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PREFACE

The preface to the third edition of Qutlines of Marketing has first to
explain the chunge of authors. Professor Robert B. Jenkins has been
promoted to Assistant Dean and is primarily interested in exccutive
work. Professor James C. Drury is now teaching the more advanced
and speeialized courses.  Their interests in a book on elementary mar-
keting are, therefore, no longer active. In their places as coauthors are
Professors Harold A. Conner and William L. Doremus, who are both
members of the Department of Marketing of New York University and
who gave valuable assistance in the preparation of the earlier editions
of this text.

The plan of the text has not changed with the new authors. The pri-
mary aim is to study the interests of consumers—their likes, prejudices,
and customs,  This leads to a discussion of sources of supply, which in
turn leads to an explanation of why the channels of trade remain so
nearly eonstant, as shown by traeing goods from the place of produe-
tion to the places where they are consumed.

The sceond part of the hook, as in previous editions, has been given
over to the problems of produeers in securing distribution for their
products. An attempt has been made to keep the material within the
limits preseribed for the first two editions. It is not the authors’ wish
to present an eneyelopedia on marketing in one text.

Much new material has been substituted for old, and two chapters
have been added.  One of these is concerned with merchandising and
sales promotion, the other with the U.R, as a market.  Approximately
fifty per eent of the material i this edition is new and brings the sub-
jeet matter up to date. The ehapter on merchandising and sales pro-
motion summarizes the best thought pubhished on these subjeets as evi-
denced i work in these ficlds, Previously the two subjeets were
treated as i they were parts of the same activity. The present book
treats them as two distinet subjeets. Their importanee is such that in
muny cases they will be coordinate with advertising and salesmanship,
The purpose of merchandising is to make the produet better, more at-
tractive, more serviecable, and in general more aceeptable both to con-
sumers and to distributors. Sales promotion deals with buyers rather
than the produet, filling the gap between advertising and salesmanship.
It has been said that sales promotion tends to bring the interest of the
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vi PREFACE

‘consumer to the merchandise, while merchandising helps to move the
product toward the consumer. While this idea is not new, it has
not been given sufficient prominence heretofore in the literature on
marketing.

As before, charts and statistical tables are used profusely. They
present a great deal of information accurately, definitely, and in de-
tail in a small space. The long tables may at first look forbidding, but
it is the authors’ belief that a little study will arouse considerable in-
terest in them. Many answers to questions of widespread interest may
be found in these tables. This material has particular value for stu-
dents who enter into rescarch work, for they will find that most of the
data with which they work come in some such general form.

The authors have striven to avoid writing a text that is too descrip-
tive. Reasons for conditions and explanations are given wherever pos-
sible, and the continuity of cause and effect is kept as clearly in mind
as possible. The first edition was unique in its approach as deseribed
above, and both revisions have carried out the same idea. It has not
been the purpose of the authors to write just another book on market-
ing—there are many well-written books on that subject already. The
idea has been rather to make students of marketing and to prepare stu-
dents who are so inclined to enter the field of marketing and do accept-
able work. For other students who expecet to follow different vocations
but who feel that a general understanding of marketing is necessary, it
presents a broad view of the subject.

The authors have received much help from their colleagues in the
planning and arranging of materials. Particularly has Professor
James C. Drury given valuable suggestions concerning the general
plan and graphic illustrations. Edwin Wigglesworth and Frederic
Glade have both liberally contributed ideas which make the book more
teachable. To Dean G. Rowland Collins goes our appreciation for a
very complete outline of marketing when the first edition was written.
Since that time over seventy colleges and other higher institutions of
learning have used the book as a text. This has led to much corre-
spondence and many interviews, all of which have been helpful in the
preparation of this edition.

Hueu E. AGNEW
HaroLp A. CoNNER

WiLLiam L. Doremus
New York, N.Y.
June, 1950
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CHAPTER 1
THE FIELD OF MARKETING

200 Years of Progress.—The business of marketing is the most re-
cent development in the field of commerce. One needs but a brief
glimpse into history to see how slowly the United States developed
commercially until about 100 years ago. It was two centuries after the
scttlement of Jamestown before Robert Fulton launched his steamboat
the Clermont. It was even longer after the Puritans settled in Mas-
sachusetts that the first railroad train was operated on tracks in the
United States—from 1620 to 1831. Chicago was not connected with
any Eastern city by railroad until after 1850.

At the close of the Civil War, three-fourths of our population lived
on farms. Those along the Atlantic coast depended largely on supplies
which were brought in by ships. Many of the farmers, particularly in
the South, even had docks where a boat could unload on their own
property. With general farming west of the Alleghenies there were a
few canals but farmers mostly depended on streams for shipping their
produce and obtaining their supplies. Railroads had been extended to
Pittsburgh, Detroit, and Toledo by mid-century. For many years the
bulk of the corn crop was made into whisky, which was stored in hogs-
heads holding two or three barrels. These were rolled along the high-
ways and over the mountains on the way to markets. Horses were
provided to drag them uphill, and they were then rolled down on the
opposite side. From this practice we have the expression a “rolling
country.” This same method was used in hauling tobacco to the
markets.

Farmers, until after 1870, produced practically all their own food
and the materials for making a considerable part of their wearing ap-
parel.  Meat, poultry products, dairy products, fruits, and vegetables
were all home-grown.  The same was true of sorghum, from which mo-
lasses was made. Where the crop needed processing, the farmer
would take it to the nearby mill, such as the sorghum mill, the cider
mill, or the grist mill. These various mills were paid in toll; that is,
they retained purt of the finished produet as remuneration. That was
also true of the sawmill and the carding mill.

The farmer’s wife dried fruits and vegetables to be used during the

1



2 OUTLINES OF MARKETING

winter months. There was practically no canning at that time. The
housewife made cheese and churned butter. Groves of maple trees
produced a few pounds of maple sugar, and the few hives of bees pro-
vided honey. These in addition to the cane molasses took the place of
sugar.

The farmer retained a few fleeces of wool from the clip and took
them to the neighboring carding mill, where they were converted into
rolls. These were returned home and spun into woolen yarn, from
which various garments were either crocheted or knitted. In a few
homes there was a limited amount of weaving.

The cobbler, or tanner as he was often called, came to the farm
about once a year and tanned sheep pelts, calfskins, and perhaps a
cowhide, from which he would make boots and shoes for the family.
The dentist also visited the home and performed whatever dental work
the family needed or whatever they could be persuaded was needed.
Dressmakers or seamstresses came to make the women's clothing. The
fabrics for clothing for both men and women were usually bought from
pack peddlers. These peddlers had a square of ticking into which they
packed a few pieces of cloth—calico, sheeting, gingham, or woolens—
and a few notions such as buttons, thread, and elastic tape. One of the
difficulties in dealing with a pack peddler was that he had to be paid
in cash, whereas the shoemaker, dentist, and the town editor would
accept some produce from the farmer in exchange for services ren-
dered—firewood, a quarter of a sheep’s carcass, fruit, or vegetables.

““The Good Old Times.”’—Some of the shortsighted critics of our
present system refer to the “good old times” when the houschold dealt
directly with the shoemaker, with the miller, and with the sorghum
mill. It is pointed out that producer and consumer were then ac-
quainted and that better service resulted. To extol that system of
trading is to admit the greatest ignorance of our present-day market-
ing system. The grocer carries some 2,000 different items; the drug-
store and the hardware store each carry many more. All of these are
used in the household in course of time. These various items are now
available at reasonable cost and in adequate varieties. How could a
family, such as that of a realtor in Keokuk, lowa, possibly know of
the hundreds of sources from which his household supplies come?

