regardless of volume, others decrease for a while and
then increase rapidly with incresse of volume, whereas others continue to
decline almost indefinitely as volume is increased. The relative importance
of these various cost items and their behavior with changes of volume deter=
mine the shape of the total cost curve.

It is often claimed that a small plant may be operated just as effim’
ciently as a large plante. Is it true that volume of output is an efficiency
fagtor of minor importance in the pr009331ng of market milk? Isn't it
possible that associated with size there is often poor arrangement of plant
and equipment and old machinery? Many small plents are new and well arrangeds
Many old plants are like Topsy ~- they just growede It is also contended
that size is of little importance, because in any case processing costs
account for 40 per cent and less of the total costs of rebail distribution
and in most cases vary from only say 2.5 to 3.5 cents. While the absolute
variation may be small in cents, the percentsge variation is greate Also
there is no assurance that the lower figure in cny market represents the minimum
possibleprocessing costs with the most efficient possible type of plantd

Delivery Efficlencye==- It would seem that the opportunities for re-
duction of unit delivery costs with large volume per delivery unit are more
limited than in the case of processing costse There are definite limits to
the volume that can be handled per truck or per delivery mane. Within these
1imits, however, there is room for wide varis tions of delivery costs depends
- ing upon the number of points carried per truck, type of cquipment used, miles
troveled, etce Under actual operating conditions s greator absolute differ<
ence is usually found between high and low retail delivery costs than in
processing costs, This is due partly to the fact that delivery costs account
for o proportionately larger share of the total costs of distribution and
partly to the fact that there are wide vo rlatlons betweon the numbor of points
carried per delivery quon, in type of cqulpmcnt used, and in deliveries per
stop and por mile,

Even in regard to this function the advantage appecrs to rest with
plants handling o large volumee Thoy are in a better position to so arrange
their delivery routes over o period of time as to insure delivery of the
lorgest number of points per truck, per mile, and per labor hours

There are other costs indirectly associated with delivery such as
selling, consumer contact, and advertising which should be considered in .
conjunction with delivery costse These costs per unit seem to be amenable '
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z/ For example, Spencer's study of research in costs of distributing milke
Jours Farm Econe 17 (2) 1338~ 551. 1936, '
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to considerable reduction with increased volumee. This phase of distribu-
tion is usually the one which arouses most public interests The overlapping
of delivery routes, even in outlying scattered delivery areas, is patents
Very important reductions in distribution costs could undoubtedly be
effected, if there were fewer and larger plants. and if overlapping can be
reduced to a mlnlmum.

Industry Efficiencye-- The problem of industry efficiency is to so
coordinate all phases of the handling of milk in a particular market as to
insure the lowest possible unit operating costs. " This involves consideration
of procurement &/ as well as processing and delivery costse With lmowledge
of the factors Influencing unit costs of distribution, it would be neces=
sary next to analyze the actual relation between the combined capacity and
output of all plants in the market and the total peak load of distribution
for the market as a whole and also to determine clearly the ressons for the
present condition of affairs, -

°

If data relative to the capacity and volume of output of individual
distributing plants could be cbtained for a large number of cities, the

actual organization of market-milk distribution in individual citics would

be found to conform to the general pattern shown in table ls In this illus=-
tration it is assumed that 100,000 gallons of milk are distributed daily and
that the optimum size of plant would be 25,000 gallonss Under an idcal system
of distribution 4 plants of optimum size would handle all the milk distributed,
Actually, however, it would be found that very few, if any, plants in a mar-
ket are of optimum size; the capacity of the majority of plﬂn is woll

below optimum size; vory few plants are operating to capneity, and finally,
the combined capacities of all plants operating in an arec are grootly in
excess of the total volume of milk boing distributed dailye

