%‘““‘“\N Ag Econ sxes
/‘ RESEARCH IN AGRICUITURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their
employer(s) is intended or implied.


https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/

| o o wvisiowor (€@
o R o ’Hgﬂ‘mﬂ URAL BODNOMioS
N ’ ., : . / . :&V
“NLTED STATES DPPARBMENT OF AGKICVLIVEE 15 - LEBI{ARY
FUS Agrlcultural Marxetlng 5erV1ce'”

AV BT TENT FEA‘lULLE,S OF RISING MARKETING COSTS
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. ' For my assignment in this afternoon's discussion of "What's Behind
- Widening Marketing Drlce Spreads?" the follow1ng quotation prov1des a good
starulng 001nt - o : 3 - ‘ I‘*n N

i

"The flrst questlon that arises is why is 1t that rnta*l prlces have
not - declined in the same proportion as farm prlces, and vhy is it that
the spread between what the producer receives and what the consumer pays
has increased so much in. the past few years? Evidently the reasons are
many and varied, but some of the most important are high freight rates,
high wages, and rents and possibly larger profits to the distributors.
One of the great problems facing this country teday is how can we lower \
the cost of food to the consumer and increase the prloe received by the
producor, which is now cqtlruly too low."

To one rcSldlns in the’ unci01s+ered ha$ls of the' South Bulldlng, USDA,
this statement has a most familiaer ring -- even though it was made in the
year 1922. 1/ Retail prices of food products have declined in the last
few years but not in the same proportion ag farm p; prices. The spread be-
tween what the producer receives and what the consumer pays hag increased.
The reasons for this increase in the farm-retail price spread are many and

oo varied and some of the most important ars high frplght ”Jtus, high wages,
-~ and possibly larger profits to the distributors and processors of agri-

‘ cultural food products. And not much exposure to the current political
campaign is needed to know that one of the "great problems facing this
country today" is how we can 1ncreaqe the prlce recelvei by the producer.

The sallent feutu"es of rlsing»marketlng costs in the last few years
and the public concern over them are neither new nor too much different

from those of some previcus decade: It does not take an exhaustive
review of the "literature" to reveal this. “Bullt—*n maid ¢ erv1cbs" pro-

. ‘vided with food nowadays are not a-new feature but they have received
\ increased emphasis in recent years as an explaxatan for higher costs.
More about that later.- o :

‘

_/ J. H. 4oek Dlrector of the DlVlSlon of Markets, Virglnlu Department _
of Agriculture, quot >d in the Rmchnond Times-Dispatch of FSb 12, 1922. ' ‘
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Paper prOScnt“d at the annual meeting of the American Farm Economics
\Asscciation, Asilomar Conference Srounds, Pacific Grovea bﬁllPO?ﬂla,
August 28, 1956
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We can best examine our subject of rising marketing costs by dis-

cussing both trends in unit marketing costs and aggregate marketing costs.
Throughout this paper I shall use the term "marketing” in a broad concept,
1nclud1ng all activities in getting products from the farm to the consumer
in the form, time, and place desired. 2/ The salient features related to
longer term trends in rising marketing costs will be considered rather than
short-run fluctuations ian mdrket price spreads.that often do not coincide
with actual changes in marketing costs. This paper also is concerned prima-
rily with food products, although many of the conclusions apply equully to -
marketing nonfood agricultural products° o .

‘

7Trends in Uﬂit ﬁaxkotlng Costs

~ The Department's "Market-Basket! statlg*lﬂs are th@ bbst avallable
measure of changes in per-unit marketing costs. These statistics, which
are essentially index-number measurements, compare the retail-store cost
~of a family market basket of farm food products with the farm value of
equivalent quantities of products. The marketing margin —- the difference
between the retail cost and farm value —- therefore measures the charges
made by marketing agencies for the services associated with a fixed. market
ba ke+ of farm food p"oducts bou5at by consumers in =eta_l food stores.