Obviously, it is no longer possible for the buyer to rely on his per-
sonal acquaintance with the producer as a guarantee of satisfaction.
The greater the distance the factory is from the consumer, the less op-
portunity there is to have a firsthand knowledge of the processes by
which goods are produced. Strange goods, unnamed and unsponsored,
are received with a skepticism comparable to the reception accorded
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individuals who present themselves under similar conditions. Known
goods, even where the acquaintanceship is by name only, are preferred
to similar goods of a nondescript character. So the very distance that )
our present manufacturing system has forced between consumers and
manufacturers has called for middlemen and for new types of sales-
manship that were unknown in the days of face-to-face dealing with
the miller and the carder and the shoemaker. Furthermore, it has
developed higher standards of morals in trade. Under direct dealing,
where the maker in person sold the consumer, each regarded it as legiti-
mate to deceive and overreach the other. Now the universal rule is
that unless the buyer is reasonably satisfied, reparation must be made.
That is good business, as well as good morals.

If goods were still made by hand processes, there would be far less
congregating in cities or in factory districts. Instead of great shoe fac-
tories established in the centers of populous districts, there would be
many shoemakers in each city, as there are now many barbers and
hairdressers; but that kind of manufacturing would not lead to special-
ization or to the economical production of more complicated machinery
which is now extensively used in the home. If vacuum cleaners had to
be manufactured by handwork, they would be so expensive as to be re-
stricted to the very wealthy. The same thing is true of electrie refrig-
erators, sewing machines, automobiles, and practically all the electrical
equipment and many of the other products used in the home. Thg
great problems of our industrial system center about securing the righ%
amount of goods of the right quality at the right time and in the right"
places.

End of Home Manufacturing.—With the coming of manufacturing
plants, the home divorced itself from the factory. This has come about
in all walks of life. It is no longer the city people who buy their food
in tins and cartons or frozen in packages. Most farmers buy their
baked goods, at least bread, and many have no gardens nor do they
keep poultry. They find it more convenient, and perhaps cheaper in
the long run, to purchase prepared foods. It is not always a matter of
convenience, and possibly economy, but people have learned to like
and demand many foods with which they were wholly unacquainted at
the end of the Civil War. Oranges from Florida and California are
staples in the home. The same is true of dates, olives, and many con-
diments that were unknown to our grandfathers. Flour, now bought in
sacks, no longer comes from the local grist mill but instead from the
great milling centers of Kansas City, Minneapolis, and Buffalo. Boots
and shoes are manufactured in a few centers such as Brockton, Mass.;
Milwaukee, Wis.; and St. Louis, Mo. When our grandfathers went to
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the shoemaker, they had at best two choices—light leather and heavy
leather; and similarly were the other members of the family restricted
in making selections. Now there is such a great variety of styles that
it is bewildering. Yet shoes made in the distant factory are currently
bought for less money than those which are custom-made at home.
The delicatessen and rotisserie are new types of stores that have been
developed this century. They prepare and supply foods, and the
writer has even seen an order of hot mashed potatoes and gravy sold
over the counter to be taken to the apartment and served within a
few minutes.

The colonists had practically no tinware. A few utensils made of
pewter and a considerable amount of pottery had been brought over
from the old country. Pails were made of wood by coopers, somewhat
like kegs. Then two brothers who had been tinsmiths before immi-
grating to this new country settled at Meriden, Conn. Missing the tin-
ware with which they were familiar, they imported a few sheets of the
metal and began making basins and other utensils for the kitchen.
These were sent out by men on horseback, who peddled them from farm
to farm. It was several years, however, before the makers were able to
induce stores to stock this merchandise.

These are just a few of the numerous items that have been slowly
developed over the years. Now sewing is practically a lost art in many
homes; canning and preserving fruits are seldom practiced in the
kitchen; and wearing apparel is made in the factories in urban cen-
ters. The striking difference is that until the age of the automatic ma-
chine, the assembly line, and the interchangeability of parts, with the
designing and installation of specialized machines, goods were always
scarcer than the demand. These inventions were the cause of the in-
dustrial revolution, which started in England a century and a half ago
with the introduction of machines for the textile industry. Now, in
ordinary times we can make more of most products than the people of
the country will buy and use. Our economic problem has consequently
become one of selling and distributing the output of factories rather
than one of searching for wanted goods.

Climate and Soil Influence Population.—The wealth of our people
is ultimately derived from the soil. When the Puritans first came over,
they found it very difficult to cultivate a noncooperative New England
soil so that it would yield sufficicnt food for their survival. Subse-
quently, they took to trading. In the Virginia colony the colonists dis-
covered the weed tobacco, which had found a popular place in England,
and as it was the least difficult crop to grow and produced the highest
revenues, the Virginians became great tobacco raisers and exporters.
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That propensity for producing something with the minimum effort and
the maximum return for the work expended has been followed through-
out the country.

As the new settlers pushed over the mountain regions they discovered
an abundance of fertile valleys. Some of these were surrounded by
such high hills that it was almost impossible to transport goods in and
out. Corn was the most productive crop, especially when it was con-
verted into whisky. A governmental restriction in the early days led
to the “Whisky Rebellion,” and although the rebellion was sternly sup-
pressed the inhabitants felt, and still feel, themselves deprived of a
valuable resource in that they were not permitted to make “corn
likker” the one way in which they could market a cash crop profitably.
In spite of restrictions, however, the trade was carried on illicitly by
so-called *“‘moonshiners.” who have not been alone in finding social and
legal restrictions galling when they have tried to promote a business to
which they believed they had a right.

Only Surpluses Go to Market.—With primitive people there is usu-
ally no surplus. They can raise vegetables and fruit but are interested
only in what they consume. The booty of their chase is usually insuffi--
cient to supply their own appetites.  The same 1s true with fishing,
In this type of primitive life there would, therefore, be no such thing
as muarketing.  In modern living, however, the farmer, the truck
grower, the rancher—all supply a much greater abundance than they’
can possibly use. These surpluses must therefore be marketed.

If each distriet or cach eity manufactured only the items that it
needed, there would be very little marketing.  But even the superficial
observer is aware that this situation does not exist. Each city must
buy from other cities; each state, from other states; and each country,
from other countries.  Paper can be made only in those few districts
where the water supply is adequate and sufficiently pure for paper
manufacture. In the production of iron and steel it is necessary that
coal and iron ore be either in the same district or so located that trans-
portation charges to the smelters from the mines will be moderate.
Hence our steel centers have been situated in the Chicago and Gary
districts, Pittsburgh, Birmingham, and a few others of lesser impor-
tance.

With such products as automobiles, farm machinery, and electric
motors, it is impossible to operate economically in a small factory. As
a conscquence, there are just a few large factories for cach. In the
automobile field only about fourteen are still operating out of more
than a hundred that have been in existence at one time or another
in the last quarter of a century. Most of the fourteen are situated in
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Michigan—the Nash Company being the largest manufacturer not in
that state. However, station wagons are rolled off the assembly line
in the greatest number in Toledo. What is true of automobile manu-
facture in a general way pertains to many complicated items that re-
quire a high degree of specialization and many employees. With many
articles the small factory may be as efficient as those with assembly
lines. It is a well-known fact that each large factory buys parts from
many small factories. Because of less expensive living conditions,
many small factories locate in small cities or villages.

Because of the supply of raw materials, cheap power, or exception-
ally good transportation facilities, our factories have situated in a few
strategic positions. Twenty municipal districts account for 40 per
cent of our manufactured products, the first five being New York, Chi-
cago, Philadelphia, Detroit, and Cleveland. Sce Fig. 2, page 12.

Goods produced in these cities which cannot be used there are
shipped to all parts of this country and to many other countries in ex-
change for raw and various other materials as well as for all kinds of
food.OLThis exchange between the locally produced merchandise and
commodities produced in more istant sections presents many of the
most difficult marketing problems—problems over which the market-
ing specialists with wide sources of information work continuously.
The most successful dealers will be those who can effect the exchanges
with a minimum expense and the least damage in transportation. This
constitutes a large part of the field of marketing. )

Figure 1 (page 8) gives an over-all picture of the agricultural pur-
suits for various seetors of the country. The nature of the soil and cli-
mate, including temperature and rainfall, dictates for the most part
what crops should be grown. The large district that has gone over to
cotton raising is striking. In the early days there was little investment
necessary for the equipment for planting, cultivating, and harvesting
cotton—only a mule to cultivate it, and cheap labor to chop it (thin it)
and to pick the matured bolls. More recently the mechanical cotton
pickers have supplanted hand labor. The expensive machines, how-
ever, can still be owned and operated only on large plantations.