In the study of the milk market of thu citlos on the cast side of
the San Francisco Bwf\wi was found that the combined capacity of, 20 plants
in 1930 was 85,000 gallons, wheroas tho peck volume of milk distributed in
the ares wos 35 000 gallonss In 1935 the mumbor of plants had increased to
30 while the totwl volume distributed daily had doclined ncarly 10 per conte
Similar conditions exist in practically every other mojor milk morket in
Californin, and probably in numocrous citics in other statess Theroc was o
considerable excess of capacity in 1930 and the n031tion hed become still
less favorable in 1935,

It is probable that o similar excoss of capacity oxisted in 1930 in
respect to delivery equipment. Many firms hoed delivery routes with too
smell o number of points and in addition individual routoes covered too wide
o territorye The decline in efficicney of utilization of delivery cquipment
between 1929 end 1935 was os great, or grocter thany the decline in the

utilization of processing capacitye It is difficult for a distributor to
" rearrange his routes even if the volume of sales decreases materially.
Individual routes would continue to be operated at higher unit costse In
fact, costs of selling and delivery may be increased still further, if
distributors attempt to maintain sales by 1ntenolfled advertising and sell=
ing activities. .

-—---q—-—p---—un——-‘u—nm-——--.—n-——-.--ow---u—n-—-—-—-—-—-—u---m——-—---u-----u—p-nc.——

8/ In many markets Drocurement or collection and hauling of milk to city
plants is very inefficient, especially where céuntry assembly plants are oper-
atedes Material reductions in procurement costs could undoubtedly be secured
in many markets, if the procurement function could be rationalized.

. g/ Tinley, Je« Ms, and Martin Hy Blenk, An snalysis of the Fast Bay milk
merket. California Agre Exps Stes Bule 6534:1-110e. 1932«
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TABLE 1

Ideal and Actual Orwenlzatlon of Dlotrlbytlon in , 

Peak dally productibnv
Optimum size plant

R

Number of optimum. 31ze'fi

plant necessary

i

- “Actual organlzatlon;-'V-"

» 8 Hypothetlcal Milk Nﬂrket

100 000 gallons
25 OOO Wﬁllono‘

" Plant Nos

Output

O @30 G W

Tdtals :

- -20,000
f'Z0,000

15,000

15,000

15,000
15,000
10,000 |

,'f'?lo 000
©~10,000

b o s,000

’,5 000

stoon

- 5,000
5,000
3,000
SL3,000
3,000

3,000

% 2,000
2,000
1,000
"fl 000

" Caproity

15,000
13,000 -
10,000
8,000

- 7,000
7,000
-~ 6,000
- 55000 -

- 4,000 -

4,000

- 3,000
3,000

2,000

- 2,000 -
2,000
L 2,000 o}

1,000

1,000
1,000

600

400

180 OOO

100,000

T
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, - Why are the distributive systems of so many of our larger cities in--
g efflclently organlzed from an: 1ndustry'v1ewp01nt? If volume of output is
~an important foctor in reducing unit processing pnd delivery oosts, why do 7
not operators of small pluntg or of plunts Wltn unused cwp 01ty expand their
'ou’cpu’c? : B 2 :
: : { :
: In most industries therc dre fairly deflnlte llmle beyond whlch thu
: comblned output of all plwnts cannot be expanded.; These limits are deter-
- mined either by the source and density of supplies of rMW'therlals (or .
other factors of productlon) or by the potentinl market outlets. For in-
“stonce, in isolated butter manufwoturlng areas the output of all plants
combined is limited by the supplles of milk fat produced in the surrounding
territory. In most milk murkcts there are usually ample supplies of market -
milke The limiting fa ctor at wny one tlmo is the volume of milk consumed
by the populutlon of the market area, Velther the size of the market nor
tho per-cnpltq oonsumptlon in thﬁt arex can Dbe 1noremsod ot saort notloo.