»According to these statistics, the marketing margin {wtich includea
both costs and profits of marketing agencies) has increased markedly over
the last Qecade, with an increase in each year except one. "It is now 20
percent higher - than in 1950 and more than ”G~percen* hlgher “than at the
end of WOrld War II. o : - Y

Most of this widening in price spreads during the last decade, how-
‘ever, came during two periods of general price inflation following World
War II and during the early part of the Korean conflict. Since 1952,
the marketing margin has not risen appreciably — an average of 1 to 2
percent per year. -The farmer's share declined from 47 percent in early

) 1952 to 38 percent by the end of 1955 {as measured by the market-basket
eries) mainly because of lower farm prices rather than hlgher marketing
margins. 3/ This is not a new phenomenon. Marketing margins are chdrac—
teristically less flexible than ferm or r@t 11 prices.

Labor Costs a d Prochtzv1tV

N

In loo&1ng for an explandtlon of what has caused the increzse in price
spreads over the last 5 to 10 years, one quite naturally looks first at the:
cost of labor, the largest cost item. Trends in unit marketing charges
necessaﬂlly are influenced to a considerable extent by trends in per-unit
labor costs. The labor bill of most processing and distributing agencies

\

2/ The rationale of the use c¢f this. d”?ini+ion is discussed in "What Is
the Marketing Margin for Agricultural Products? A Rejoinder" by Harry C. -
Trelogan.and Kenneth E. Ogren, The Journal of iarketlng Apr»-l956g:py. 403-
406, and in other references cited in this article. :

3/ The farmer's share rose from 38 percent at the end of 1955 to 41
percent by the middle of 1956 because of increases in both farm:and retail
prices, illustrating the responsiveness of tbe farmer's share to changes in
price levels. o




,accounts for one—half or more of their gross m;:glns ( difference between -

-3*-—[”“

raw-material costs and gelling prlce) And prices of many materials and -
services bought by’ these firms —=~ paﬁkwplng matcrlals, containerg, fuel, -

~and even advertising —- are to a large dsgree labor costs. Labor- incone

is almost 70 percent of our total national income; with the la“ge element
of labor services presen+ in distribution, this OfOpO“tldn is 11kely to be

“Qas 1arge or'idrger in marketlng food productu.

(

We can be fal ly certaln even befure examlnlng avaliaoie btatlstlcs

'thét tren“s in labor cost per wmit of product marketed are highly correlwte&‘

7ith both trends in houriy eurnlngs and in uwnit mar&etlng charges. -AlQbough
the indicator most ‘often usou to describe changes in labor costs is hourly..
earnings, it is obviously inadequate and sometimes misleading. . Hourly

earnings do not equsl the trend in.average labor cgsb per un1+ if output
per bour worked - that 15, proﬂucthlty —- has change§

V2N

Furt nermore, hourly earnlrws/dre not the total. cost of 1abor, fringe

~ benefits are becoming increasingly importent. Change, in relative amounts

of straight time versus overtime also affect trend in_ the actual labor bill.
But a specific neasurement. of unit labor costs is herculoan task because

of the difficulty of measuring Aautput of” narketlng SusiceS and, to a lesser .
degree, that of est*matxng a total labor bill.® Nevertheless, some tenta-

tive conclu810ns can be nade from available data that I believe are both.

significant and seem- con91stent with reaswnably acceuuable or vat¢oqa1

hyootneses. Y ST N )

N

IL\we start out with ou“ admittedly imgerfeét/measure,of labor co;ts -

: héurly earnlng - we find that wages of employees in food processing and

‘dlstrlbu ion now average abyut third higher than in 1950 and are more-

" than double . the average\gt the end of World War II. While average hourly

'1nf1atloﬁdry periods of l946~48 and 1950~5l.v;The smallest percentage

earnings have ircreased in eacn year over the last decade, the greatest — .
increases in cents per hour as well as ocrcentoge'lse came during the two .-

1n0re%se have occurred ulnce 1953 o e T -

\

Estimates of Tabak costs: per unit. uf HrSQUCt murkuted lndlC¢te an.