The vast arid districts of the mountainous states are suitable only
for grazing. Considerable parts are desert and furnish sustenance only
for jack rabbits. Along the Eastern coast, on the other hand, garden
crops are extensively grown. The soil is rich and the climate favorable,
and cities, hungry for the fresh fruits and vegetables that the gardens
and truck patches produce, are conveniently located.

The crops indicated in Fig. 1 are those which could be designated as
the chief agricultural production. Every state and almost every dis-
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trict will have supplementary products, which may be as important
as the particular ones assigned to them on the map. For example,
Michigan, which is designated as a hay and dairy region, also raises
fruit and potatoes. Some of the finest peaches and Concord grapes
that are grown anywhere are found along the eastern shore of Lake
Michigan. These are shipped across the lake to Chicago. Michigan
also grows a considerable amount of excellent celery. Again, the dis-
trict bordering Kalamazoo is the most noted center in the world for
peppermint.  Similar conditions are found in many other states. Near
the large cities in Ohio are found truck patches and dairies. In New
York there is an extensive district of assorted fruits along the south
shore of Lake Ontario. In the Hudson River valley, many fruits, in-
cluding apples, are grown. New York is also considered a hay and
dairy region. However, there are great tracts of waste land surround-
ing the Catskills and in Cattaraugus and Allegany counties, where
wild game is still plentiful. Kentucky, Virginia, and Connecticut all
produce huge quantities of tobacco with which they are not credited
on the map. In addition to raising corn, wheat, and cotton, Oklghoma
produces many tons of peanuts. At Yucea, N.M, is found the largest
station for shipping carrots in the country. In Colorado, one finds the
famous Rocky IFord melons. The above are only a few of the excep-
tions to the general scheme of chief products given by the U.S. Depart-
ment of Agriculture in Fig. 1.

Population as Affected by Earth Yields.—In the arid districts one
finds a sparse population. Stock raising neccessitates very little labor,
as one herder can tend flocks grazing on a few hundred to over a thou-
sand acres. Raising wheat is a similar occupation, requiring but a few
hands for a small part of the year on the ranches. Morcover, the
seeding and harvesting machinery used in wheat production is so well
perfected that three or four men on a scction of land are all that are
required. In the dairy countries more man power is required per aere
than in grain farming. One man can milk but about twenty cows, and
asx each cow needs only about three acres, it is evident that there must
be one man or more for each sixty acres. With garden trucking, two
men can raise nearly twice as much on a small patch as one could pro-
duce. That is particularly true of such crops as onions. Consequently
in the trucking areas, the number of employees is usually large for the
few acres of ground. Other crops vary quite as much in the number
of people who can be supported in each square mile.

Table A (page 10) gives the principal mining districts of the country.
A mine may employ several hundred men who contribute little to sup-
plement the family budget by gardening or poultry raising. Each
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mining district provides an extensive market for most items that go
into a modern home.

Figure 2 (page 12) shows the leading manufacturing districts. These
requirc many workmen who devote all their productive time to the
factories. They are the ones who comprise the backbone of the city
population and provide markets not only for farm produce but for
many factory-produced items.

Critics of our cconomic system are wont to say that the man who
makes the best shoes never wears them; the men who build fine hotels
never patronize them; the men who construet railroads seldom have
an opportunity to ride on them; skilled workers in the mills producing
the finest fabries cannot afford to buy them, and so on, for the whole
field of production.

It is the nature of our economic system that practically no one works
for himself. The farmers are the greatest exeeption; yet most of
their efforts are concentrated on erops and other products which they
will not consume themselves but which will be sold for the benefit of
other people. Professional men, educators, manufacturers, and trans-
portation men spend their lives in doing things for their fellowmen.
Each of us is expected to contribute to a sort of general fund of what
the economists call “utilities.” Then, each shares from that fund in
accordance with his contribution. Two thousand vears ago a wise man
said, “He that is greatest among you is servant of all.” That, ex-
pressed in our language, means that the one who does the most for

Descriptive Legend for Fig. 1

The United States may be divided agriculturally into two parts, the East and the
West. The Fast has a humid or subhumid elimate and the land is devoted principally
to crop production. The West has mostly an arid or semiarid climate, except the North
Pacific coast and the higher altitudes in the Sierra-Cascade and Rocky Mountains, and
most of the land is devoted to grazing, Fach of these two parts may be divided into
agricultural regions.  Each of the cight Iastern regions (excluding the Forest and Hay
region) is based on the dominanee of a certain crop or kind of farming, which in turn is
the result largely of latitude and temperature conditions. Fach of the four Western
regions is based principally on the use of the land for crops, for pasture, or for forest,
which in turn is determined largely by altitude and rainfall conditions.

This is also an interesting map to study in connection with the distribution of pop-
ulation, Some crops can be made to pay a much larger return per acre of ground than
others. As a rule, the crops that provide the greatest values require the most labor.
Truck gardening is an example. Conversely, crops that produce the smallest monetary
return per acre require the least work; grazing is an example. The kind of crop raised
depends upon (1) the climate; (2) the nature of the soil; (3) the market. (For example,
the soil of central and southern Illinois is admirably adapted to truck gardening. The
climate is favorable. But there is no consumers' market available.); (4) The preference
of the owner. (Some farmers prefer one crop, some another.)

Much of the mountainous parts of the country is good only for grazing—much is
desert.  Wheat growing is widely scattered.  Wheat does not require much labor, and
can be raised profitably far from the place of final consumption. In wheat-growing
districts the population is usually sparse. Corn, cotton, and tobacco require much more
labor and are found in more populous districts.
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TaBLE A.—MINERAL PropucTs OF UNITED STATES AND PRINCIPAL

PropucING STATES *

R?:k Product Prir.wipal producing §tates
value in order of quantity

14 Aluminum. . ... ... ... .. . oo Wash., Tenn., N.Y., Ala.
62 | Antimonyore...........cooiiiinnnn. Idaho, Wash., Nev., Oreg.
72 | Asbestos.........coviiiiiiiiiiiii Vt., Ariz., N.C., Ga.

45 | Asphalt: Native.................... ... Texas, Okla., Ky., Utah
15 Oil. . Not separable by states
36 | Bauxite............. .. ... Ark., Ga., Ala., Va.
58 | Bismuth............. ... . oo Not separable by states
33 | Bromine............ e e Texas, Mich., Calif., W. Va.
38 | Cadmium............... ... .0 Not separable by states
53 | Calcium-magnesium chloride. . ....... ... Mich., W. Va,, Calif.

6 Cement............................ .| Pa., Calif., Texas, N.Y.
10 | Clay: Products, heavy clay (other than
pottery and refractories).......... ..
18 Raw (sold or used by producers)..... .. | Ohio, Pa., Ill., Mo.
2 | Coal: Bituminous..................... W. Va,, Pa., Ky., Ill.
Pennsylvania anthracite. . ............ Pa.

75 Cobalt. ... ... ... ... ... .. ... Pa., Mo.

5 Coke. .. ... Pa., Ohio, Ind., N.Y,

12 Copper. ... Ariz., Utah, Mont., N.M.
88 Emery. ... ... ... ... NY.

51 Feldspar (crude)................. ... ... N.C., S.D,, N.H., Colo.
11 Ferro-alloys........................... Pa., N.Y., Ohio, W. Va.
47 Fuller’'searth. . ............... ... .. Texas, Ga., Fla., Il
(3) | Gemstones. . .......... .. ... No canvass for 1946
19 | Gold....... ... ... . Calif., S.1D., Alaska, Utah
81 Graphite: Amorphous.................. Rhode Islund
Crystalline.......................... Texas, Ala., Pa.

27 | Gypsum (crude).................... Mich., N.Y., Texas, Calif.
73 Helium. .. .. ... ... .. ... .. ... ...... Texas, Kans.
63 | Iodine (natural)...................... Calif.