Each Lnd1v1duﬂ1 dlstrlbuuor thus flnds his' “blllty to 1nor@sso th
output condltlonod and circumscribed by competition with other dlstrlbutors o
in the same aren for & share of a limited market outlets Unless the total
volume of milk distributed in the crea increanses, any increcsc in the output.
of a 31nglc dlstrlbutor must be ot the expense of other dlstrlbutors in the
markets : - o ' S ‘

“There appear to be four ‘mothods by whlch 1nd1v1dugl dlstributors can
attemnt to ex p“nd their volume. of output. : o

(1) Inoregsed Adver'blsinb and SGlllH” AQthJtleo-- During the past
decade or two this hns becomec one of the most common methods adopted by
individual operators to increcse volume of sclese - Fxcept for tho value of
advertising in increasing the total volume of ‘consumption, this method has
two distinct dlsadvanu“ges. Other operators can adopt similar measures and
an -immediate increase in total distributing costs resultse Unfortunmately

a good deal of advertising of brand names appears to have had a negative
result in that individual distributors in placing their brand names before
~the public have implied that the milk hondled by their compotltoro is of
.poor qualitye This has tended to create a distrust in the minds of consumers
as to the purity of all milk. ‘Advertising and educationcl work of dairy .
councils has undoubtedly been a- factor in increasing the consumptlon of mare
ket milk but it has not resulted as a rule in dlffercntlwl beneflts for
individual dlstrlbutors. e ‘, ; :

_ (2) Qu llty and. Sorv1ces.~- A decwde or two go the improvement of
quallty'was undoubtedly an important means of increcsing saleses At the

‘present time, however, the relatively rigid sanitary requirements enforced .

. in nearly all important milk markets are o guarantee of the quality of the
. milk handled by all distributors. The runderlng of additional services has
 the same disadvontages os incrensed advertlslng. The prﬁctloes adopted by

one distributor 1ncre se bls GXDGHSuS and, moreoever, c“n bu,“dopted by hlS‘

competltors., S R ‘

E

: . (3) Prloe Cuftlng.—- Thu 1ntroductlon of 1 bor-sav1ng mﬁchlaory in
market-milk distribution has undoubtcdly resulted in some increcse in effigc=
iency per employec ¢ and hbnoo should have been mcconp nlod by a decrebse in-

1
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unit costs of distribution and in distributors? mergins. 39/ Actually,
however, distributors! margins have not declined to ony extent over the

past decade or twoe If anything, they have tended to increase. Unfortun-
ately improvements in individual types of machinery, while marlked in the
aggregate over a period of time, were of only minor importance in any one
year in decreasing unit operating costs, For example, let it be assumed
that over a period of 10 years, improvements resulted in a full cent decrease
in unit operating costss During any one year, however, the effect on costs
msy not have exceeded 1/5 of a cent. :

In the market-milk business prices to consumers are usually changed
1 cent. at a times The margin-of profit plus the saving per quart in any
one year would be too small to permit a full cent decrease in the retail
prices Such a decrease would probably convert a profitable business into a
losing propositions As a result, very little if any of the improvements in
technological efficiency in the market-milk business were passed on to cone
sumers in the form of lower pricess. A part may have gone to labor in the
form of higher wagess The bulk went to increase returns on operating
capital, and was in a number of instances capitalized in increased issues
of stoek or used for purposes of expanding facilities.

Another development, characteristic of industry generally, during the
20ts tended to prevent benefits of technological efficiency in the market-
milk industry from being reflected in the form of lower prices == the
emphasis placed on stabilized (administered) pricese In a large number of
milk markets retail prices remained practically unchanged between 1922 and
1929« The increaso in population as well as per=-capita consumption resulted
in a continual expansion of the total volume of milk consumed in individual
markets. at the stabilized pricese As all distributors shared in this
increase there was little incentive to reduce prlooS«