””x1n0°edse of less Than Oﬂ“—flftﬂ over 1950 dﬂd 80 percent since 1945 rphege"’

increases dre~¢on81deraoiy less than the wage increagss, but they do corre-
spond. qulte closely to trends in wunit marketing cLarges, It should be noted
that these ueasurements ~f unlt labor cost are likely to _have some upward
biag because additional services may not be reflscted *u¢ly in the. den@m¢*'
nator of our fornula. {(Tnit labor enst is the quotient of the. 1rdeyes of

total cost of labor and of the volume of food products marhetud t)
“dJHEbth 01v111an COQSUPQTS.) 4/ .

'

/ .

Fram 1945 to- 1951 1t appéars that unﬂt labdr cost 1ncreas0d Slléhtlv

’»faster than unit marketlng charges, ‘but since 1951 unit labor cost has tended

to 1anease at - the .same- rate. or slower. . nlSO, @urlng tad eartier Dcrlo un1t

;o .

[ '
P

4/ These btatlstlcp dre given on 9. 7 of Trends in: the Coet of Labor in '

- Marketing Farm Fgod Products, AMS-117, USDa, May 1956 For further de-

scription of some of the labor suuthtlcs USod in ta1s paper see this repuro v

~and "Labor in the Marketing of Farm Food Droducts," Ag?lpultufﬁl\bCunlmluS
. BRessareh, AM UDDA Apr. 1955, )p.\Lc-AQ.— e L
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,labar cost 1ﬁcrea@ad almost as ranlély haurly eamings of frod mgrketing -

‘_with most of +ha+ increase bdtW' eh 1951 ‘and 1i853.

-ment of Commerce qnd the Securities and sxchange uOJ;luSIUQ) Canyaruble

T average volame ser retail-store wo rker.

' Vemgloys the ;argest’aercentage\of food Aafkbtlnﬂ Varxers.

U. S. Devt.-Commerce, Jan. 1956 Jp. 8-20. SR T~

, ',—{,-;
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employees.” 'Since l9‘¢. hQcher, hourly esrnings have lﬁvrbdﬂ“q more than 20
percant WﬂlLu the increase in unit labor cost has been 12 288" thur 10 nercent,

<

{

The. Steady increas e in wage rutes has s- stimulated investments in labor- sav;ng'
macnlnery The cumilative effect >f mul 1—b11*1‘ﬂ-ao¢lar invegtments in new
olant and equipment by marketing firms since World Wer II is likely being

~reflected in an éxpanding rate of )ruduct1v1ty Auring recent years. Since

World Wer II, .during which there was little inve stiment in food markculng
facilities, about 9 billion dollars in capital outle ays have been mwae by 3
£o0d and beverage processors (according to surveys made by the U. S. Denart-

data are not available far the distributive food trades but it is ‘probable

‘that thelr total 1nvesun9n s- are not too fdr behind th;se of the pProcessors.

The effect of th»se ldwge investm entS‘WT the cost structure of corpo=

‘rate business is indicated by the r é’d growth of Ycapital CﬂnsumutLon . -

Lo

allowances" and the ‘increasing prooor ti.n of corporate gross product that

‘- they represent.. 5/ Between' *940 aac 1954, capital consumptiocon allowances

(malnlv depreciation chdrges reported in corprrate tax returns) almost N
tripled while employees’ com»en3at1~ﬁ increased by only about S0 percent, '
although, of course, these labor payments s+ill accomt for the major share

of corporate gross product. (It7 should be noted that these data are for all”’

corporations, not just foad marke Lnt firms. 3

Census data now available ﬁend.to nflrm a substantial 1nPPease 1n

. productivity. The number of employees in food processing reached a peak in

1950 with evidence of a slight decline thcreaf+er desvite a continued in-
crease in total food processed. Total man-hours of productinn workers. have
declined more than the number of employees. In rct%+l food. stores average . -.