8 Iron: Ore..............cciivii. .. Minn., Mich., Ala., Utah
3 Pig. ... Pa., Ohio, Ind., Il
21 lead. ... ... ..., e Mo., Idaho, Utah, Ariz.
20 Lime.......cooeeii i, Ohio, Pa., Mo., W. Va,
54 | Magnesite (crude)..................... Wash., Nev., Calif., Texas
48 | Magnesium........................... Texas, Mich., Calif.
34 Magnesium compounds (natural)........ Mich., Calif., Nev., N.J.
43 | Manganeseore........... ... .......... Mont., Wash,, Va., N.M.
82 Marl: Calcareous...................... Va., Ind., W. Va,, Mich,
74 Greensand.......................... N.JL

52 Mercury..........ooiiiiiieninnnn Calif., Nev., Oreg., Idaho
57 I Mica....... ... N.C., Calif., Colo., 8.D.
23 Lead and zine pigments. ... .......... Pa., 111, Kans., Ohio
3) | Mineral waters. ....................... No canvass for 1946
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TaBLE A.—MINERAL Probucts orF UNITED STATES AND PRINCIPAL
Propucing States—(Continued)

Rank

in Product Pril'mcipal producing §tat.es
in order of quantity
value
28 Molybdenum............. ... ......... Colo., Utah, N.M.
4 | Naturalgas........................... Texas, La., Calif., Okla.
9 | Natural gasoline and allied produets: Na-
tural gasoline and cycle products. ... | Texas, Calif., La., Okla.
Liquefied petroleum gases...... . .... | Texas, Calif., Okla., La.
76 | Nickel............... e Not separable by states
(4) | Ores (crude), ete.: Copper........... .. | Ariz., Utah, N.M., Nev.
Dry and siliceous (gold and silver). . ... S.D., Colo., Calif., Nev.
Lead... ... ... ... ... ... . ... Mo., Idaho, Calif., 111
Lead-copper. . ... ... ... .. .. | Mo., Utah, Ariz., Idaho
ZinC. . Okla., Kans., Tenn., Mo.
Zinc-copper . ... Wash., Calif., Ariz.
Zineslead. . ... ... o0 L Okla., Idaho, Kans., Mo.
Zinc-lead-copper. ... ..o o Lol Ariz.
59 Peat. ... ... . Me., N.J., Fla., Ohio
85 Pebbles for grinding. ... .. ... Minn., Wis., N.C., Texas
1 Petroleam. . ......... ... ... .. ... ..... Texas, Calif., La., Okla.
25 Phosphate rock.......ooooo o o oo Fla., Tenn., Idaho, Mont.
55 Platinum metals. .................... .. Alaska, Calif.
24 Potassium salts ....... ... ... ... . ... N. Mex., Calif., Utah, Md.
56 Pumice......... .. ... Idaho, Calif., N. Mex., Kans,
19 Pyrites. .. ... Tenn., Va., Calif., Mont.
22 Salt. o Mich., N.Y., Ohio, La.
13 Sand and gravel . ... o 0L Calif., T11., Mich., Wis.

* Source: Bureau of Mines; data are for 1946.

others is entitled to receive the most for himself. Our economy is not
=0 near perfection that this works out equitably, but it is the ideal
toward which a competitive system strives.

Marketing Includes Many Activities.—In the study of marketing a
very broad field is entered.  All the business activities in transferring
merchandise from the place where it originates to the place where it
is consumed are involved. Buying, selling, and transportation are the
most obvious parts. Yet, supplying capital, assuming risks, establish-
ing grades and standards, providing storage, and furnishing informa-
tion about both goods and markets are as important as any other
activities. High-caliber men specialize in cach of these functions, and
vast business enterprises are built around ecach.

Warehousing, or storage, involves huge plants and the investment
of large amounts of capital. Supplying information requires research,
the publication of business papers, advertising, and the training of
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salesmen to understand and explain the nature of their goods so that
customers may be able to appreciate quality and to judge and compare
accurately. All these and more are items in the educational prepara-
tion for marketing.

In order to make a systematic study of the most important facts,
the authors have considered the following comprehensive topies:

1. Population. Without people, there would be no markets. So
the number and distribution of people constitute the basis of marketing
study.

2. Goods and Services. Used in the most general sense, the term
“goods” includes food, clothing, shelter, and the tools with which we
work and play. There are so many different kinds of goods that, in
order to study how they are supplied to consumers, a comprchensive
classification is necessary. This is true also of services, which include
transportation, supplying gas, electricity, and professional attention.

3. Murketing Functions. By this expression is meant the type of
activity engaged in by all the middlemen in passing goods along to con-
sumers.  As mentioned above, buying, selling, and transporting are the
more obvious functions, all of which will he considered.

4. Middlemen. As goods pass from the place of origin, the owner-
ship changes several times. Many different firms have a part in pass-
ing goods along. To understand marketing one must understand the
contribution of 111 the middlemen who have a part in distributing
goods.

5. Techniques.  In performing the various functions of marketing,
many different kinds of skill, or techniques, are developed, such as re-
search, advertising, and forecasting sales.

The person who expecets to find a career in marketing will be inter-
ested in learning and acquiring one or more of these techniques. Oth-
ers, who expect to engage in some different phase of business, will be
interested in marketing as their employers' chief source of income; for
profits come from sales, and all except the most routine workers will
be interested in the methods of selling that make the existence of a
business possible.

Figurc 4 shows in graphic form the above divisions of the study of
marketing. The close interrelationship of all the subjects to be studied
is implied in the chart.

The Vocabulary of Marketing.—There are so many things included
under marketing, the subject is so comparatively new, and the terms
that it employs with a technical meaning are of such a general nature,
that the common and technical meanings are often confused.

In the common jargon of the market place:



14 OUTLINES OF MARKETING

Production is the physical process of producing goods. It is creative.

Consumption is the process of using goods and services that have
been produced. It is destructive.

Distribution, or marketing, is made up of those business activities
that are involved in the movement of goods and services from the point
of production to the point of consumption.!

The economist, however, takes a broader view of the entire subject

PRODUCTION¥ CONSUMPTION DISTRIBUTION
(The creation of utility) (The use of goods (Sharin%\in the
and services) benefits of
production)
PrysicaL MARKETING
ProoucTion
loea DisseMiNATION
CuLTIVATION ]
Information *PRODUCTION
A jc;:l'wr-e Ad Selfl.m IS D—
ishing vertising PHyYs1CAL PRODUCTION
Forestry Publicity I
Elementary Utility
EXTRACTION PuysicaL DistriBuTioN Form Utility
I I
Minerals Assembling MARKETING
(Qil, Coall, Ores) 6rading and Sorting
Transportation Time Utility
FaBRicATION Storage Place Utility
_ Financing Possession Utility
Al Kinds of Risk Taking
Manufocturing

Fi6. 3.—THE PrLacE oF MARKETING IN THE FIELD oF EcoxoMics

of business. To him, production is the creation of utilities. A utility
is the ability that a product or service possesses to satisfy wants,

Perhaps a brief review of the economic approach may help to make
a clear picture of the relation of marketing to economics. The econo-
mist divides his subject into three divisions:

1. Production—the creation of utilities. There are five of these: ele-
mentary, form, time, place, and possession.

2. Consumption—the use to which goods are put.

3. Distribution—the division of society’s production among the dif-
ferent factors necessary to production: land, labor, and capital.

Figure 3 offers a graphic presentation of the preceding paragraph.
It shows where marketing fits in the general economic scheme.

Since marketing—the distribution of goods—creates the utilities of

1 Definition, as adopted by American Marketing Association. This Association
has, through a committee which for several years studied terms commonly used
in marketing, written many definitions, which will be used in this text, also listed
in the Glossary.
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time, place, and possession, the economists treat marketing as a part
of production. That is the economic basis of marketing.