(4) The Merging of Plantse=- Up to 1929, apart from tho general in=
crease in consumption of milk, most increases in volume per plant resulted
from what is known as the consolidation or merger movement. Large and
finsncially strong distributing concerns bought out and closed down several
smaller plantse The milk previously handled by the smaller plants wes
concentrated in one large plant, This undoubtedly resulted in a material
‘decrease in the unit costs directly incurred in distributione. Howevery as
retail prices were not decreased the benefits of such consolidation. were
largely capitalizod or resulted in an enhanced reoturn on capital investedse

During the period 1922 to 1929 the total velumc of milk dlutrlbuted
in each market incrensed substantially wherecas the combined capacity of ine
dividual plants showed some declines This resulted in a more efficient
utilization of physical facilitiess¢ In the face of this development the
investment of capital in the market-milk industry increased materiallys In
the merger movement the larger distributing concerns purchased not only the
tangible net assets of the smaller plants which were closed down, but also
paid substantial sums for goodwill (table 2), Thus by 1929 and 1930 a large
part of the 1nvestment in the mllk—dlstrlbut1n¢ systenis of 1nd1v1dua1 cities

n~—-nnu—n-—--nw--n——-q—h——0-———m-ﬂ—q—~—qn~-—n-u-—u-—--g-———d—n—_—nh-—n—nnq—n

10/ The introduction of certain types of machinery {pasteurizing, coollng)
tended to increase process sing costss They constituted additional stages in
processing, necessary to safeguard quality.
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was in the form of goodwille It is an anomaly that while goodwill may be

an important asset for an individual firm, there is nc such thing as the
goodwill of an industrye. If a large part of the investment in an industry
is in the form not of tengible operating facilities, but in the form of
goodwill, that industry is carrglng a top-heavy capital structure -~ watered
capitale v . N

It would seem that this capitalization of the benefits of increased
efficiency in market-milk systems was cne of the main reasons why these
systems were in such poor shape to adjust themselves to the changed condi-
tions brought about by the depression. Distributors at first attempted to
keep their margins wide enough to insure a return on ca01tal stock equal to
the returns paid prior to 1930.

New distributing firms, entering milk markets since 1929, were able to
operate on a much lower investment per unit. They were able to purchase (or
rent) land, buildings, and equipment at considerably lower prices than had
- prevailed prior to 1930. Furthermore, they started in with output adjusted

more nearly to capacity. These two factors tended to a considerable extent
to offset the advantages the older firms had in a larger volume. As the
depression advanced, the unit costs of distribution of the older firms
tended to increase with a widening gap between capacity and output, whereas
in many instances the unit operatlng ewpenses of the newer firms tended to
decline, .

These factors applied to market-milk systems generallys, In individual
markets there may have been, in addition, several local factors contributing.
to the inefficlent organization of processing and deliverye

Industry Reorganization.-~ The next step appears to be to determine
for an individual market what would be the ideal or most efficient system of
distribution for thﬂt markete '

_ Even if definite data were available as to the theeretically optimum
size of plant, many small markets could not support one or two plants of
optimum sizes For example, if the optimum size were found to be 25,000
gallons daily, many markets would have a total volume of say 35,000 gallonse
Two plants of optimum size would result in unused capacity of 10, 000 gallonse
Moreover, one plant of optimum size and another of 10,000 gallons capacity
may actually result in higher average unit costs of distribution than two
plants of 18,000 gallons capacitys Under the conditions of the market
then the processing wouldbe most efficiently organized with two plants of
less than optimum capacity.v

Proc6831ng costs must be considered in relation to delivery costs.
In many markets in which population is w1dely scattered delivery costs may
actually be higher if all milk is processed in a single plont than if two or
three plants were located in different parts of the markets Somewhere along
~ the line decreasss 1n'pr006851n costs with increased volume may be more
then offset by increases in delivery costss -The objective should be to
attempt to strike o balance so that proce531ng and dellvcry costs combined
are the lowest possibles