-gales volume increagad more than 50 percent between 1948 and 1954, after

adjustment for the higher orice level. This striking incr éase 'n‘aVerage
store volume has undoubtedly brought w1th it a uubstantlal increase in .,

/A - - -

ALt ﬁagh th“se data are too inexact to be oo ﬂpider d cancl' give, the
' dnfe rence that output per unit of labor has increased markedly, particularly
in the last few years, eppears to be consistent with thbr avallable data. = &

. —

Two observations_oﬁ the subject,of iabor costs as a causal factor in -. B

higher marketing costs are appropriate here. - First, trends in hourly earn-—
ings of food marketing employees closely parallel tnc general trend in other

‘industries.  For the most part, food industries follow the pattern laid down.

by "pace-setting" groups; this is especinliy true of the retall trade, -which

v . -

The othbr observatxon concerns tne efpec+ on. farm ariceo of higher-

'1abur costs in marketlng versus the eff 3ct of higher labor income on in-

creasing the demand for farm DO ducts. It is likely that a sizable part -

. of the increase in farm-retail price sprea ds over the last 5 to 10 years is
- attributable to hlbhar labor costs. However, the overall rise-in wage rates

L]

"5/ "“ornarate Pluflus Siznce wor1 Wer I1," Survey of Current Business,

\
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as coupons and trading stemps.

"5 percent of total marketing wargins is taken up by corporate p“vzlts

Trancpartatlan ultu&tl)n Jujy 1956 Dp. 9-23.

of all 1a bur during thisg 3er13d has been reiiecteu in -a much larger 1ncrease

in ‘the totgl purchasing power of labor. To what extunt these force are

auntervalilng ones is almost 1m00551b¢e 0 mctermine._> . ‘ , - )

O+he” Cost Wd"to"s and Profits

TransPthat;an has been JbCUSQLl\thiS afternoon. The rather substantial
increase in rates over the last decade also has been a definite factor in the
increasing marketing margin, especially for perishable products shipped long
distances. Higher transportation charges are not wnrelated to the general
rise in labor cdsts, as the labor bill is a large part of the total costs of
transportation agencies. As is true for dabor, tr(*s)ortwtl n - rates ars not

ecessarlly the real measure of actual changes in tfansportdthn Cfsts.

We nlght wppculate,on several other cost'?uct‘r that are. Mr;o bly'
contributing to higher unit‘murkctlnb charges, alth)uph ;) p”OpDPtﬂdﬂ of
total costs they are not likely to be too significant. Among these are
State and local property taxes and other fees and licenses of all kinds.
Others may include advertising expenditures and promotional gimmicks such

o”1t° are another item that must be considered in cur discussion, .-
because the spotlight is so often focused on ‘them. Generally, less tban

after deHCtlJn for income taxes. Because thev are a rs91dual ltcﬂ, they
are the most varisble item in the whole nicture. The fact that’ profits

this year for a fimm or-group of firms are double last year's rate may .
not be too 1rn1f101nt if-last year's rate was 50 percent below the avcrage
for the preceding 5 years. Moreover, any conc]uvlaps about trends in

‘profits-per‘dullar of sales are not value Juquentp per se about the

profitability of these firms. - Bven though its profit per dollar of sales
mey be less than 1 percent, a firm with a large volume of business and a
rapid turnover may yield a handscme dividend rate and capital gains to
stockholders in addition to ,cdefou salaries and Honaseb to exec"*lvesm
However, returns on stockholders' equity in food trades generally are
relatively modest in comparison with other industries. The essential
feature of profits as they relate to our topic this afterncon is that
profits aoparently have not been a major factor in the widening price
mpvead over the last 10 years. &/ , :

Marketing S ces Versus Marketinﬁ Costs

. Now for what seems to many observers a »o f‘lar ex>lana tion for “lqlﬂg
marketing costs -- the built-in maid services that thS@WJVOS are buying
with their food nowadays. As a factor in increasing the unit marketing -
charges which we have been dlscusswns thug far, these added services neces-
sarily are of minor importance.  The market-basket sevies is designed to -

measure trends in the char ges for a flye“ quantLty »f marketlng,serv1ccs
and does not refiect to any marked degres changes in marketing services