Much confusion has resulted in the use of the term “distribution,”
for businessmen have commonly referred to the marketing processes
as distribution of goods, or merely as distribution. Economists bor-
— PEOPLE
in various places
who are able
and willing
to purchase
——— GOODS AND SERVICES
for business use
or home use
~~—— THE FUNCTIONS INVOLVED

are Buying
Selling
THSZ STUDY OF Transportation
MARKETING —— Storage
COMPRISES Grading
Financing

Risk taking
Supplying market information
—— THE MIDDLEMEN
who perform these
tasks are
Individuals or groups
in the market place

who use
THE AVAILABLE TECHNIQUES

of Selling and sales management

Advertising and public relations
Research and forecasting
under
——— CONDITIONS INVOLVING
Governmental regulation and
Physical, psychological, and sociological changes
F16. 4. —DivisioxNs oF THE SUBJECT OF MARKETING
rowed the word and used it to mean the division of wealth among those
who produced it. In this text, wherever “distribution” appears, it will
be in the sense in which businessmen use it.

There is really no conflict between the two points of view. The
businessman rcalizes that the economists deal with the whole field of
creating wealth and must consider marketing from a broad angle. Of
course, marketing is productive in the sense of satisfying human wants.

When production was largely a matter of handwork, such as picking
berries, catching fish, or making a bow and arrow, selling or otherwise
disposing of what one had produced was regarded, even by the layman,
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as part of production. If the producer of one of the three items
mentioned failed to get it into the hands of someone who could con-
sume it, it satisfied no need and so was not regarded as production.

Economic Utilities and Marketing.—With the coming of the divi-
sion of labor and automatic machinery, which are synonymous with
the industrial revolution, the distribution of commodities became much
more difficult, and a generation grew up which devoted itself to the in-
tricacies of marketing. Naturally, this generation developed its own
terminology.

In Fig. 3 the student will observe that under marketing there appear
in turn two subdivisions: idea dissemination and physical distribution.
The former refers to those activities which have to do directly or in-
directly with informing and persuading people to buy products or serv-
ices. In our complex competitive business structure this general effort
is essential, for how else would the busy person learn of goods produced
by a manufacturer in some distant community? Physical distribution
refers to those activities which directly or indirectly distribute, or fa-
cilitate the distribution of, the actual commodities after people have
learned about them and want them. In actual business the two, idea
dissemination and physical distribution, are carefully coordinated.

By the economist marketing is considered a part of production be-
cause it creates time, place, and possession utilities.

All the utilities are allied to marketing. Creating the elementary
utilities, such as grain, fruits, wool, and cotton, may be directed by
marketing research, which can estimate the approximate probable con-
sumption of each. Also, if the research is sufficiently thorough and
extensive, it will throw light on the locations where these commodities
(utilities) will bring the best price. This is a form of market informa-
tion indicated in the chart.

Form utility is the manufacturers’ responsibility. How wise manu-
facturers use marketing research to determine what to make, how much
to make, and of what quality, style, and ingredients is discussed on an-
other page. These are all questions of the first magnitude for manu-
facturers of marketable goods.

Time utility is illustrated by the storage of eggs in the summer,
when they are plentiful, for use in the winter, when they are scarce.
This is an elementary marketing function—storage.

Place utility is another marketing function created by transporta-
tion.

Possession utility constitutes the functions of marketing most com-
monly discussed—buying and selling. Of course it involves giving
information through advertising and publicity, as well as the personal
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contact of ghe salesman. This is illustrated by the sale of such an
item as a printing press. If the press is destroyed while it is in the

PITTSBURGH
PHILADELPHIA
OTRA

Key

RuralDistricts and Places Up To 2,.500°
Wl Places from 2,500 Up To 10000

D Places from 10000 UpTo 100,000
E3 Places from 100,000 UpTo 500000

SOUTH DAKOTA
COLORADO 3 Individual Cities Over 500,000

RIS

5,000,000

~
Population

Fic. 5—Graruic Stem oF THE PorvraTion Grovrs oF THE UNITED STATES

It is of major importance to the marketers of most products to know whether their
markets are rural, small-town, or urban.  Many of the people living in the first two of
these areas buy a considerable part of their supplies from the cities. From a marketing
consideration the state of New Jersey is almost as completely urban as the District of
Columbia. The nuinber of distributors and their location for all shopping goods should
be determined primarily by the distribution of the population.

There are many farmers, for example, in New Jersey. But there are so many- cities
in that state, distances are so limited, and roads so good that most farmers get their
supplies from the cities rather than from towns and villages as in Kansas, which, it will
be noted, has a rural population only slightly larger than New Jersey.

The location of the population in regard to advertising is also important. Not only
will different advertising media be used where most of the sales are in cities, but the

cost of advertising per thousand population decreases roughly in proportion to con-
centration.

manufacturer’s warehouse, only the cost of manufacture could be col-
lected from the insurance company; if, while it is on the floor of the
print shop, the same insurance company would repay the owner what
he paid, less deterioration. That would mean the cost to make plus
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the cost of selling and delivering it to the printer. The difference in
these two amounts is a measure of the possession utility.

Factors Making the American Market.—There are approximately
forty million families in the United States. Each of these families
consumes a large number of different items of merchandise besides re-
quiring specialized services of a number of skilled and professional men
and women. All the items of clothing, of food, or furniture, of cos-
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metics, and of drugs constitute part of the material products that must
be provided. People living in cities buy all of them. Farmers and
residents of small towns may be able to provide part of what they
need, such as vegetables and fruit from the garden, and perhaps poul-
try products. But those who keep chickens and cultivate gardens must
buy seeds, garden tools, poultry food, and numerous other items. It is
only the uncivilized who do not constitute a market for someone.,
Add to the items mentioned all the things bought for education and
recreation, for building and repairing the house, for the use and up-
keep of the automobile, and the list becomes formidable. Perhaps the
extent of the number of items required to supply a home can be pic-
tured by considering the stores. The drug and hardware stores each
stock about 5,000 items; the notion store, almost as many; and the
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grocery store, 2,000. All of these at one time or another find their way
into homes. But these make no provision for clothing or household
furniture, which add to the large number of commodities purchased.

In addition to all the items of merchandise required for the home,
there is a long list of services, professional and others. Doctor, dentist,
lawyer, nurse, teacher, entertainer, plumber, barber and hairdresser,
painter and decorator are all called upon for specialized services. The
laundress, the handy man, the gardener, and various repairmen for
radios, watches, and electrical equipment constitute part of the artisans
who contribute to running the home. Each of them may take a rela-
tively small sum, yet the aggregate constitutes the family budget, and
the combined budgets of the various families constitute the consumers’
market of the United States.

In addition to the consumers’ market, there is another that is called
the “industrial” or “‘business” market. It is auxiliary to the consum-
ers’ market and exists for the purpose of supplying the consumers’
market. There will be much more about this in a later chapter.

Styles Make and Break Markets.—DMany studies have been made in
an attempt to arrive at normal budgets in different income groups, but,
in so far as the student of marketing is concerned, these studies of
marketing are not very helpful. One of the reasons for this is that so
many people buy outside their income levels. There are wealthy peo-
ple who economize to the extent of denying themselves practically all
luxuries. On the other hand, those of relatively small incomes will
economize on many itenis in order to indulge their one great enthusi-
asny, such as a piano, a high-priced car, or home furnishings. Pianos
are not sold to the wealthy alone but to music lovers. The diamonds
sold to people with incomes of less than $5,000, taken together, far ex-
ceed in value those that are sold to people with more than $15,000.
But the sale of high-priced diamonds is primarily to people of wealth.

The climate has much to do with the goods that are consumed in the
home. People living in cold climates not only buy more fuel and
heavy clothing but they also consume more electric light bulbs, more
overshoes, more pancake flour, and, in general, a larger amount of
reading material.  On the other hand, in warm climates people buy
more soft drinks, more prepared cereals, more spices, more screens,
and more porch furniture. Not only the climate but also the church
to which people belong often has a great influence on their purchases,
The orthodox Jews insist on kosher meats. That means, in part, that
the meat must be consumed within a few hours after slaughtering
takes place. To satisfy the kosher requirements in New York City and
its immediately surrounding vicinity, more than a dozen slaughtering
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houses are located on the island of Manhattan. Members of the
Catholic faith do not eat any meat on Friday but do eat fish, which
makes Thursday and Friday unusually heavy days in the fish market.
The Quakers do not buy decorative clothing; the Mennonites, and
some other worshipers holding similar beliefs, do not buy insurance,
either fire or life, and do not permit fiction to be read in the family.