Even if the most efficient system of distribution for a mwrkot could
be determined, the problem yet remnins of developing a sa tlsfngtory plan of
transition from the present to the improved form of organ aqtlon¢ This
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transition when started should be nccomplished rapidly and in such a manner
to insure immediate and substantial reductions of operating costs and
margins of distributions If the reorganization is to result in relative-
ly permanent improvement and market stability, the benefits of the rsorgan-
ization as well as the benefits of fubture technological improvements should
largely be passed on to comsumers in the form of lower pricess 1&/ If lower
operating costs ags o result of increased efficiency are not sufficient to
warrant a permanent reduction of retail prices, such prices may be changed
© occasionally or rebates may be made to consumers periodicallye Unnecessary
capital facilities would have to be written off and returns on the balwnce
kept to o moderate 1cvel, say not to exceed 6 or 8 per. cont.

It is obv1ous that reorganlzatlon cannot be effected by the gradual
competitive process leading to the elimination: of,znefflcqent plantse This
process has not beeén successful in the past and in any case any lowering
of unit operating costs is likely to be too slow and protracted to permit
of any reduction in margins of distributions Furthermore it may take so
long that the next depression would catch many markets in little better shape
than they are at present, Industry efficiency studies, if they are to prove.
of any value, should be followed by conscious planning =~ the progess of
elimination is not planning and if this force is to be relled on, 1ndustry
efficiency studies would be just so much waste effort.

If 1ncreased end more severe publlc control and regulatlon are to be
avoided, it would seem that the initiative would have to come from those in
the industry, distributors themselves or distributors in cooperatlon'w1th
producers and representatlves of the general publlc. 12/ :

The most fea81ble procedure Would appear to be for groups of plants
to be amalgamated. The less efflclcnt rlants could be closed down and the
volume concentrated in.one or more large and well-planned units,  If none
of the existing plants is suitable it might be better to erect new plants
rather than to expand poorly-adapted plantses Such reorgan1zatlon would
prove most successful if undertaken by all the distributors in a market.
However, the same end may be attained if the plan is carried out by a small
group of distributorse If through amalgamation they can offect a material
reduction in unit distribution costs and of mdrglna, other dlstrlbutors in
tho market may be forced “to adopt similar measurese

Partlclpatlon of other 1ntercsted parties and especially of the general
public in inaugurating plans for more efflclant systems of distribution ap-
pears to be of the utmost 1mport&ncc,»1f not esoentlal. Many students of
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ll/ Part of the benefits may be passed to umployaes in the form of higher
wages, shorter working hours and buttor worklng ‘conditionse In some markets
somewhat higher prices could be paldAoroduccra. There appear, however, to be
fairly definite limits beyond which prices to producwrs cannot bo increased
without encourawlng an increase of productlon' :

12/ Coopuratlve distribution of milk by producers! or consumers! organlza-
tions docs not appear feasible, at loast in the noar futurce Distribubion
of milk by producers! cooperatives has not proved too successfule Where
associations have operated, thoy cxlstod merely as only onc of several
distribubing agencies in a market and 'in very fow 1nstanccs have they been
in a dominant or controlling positions :
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the market-milk industry doubt the ability of distributors to get together
except under the urge and guidance of some public authority. Many ration=-
~alization plans in European countrics wore consummsbed only with government
assistence and often only after consisteont govermmental pressurecs In any
caso another problem is likely to arisec unless the general public is fully
cognizant of developmentse In the past combinations and large firms have
‘been viewed with considerable suspicions The public docs not distinguish
between quasi-monopolics based upon efficiency and monopolicse An offec~
tive systom of public relations would have to bo developede If producers
and some public agency assist in and are familiar with the purpose of re=-
organization, it should be easier to discourage new distributors from enter-
ing a market, in which distributing plants arc operating efficiently. Such
reorganizations may not prove ideal, but thoy appear to be a workable and

sane approximotion to ideal sysbtems of distribution for individual markets.