6/ F)r a fartAer discussion of profits in food mdr&etlné see "Trends in
Cuf)”f ste Profits in Marketing Farm FJ”@ Products, The Mz Pkctlﬂghaﬂd

/
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or types and quantities of foods bought by consumers. 7/ True enough,
there has been a gracual upgrading of many foods included in this market
“basket, and any increases in costs assuciuted with such additional ser-~
 vices as washing and prepackaging fresh fruite and vegetatles, slicing and
vitamin enrichment of bread, or even the cowboy cutouts for the kiddies on
the cornflakes packages would be reflected in the marketing margin of the
market basket. Not mesasured are the effects of consumers buylng more
processed, ready-preparedy and convenisnce foods such as TV dinners and
chicken potpies. '

These added marketing services obviously cannot be ignored in any
analysis of trends in aggregate marketing costs. In addition to. the many
built-in maid services bought with foods in supermarkets, consumers now
have more of their meals served to them in restavrents then before World

“War II. Also, a larger proportion of cur food goes through the marketing
system; fewer people live on famms where a large part of the food supply
‘is obtained from their own pr eauctlun. o

The total costs for marketnng farm food ﬁraducts in 199ﬂ‘are est 1mdted
~at over 32 billion do;lars, up from 18 billion dollars in 1946 and 9 billion
dollars in 1940. §/ After allowance is made for the rise in unit marketing
costs and the incressed volume of food handled, a surprisingly small part

of the total inecrease is-left as a residual. Of the 23-billion-dolilar
increage between 1940 and 1955, all but 6 billion 's eccounted for by higher
unit costs and larger volume. 2/ Comparisons based on periods gince 1946
indicate an even smaller aroportion of the tatai rige unexplained hy cost
and volume. ' ‘

Several factors seemingly account for this. Many of the processed and

prepared foods on today's grocery sheives cost little if any more then the
same food in a less highly processed form. Apparently the savings in costly
transportation and storage of highly oer1gnull~ aroﬂucts and, in scme-
instances, substaential economies resulting from new technology have offset
any cost of added processing for many products. Furthermore, the modern
housewife is qt*ll price conscious to . the extent that the convenience foods
that give her the be t bargain are the oneg that have set the best sales
record. Many of the frozen fruits, vegetables, and juices, as well asg cake
- mixes and cut-up, ready-to-cook chicken, are examples of +hese "low-cost!

processed foods with high sales volume.

7/ New products are added to the market basket dnd welghts for individual
products are changed periodically to keep the market basket representative
of current food purchase patterns. Whenever theése weights or the specifica-
tions of the products priced are changed, prices for adjacent time periods
are "linkéﬁ” together as in the procedure used in the Bureau <f Labor
Statistics Consumer Price Index. Further details concerning the calculation
of these statistics are given in "Price Spreads for Farm Food Products,
Revised Series, 1046 to Date" in the Supplement for July-Sept. 1953 of The
Marketing and Transportation Situation. i

8/ "The Farmer's Share: Three Measu“ements,* Agricultural LCAngmlcs-‘
‘Research, Apr. 1956, table 3.

- 9/ Merketing Costs for Fo)d, USDA Misc. Pub. 708, Dec. 1955, p. 1.




i ' . '
L

Closely reldted to the p”ec@dlﬁs argument is the pr00051t10n that the
exotic convenience foods are only a small part of the avéerage housevife's

'food budget. These processed foods in the more: costly forms have not made

great inroads on the so-called staples like milk, breac, meat, egge, and
others vhich make up a major part of most househcld food budgets. Moreover,
many processed products such as canned fruits and. vegetaoles, bread, crackers, -
and otner bakery proaucts are not new - shopplng 1tems to most nouseW1ves.