Changes of style are sometimes sudden and of widespread influence.
In 1914-1915 practically all the shoe stores in the country were in-
solvent because of a sudden change of styles in women’s clothing:
women were shortening their skirts, and shoe manufacturers were
prompted to lengthen the tops of shoes to meet the new hem line. This
change, of course, caused shoes to become more expensive. However,
just as suddenly the vogue swung from high-top to low shoes. During
the transition, many manufacturers introduced new styles which they
hoped would become the new fashion; the result was such an accumu-
lation of passé styles and models that no merchant could have sold
his stock for more than about half of the original cost. Only very
liberal credits by the banks and the brevity of the transition period
saved the dealers from disaster. Not many years ago, every well-
furnished room was carpeted. Then carpets gave way to rugs and pol-
ished floors. Now there is a tendency to return to carpets again.
When, a few years ago, women began to wear their hair short, an old
occupation, hairdressing, came into new prominence. Also, the wide-
spread use of cosmetics created an enlarged opportunity for the beauty
parlor. A while ago, too, the fad for twin beds became so insistent
that sleeping rooms in apartment houses were increased in size to allow
extra space for placing two single beds in each. Natural ice was re-
placed by artificial ice, and now that has largely been abandoned for
mechanical refrigeration.

Geographic Factors That Influence Buying and Selling.—There was
a time when the man and the woman ‘“from the country” could casily
be identified by their clothing. That is no longer the case. Mer-
chants in cities of 25,000 and less frequently say that they do not know
which of their customers come from the country and which from the
city. However, the larger the city and the denser the population, the
greater the part of the family’s supplies that must be bought from
stores. Apartment dwellers in New York, Chicago, and San Francisco
of necessity buy everything they use from stores and markets. On
the other hand, the more isolated the home, the larger is the part of
the home supplies that comes from the soil. Another condition also
prevails in rural districts, for the farmer has to buy as a businessman,
He uses various supplies and machines necessary for conducting a
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farm. These are supplied through different types of stores, and in this
sense there is a farm market that is distinct from the city market.

The farmer may buy practically everything that the resident of the
city buys and in very much the same grades. Fruits are now seldom
preserved on the farm, as in the past generation. Many farmers now
buy butter; some even buy milk and poultry products. This is par-
ticularly true of the farms that are designated as ranches. A wheat
ranch may not be provided with a garden or a poultry yard, but that
is the exception. The point is that farmers buy household furniture,
radios, imported rugs, books, silverware, and jewelry, and about the
same type of clothing that city people buy. In addition, the farmer
has work clothing to buy for himself and for his employees. These
work clothes may or may not be sold in the city.

There is nothing that people consume directly in proportion to the
population. Iven salt finds a much larger sale in some eities than in
others and in farm homes than in city homes. In the city, much food
is bought ready-prepared, in delicatessen and other stores. In farm
homes, this is not the case, except for canned goods and bakery sup-
plies. A logical conclusion is that a market must be investigated and
studied before it can be cultivated with any hope of success.

Miscellaneous Influences.—There is another item not related to style
but a sort of prejudice that influences much buying. For example, in
New York white eggs are preferred, while in Boston brown eggs bring
a premium price. In parts of Pennsylvania, fresh sausage is preferred
without seasoning; in most parts of the country, highly seasoned sau-
sage is preferred. In New York, red apples are preferred. The yellow
and green apples are supposed to be good only for cooking. Through-
out the West, where horseback riding is a common occupation or pas-
time, the well-known Pendleton hat has an immense sale. Cowboys
not infrequently give nearly a month’s pay for one of these hats. Also,
cowboy shoes are shaped much like women’s shoes, with the high heel,
slanted toward the instep.

These are only a few of the many, many differences of taste that
must be observed by those who supply the markets. It is a wise manu-
facturer and a wise merchant who recognize such conditions and sense
the trends that make and break markets.
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Questions and Problems

1. About how long ago did the United States begin to develop commer-
cially ?

2. At the close of the Civil War what proportion of the population lived
on farms?

3. How did inland farmers send barrels (hogsheads) of tobacco to market
before the introduction of the railroad?

4. How were mill operators paid for their services before the middle of the
last century ?

5. Explain the statement, “When the maker of the product and the con-
sumer of the product do not meet face to face, as they did before the advent
of modern marketing, higher standards of morals in trade are necessary.”

6. How was tinware introduced into America?

7. From where is the wealth of our people ultimately derived?
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8. Why are the activities of marketing unnecessary in a primitive society?

9. What are the two outstanding reasons that our factories have located in
relatively few strategic areas?

10. Explain the statement, “Each of us is expected to contribute to a sort of
general fund of what the economists call ‘utilities.” ”

11. In your own words, write a brief definition of marketing.

12. Why is consumption destructive?

13. How does the economist divide his subject ?

14. Differentiate between the marketing man’s view of “distribution” and
that of the economist.

15. What economic utilities are created by marketing?

16. Write a short article indicating the marketing influence of any one of the
following: style, climate, diet, religion, custom, habit, location, “keeping up
with the Joneses.”



CHAPTER 1II
THE GREATEST MARKET IN THE WORLD

- Americans Have Insatiable Appetites.—The American people are
notoriously prodigal. They waste food; they discard clothing before

"1t 1= worn out; they buy newspapers and magazines, discarding them
before they are read; and they buy a multitude of things which they do
not use and which are eventually tossed out because they are in the
way. Farmers, particularly, are negligent in the care of machinery and
allow thousands of dollars’ worth to be impaired every year through
neglect. But for all their wastefulness, there never was a people in the
course of history so amply provided for or so luxurious in their living.
A few figures give a true picture of our way of life as compared with
that of some other countries. We have one automobile for each fam-
ily. These automobiles are given such indifferent care and are driven
so recklessly that it requires 5,000,000 a year to replace those which
are scrapped.?

There are 34,867,000 telephones in use in this country, that is, only
slightly less than 54 per cent of all the telephones in the world. We
have at least five radios for every four families. A survey conducted
on Oct. 1, 1948, revealed that there were 146,000,000 radio scts in the
whole world. Of these, 75,000,000 were in America. One-third of the
telegraph mileage of the world is in the United States. The movies
are attended by 100,000,000 people a week. On the average, we cat
more than our weight of meat every year and one-half as many pounds
of sugar. People of foreign countries, particularly in Europe, cannot
understand the general distribution of wealth or the luxuries supplied
in this country. This is illustrated by their reaction to an advertise-
ment of a Chicago construction company advising that there was more
than sufficient parking space for the workmen'’s automobiles. An Eng-
lish newspaper, commenting on the advertisement, gave it as an exam-
ple of American humor; to the editors it scemed incomprehensible that
workmen should go to and from work in their own cars. Editors in
other countries of Europe also commented on the “joke” and refused
to believe that the advertisement was serious.

But however much we have, we are still looking forward to the pur-

1 This pertains to the United States and Canada, which in a general sense are
one economic unit although of totally different governments.
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chase of many new things, including travel. Indeed, we are such ex-
travagant spenders that the government has passed laws restricting
the amount of credit that may be extended to those buying on the in-
stallment plan.

A market is composed of people willing and able to buy. The fact
that the people of the United States buy so many things in such huge
quantities and continue to buy even when prices are high makes this
the world’s greatest market.

Where Does the Money Come From?-—It requires a vast amount of
money to support 40,000,000 families in such comfort and provide as
many luxuries as the American people are accustomed to. What is
their source of income to provide the highest known standards of liv-
ing? That is a marvel for all the other countries of the world. The
answer seems to lie, at least partially, in our attitude toward work.
The Americans are a hard-working people, and instead of looking on
labor as degrading, as is the case with many who have a peerage or
other rank of nobility, we look upon idleness as a disgrace. No matter
how much money one has, we still feel cach one should be doing some-
thing to contribute to the well-being of the country, health permitting.

Conscquently, we have 60,000,000 people working at all kinds of
jobs; in other words, they are producers. There are 6,000,000 farms in
the country that have 12,000,000 employeces besides the owners. There
are 3,000,000 men engaged in business who are operating on their own
capital. More than half the people (53.6 per cent) own their own
homes.

In addition to those who work for wages or salaries, there are 8,000,-
000 or more who own stock in our great corporations. In Table 1, ten
companies have been taken more or less at random from among the
billion-dollar corporations of America.

TasLE 1

. Number of Number of

Name of company stockholders employees
Bell Telephone System. .. ....ooooeoon L 710,000 439,146
Chase National Bank, N.Y................. 91,000 6,000
Pennsylvania Railroad Co.. ... ..oooolL. 209,618 169,011
Standard Oil Co. of N.J.. ...t 147,300 49,319
General Motors Corp.. . ...t 423,780 448,848
United States Steel Corp.. ..ot 238,268 340,498
Consolidated Fdison Co. of N.Y............. 141,321 24,752
Commonwealth & Southern Corp............ 172,452 16,561
E. 1. du Pont de Nemours & Co............. 90,041 115,600
Bethlehem Steel Corp............cooinint 76,620 289,232
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In spite of the fact that in many cases the stockholders outnumber the
employees, it is the latter group who reccive the major part of the
earnings. For example, from 1929 to 1942 in the bituminous coal in-
dustry, the employees shared from 97 per cent to 116 per cent of the
earnings. Further, during two of those years nothing at all remained
for the stockholders. From 1929 to 1945 the average for the principal
manufacturing concerns was 86 per cent of the income that went to the
employees. The record is not complete for that period for the U.S.
Steel Corporation but the owners of the company had $534,500,000
profit while the employees earned the stupendous sum of $7,071,400,-
000 (that is, a ratio of $1 to $13.23). These are just a few cases that
are typical and tend to prove false the complaint of the agitators that
the corporations are making unreasonable profits while the employees
are underpaid. It is also frequently charged that the highest salaried
executives get the “lion’s share” of the payroll. One example, perhaps,
would be sufficient to show the falsity of that contention. If the three
top officials in General Motors would turn their salaries over to the
employment department, the sum would be sufficient only to furnish
one package of cigarettes a week to each employee.

Our Varied and Affluent Population.—Ministers of the gospel and
teachers, particularly those dealing with social science, are often found
poorly informed on economic problems.? For example, among a large
number interviewed by the Opinion Research Corporation the consen-
sus of opinion was that 66 per cent of wages and salaries is carned by
people who have an income of more than $5,000. Professor Kdward A.
Keller, Director of Economic Research of Notre Dame University, on
analyzing American incomes from returns compiled by the U.S. Treas-
ury, found that the people with incomes greater than $5,000 received
only 10.2 per cent of our total wages and salarics whereas those earn-
ing less than $5,000 reccived 89.8 per cent. It was further revealed
that after the more affluent population had paid its taxes, only 5.5 per
cent remained in the more-than-$5,000 category.

Dividends and interest were also the subject of the inquiry. Preach-
ers and teachers were under the misapprehension that no more than
29 per cent of income from these sources went to the group with the
smaller incomes. Actual figures, however, show it to have been 69.4
per cent. This left the more affluent class 30.6 per cent, but that was
before they had paid their Federal income taxes, which reduced their
share to 17.3 per cent.

With the landlords the showing was about the same as with stock-
holders. It was found that 83.1 per cent of rents is collected by people

2 As reported in The Reader’s Digest, December, 1948, pp. 23-26.
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of less than $5,000 income. That left only 16.9 per cent for those who
earned $5,000 and up, before they paid their income taxes, and only
9.6 per cent after that levy had been deducted.

Another fact about incomes is that in 1917 the “privileged class”
received only 6.7 per cent of the national income. During the next
25 years, the percentage had shrunk to 2.5. Again the government
took so large a part that the wealthy population had only 1.3 per cent
of our national income left for their share.

Subsequent studies by Dr. Keller have convinced him that the rela-
tionship between the two classes of income has not changed in the last
two or three years. However, with the peak of production in 1948
(which was slightly more than $250,000,000,000) there were noticeable
increases in salaries and wages; consequently, the number of those re-
ceiving 85,000 or more considerably increased so that to retain the
same percentage in each income group the basic sum should be ad-
vanced to $6,000—so that the two groups would be those receiving
$6,000 and less, and those receiving over $6,000.

This stupendous national income has gone chiefly to what Abraham
Lincoln called the “common people”: farmers, neighborhood-store
clerks, laborers, carpenters, family physicians, and other people who
live along the street and whom we meet daily. The varicty of voca-
tions found in this country would require a lengthy compilation. In
a small city of about 5.000 inhabitants, the chief business and profes-
sional population counsisted of five designers in a small stove factory,
three watchmakers, five lawyers, twelve bookkeepers, nine cabinet-
makers, cleven doctors, seven dentists, twelve proprietors of grocery
stores, twenty other retail merchants, and two bankers. Nearly one-
fourth of these owned one or more shares of stock in some incorpora-
tion. That scems to be typical of the country as a whole. This de-
moeracy of ownership is further illustrated by the stockholders in the
American Telephone and Telegraph Company. At the beginning of
1948, there were more women than men stockholders and there was not
one on the list who held as much as one-hal{ of 1 per cent of the shares.
One to five shares were owned by 207,800 holders, and 94 per cent of
all the outstanding stock was held by people who owned less than 100
shares each. Those who had more than 100 shares were for the most
part insurance companies, educational institutions, and other endowed
institutions.

Will This Market Endure?—For more than a half century we have
been told that the rich are getting richer and the poor, poorer. If that
is really the case, we cannot expect our great and growing population
to continue to live on the high economic plane which they now enjoy.
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Before accepting that pessimistic statement, it is well to examine its
accuracy.

In 1900, there were only 6,000,000 savings depositors in the United
States; in 1946, there were more than 50,000,000. That is an average
of five savings accounts for every four families. The total amount of
savings in 1900 was $2,440,000,000; in 1946 that was increased to more
than $50,000,000,000. At the turn of the century, $381 was the annual
pay of 6,000,000 employees in the American manufacturing industries;

The Magic of America
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in 1946, 14,000,000 such employeecs earned 82,400 a year each. It is
true that a dollar would not buy as much in 1946 as in 1900. Statis-
tics provided by the Federal Reserve Bank of New York show that the
buying power of the dollar today is only 40 per cent what it was 50
years ago. However, annual wages in manufacturing industries were
six times as high in 1946 as they were 46 years before.

The above figures apply, of course, only to the employees in various
factories of the country. In 1899, the average wage on the farm was
$14 a month and board. The U.S. Department of Commerce reports
that on July 1, 1946, the average wage was $84 a month and board.
That means that the farm worker received more for a week's work in
1946 than for a whole month’s work in 1910. Even if the dollar had
dropped to 40 cents measured by what it would buy, the economic
status of the worker was vastly improved (from $14 to $33.60).

While prices on many staples have increased, many luxuries are
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cheaper now than they were even a quarter of a century ago. Ford’s
first automobile was sold for $3,000. Since that time, cars that have
been decidedly better have sold for less than $1,000. Five-cubic-foot
electric refrigerators cost about $540 a quarter of a century ago. Now
a more improved one can be bought for half that price. Electric light
bulbs which cost from 50 to 75 cents each at the turn of the century
can now be had for from 10 to 25 cents. Many other items that were
formerly regarded as luxuries have been so reduced in price that they
are now regarded as nccessities. That is true of practically all the
electrical equipment for the home. Some of our staples, like sugar, also
cost more in 1900 than 46 years later.