An increase in proportloq of mpals eaten out Dushes the total markotlng'
bill up faster then any other shift in marketing- services or. charnels, n
because one-half or more of the food-cost is for personal services of meal

preparation and serving. During World War II, meals eaten out increased -

sharply but. in' 1955 purchased mealsg and beverages accounted for about the
same proportion of food expendltures as in 1946, so that meals eaten out
have been less of a factor in hl ‘her marﬁethg coqts 1n recent years.

Ano+h°r Iactor tendlng to offsst added costq of mors marketing services.
ig the increasing importance of meats and animal products in the consumsr's
diet relative to cereal products and potatoes. What, this means is that
while more marketing services are being provided with most individual food
products, consumers have shifted their purchases to product, groups for which

‘marketing resource use is relatively low snd farm resource use is-high. For .

s

example, the volume of poultry and eggs (Wmlghted bV'1947—49 average prices
received by furmers ) marketed for domestic civilian consumptlon 4An 1955 was
40 percent hlgher than in 1946 while the volume of gra*ns used for food
products did not increase any over the last: decaae (reflecting an actual

‘per capita decline). 10/ The red meats as we ell as the poultry =nd eggs

group have increased at ths egpanse of the grains- and fruits and vegetables
groups. On the average, the farmer's share of the consumer's dollar going

. for the two muat*produnt groups is about tW1Cy that of ths othmv two groups.

. (The farmer's share is a rough meas sure' of the relative balance between farm

and marketing resources used in verious prcduct ') Or, measured in another

. manner, the avsrage per pound value of farm food markstings at 1947-49

prlces has increased aboutb 10 percent between 1946 and 1955 bocausp of the .
_shifts to hlgher farm resource products. 11/ -

__/ THQSb st tistics are based on an wmpubl luhbd Agr. Marxet. Serv. index.
Farm food marketlngs equivalent to domestic civilian consumption of foods -
(after deduction of volume of foods consumed where produced end nonfood by-.
- product uses) were weighted by 1947-49 average prices received by farmers.
This index gives the best measure of the changes in volume of inputs of
farm food producto into the marketing systen.' The' trend of this index is.
roughly similar to the food component of the AMS index of volume of farm
marketing or the AMS index of per capita food comsumption multiplied by an

- index of civilian population. The former index does not take account of

changes in stocks, exports, and nenfood uses while the latter index 1ncludes
imported foods as well as ho ae-prndaced foods.
11/ To obtain this measurument, wveighted aggregates comnut@d for the 1ndex

idescrlbed in footnote 10 were divided by the total pounds of farm food prod-

ucts cqulvalent to ClVlLlad consunpulon fme matketlngs of uﬂMdSthully
pfOuuCcd fnods. |

o~
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What does this all add up to? Marketing costs on a2 wnit basis have
increased only moderately in recent years, following large increasés in two
‘earlier 1nilat10nary periods. It is only when the trend in marketing costs
is contrasted with recent trends in farm prices that the recerd may appear
bad. The largest component of marketing costs —— unit labor costs ~— like-

- wise has shown only Woderate increases in the last few years. Con%ummrs ’

are receiving more. and more services with their food purchases, but for

~various reasons the cost of these added services does not appear to be a

major factor in rising marketing costs. Nut tqo least of these reasons is
the increasing e‘;iciency,and‘productivity £ the marketing 5ystem,‘wn1ch

A hasfmade possible more services for given inputs_

Marketlng costs are leely to contlnue thexr steauy rlsa of recent
yeavs.» Congumers seen able and willing to pay for still more service$s with
L their food and eccnomic forecasters do not foresee any prolonged deflaflon
‘that would reversé the upward trend in costs an& DrlCQS.Y»

if there is anw moral to be drawn, itfmay,be that ws should emphasize
the tremendouq progress that has been made and is being made in the job of -
processing and distii ibuting food products. . The age of SfGCidlizatiOﬁ -
has increased the tasks performed by the marketing system in getting food
~on the consumer's tabla relative to those donie by farmers and housewives.
Therefore, the general proposition that marketing and markctlng costs take
a larger and largev share of the food dollar is not incons 1sbpnt w1tn '
progress in a cnanglng and expanding econcmy.