At all events, laborers in the United States receive a great deal more

for their time than those in any European country, as is shown by
Table 3.

TasLe 3.—One Hour’s Waces WiLL Buy

Countr Bread, | Butter, | Beef, Baskets Potatoes, | Coffee, | Cigarettes,
y of

1h. 1b. Ib. food Ib. Ib. no.
United States.... | 7.5 1.6 2.1 2.83 35.1 2.6 112
Great Britain.... | 5.2 0.8 1.4 1.23 13.8 0.5 21
France.......... 5.0 0.5 0.8 1.11 18.1 0.6 40
Belgium........ 4.9 0.4 0.7 11.1 17.2 0.6 58
Germany. ...... 2.5 0.5 0.9 1.02 20.5 0.3 30
Italy... . . .. 28 | 03 0.5 0.65 9.2 0.1 15
Russia. .. . 1.9 ! 0.2 0.3 0.40 7.3 0.1 16

The above figures are for 1939, the last of the so-called “normal years.”
However, the relationship has remained about the same for several
years.

Competition in America.—Some people who regard themselves as
advanced liberals maintain that the age of competition is past. They
regard competition as a “cutthroat” procedure in which the smaller
competitors suffer most. We who evaluate America’s progress in com-
parison with that of other countries still believe in the competitive sys-
tem, and this, of course, implies private property.

Competition is deeply ingrained in our lives and way of thinking.
Indeed, it is one of the most powerful factors in our behavior. Social
standards are largely competitive. All games are founded upon com-
petition. The Germans have never had a national game primarily be-
cause they become so crushed by defeat. That attitude is thoroughly
un-American; we do not regard defeat as a disgrace, an attitude true
in our business as well as in our games. An English manufacturer who
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had been scrutinizing the American market with envy complained to
an American friend that it was not “cricket” for us to handicap im-
ports with tariffs. He thought this was not giving him or manufac-
turers in other countries a fair chance. The American rejoined that
we had been building our market for 80 years and, further, that we
had spent in advertising from $1,000,000,000 to $2,500,000,000 a year
in its development. “Now that we have it developed at so great an
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expense,” he added, “should we permit others who have contributed
nothing toward its building to compete on even terms?”

Competition in the broadest sense is concerned only slightly with
prices. There are more than 250,000 factories in the United States and
about 2,000,000 retail stores, which are all in competition for the
consumer’s dollar. That competition will be won by the manufacturer
or retailer who can convince customers that he offers more satisfaction
for each dollar spent with him than would be received elsewhere.

This competition has crowded down profits and prices, and simul-
taneously it has increased quality and service. Meat handled by the
large packing houses returns a profit of less than 14 cent a pound.
That has been brought about by competition. In 1926, Ford realized
that people generally regarded a Chevrolet as a more advantageous
purchase than a Ford. He closed his factory and for a year worked
on a new model. He wanted to be in a position to offer customers
more for their money than he had in the past—to give them what they
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wanted most in a car. It was currently reported that the new model
cost him $100,000,000. Competition was responsible for the im-
proved car.

The Conference Board of the U.S. Treasury Department made a com-
putation some time ago which was startling in its effect. The leading
manufacturers of the country were surveyed and it was found that, on
the capital they had invested, the returns were only 3.67 per cent per
annum for the yecars between January, 1925, and January, 1942. The
largest margin was in the food, liquor, and tobacco fields. That mar-
gin reached the enviable amount of 5.24 per cent. Lumber and wood
products were the lowest, with only a 0.34 per cent return. During the
years 1930 to 1934, many of these manufacturers suffered losses on the
year’s business. The majority of them attributed the low profits to
competition,

However, it is not those who make the best product or who sell a
satisfactory product for the least money who are always awarded the
business. There are so many items that must be bought from the fam-
ily budget that not all of them can be examined and appraised. There-
fore, the manufacturer or merchant who presents his merchandise in
the most appealing manner and whose offering is the most convincing
is the one who will probably secure the sale. This has resulted in com-
petition in advertising, the most recent form of business rivalry. Its
value to the American people has not yet been definitely established.

Retail Buying as Affected by Vocation.>—Retail sales for the whole
country were approximately $51,000,000,000 in 1941. Of that about
22 per cent went to food stores. But in Arkansas only 13.17 per cent
of sales was for food, while in Rhode Island the percentage was 26.41.
That does not mean that the people of the one state ate more than the
other. It is possible that, as Rhode Island has many well-to-do people,
they bought more expensive foods. It is also possible the conditions
can be explained on the grounds that people of Arkansas produced a
much greater part of their own food than did those of Rhode Island, as
the former state is primarily agricultural, and the latter largely indus-
trial. Although less than one-tenth of the population of Rhode Island
is rural, more than 68 per cent of Arkansas is rural. It is obvious that
people living in agricultural districts buy a much smaller proportion of
their food than do people living in large cities.

Further investigation of the census reports shows that the sale of
food in Rhode Island amounted to $84,061,709.50 (26.41 per cent of

3In Table 8 in Chap. IV there are shown several of the census tables from
which the summary figures that appear in this paragraph were taken. The stu-
dent is referred to that chapter for further particulars.
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$318,295,000). Similarly, the sale of food in Arkansas was approxi-
mately $26,650,000. The per capita sale of food in the two states was
$122 and $15. These figures refer to the sales by food stores rather
than to total sales of food, as some of the stores under this classifica-
tion sell things other than food.

TaBLE 4.—WHERE CoNSUMER DoLLARS Go!
(Figures in billions of dollars)

1944 prices
1909 | 1919 | 1929 | 1940 | 1941 —————
1950 | 1960
Total consumer expenditures.. | 288 | 60.8 | 80.3 | 70.6 | 80.4 | 116.2 | 134.2
Food, liquor, and tobacco. . ... 99 | 223 | 23.7 | 21.9 | 25.3 36.2 1 41.1
Food................... .. 74 | 188 | 199 | 164 | 190 | 27.2| 30.8
Liquor and tobacco . ... .. 2.5 3.5 3.7 5.5 6.3 9.0 10.3
Clothing and personal care. ... 44 9.8 | 12.1 9.8 | 11.5 | 16.2| 18.7
Housing. ... ... A 6.8 | 10.1 | 144 | 12.6 | 13.3 19.3 | 21.4
Rent*......... .. ..... .. 5.5 7.9 | 11.3 9.1 9.7 | 140 154
Fuel............ .. .. 1.0 1.5 1.7 1.7 1.8 2.5 2.8
Electricity.......... ... 0.1 0.3 0.6 0.9 1.0 1.6 1.8
Household equipment and op-
eration.......... ..... 2.8 6.2 | 10.6 87 | 103 | 150 17.4
Appliances............ .. .. 0.2 0.4 0.8 1.0 1.3 1.8 2.4
Consumer transportation. .. .. 1.6 5.2 8.6 7.3 8.6 12.7 | 16.4
Autos and private planes’ . . 06| 3.5 60 | 5.7 6.8 9.6 | 12.7
Local bus and streetear.... | .... | .... 0.8 0.7 0.8 1.5 1.5
Intercity bus.............. R 0.1 0.1 0.2 0.2 0.2
Airlines................... AU 4 ‘ 4 0.1 0.5
Railroads................. 0.4 0.8 0.6 0.3 0.3 0.4 0.3
Medical care, insurance, and
death expenses. .... .. .. 1.1 2.8 4.5 4.7 5.2 7.7 8.7
Recreation.................. 0.9 2.1 3.8 3.3 3.7 5.7 6.9
Radio and television sets. . . 0.2 0.7 1.0 0.6 0.8 1.1 1.3
Private education, religion, and
welfare.. ... ... ... .. .. 1.2 2.2 2.7 2.3 2.4 3.4 3.7

1 Courtesy of McGraw-Hill Publishing Company, Inc.

2 Includes estimated rent for owner-occupied homes.

3 Includes original cost and operating expenses.

¢ Leas than $50,000,000.

In New York only 13.4 per cent of the money spent in retail stores
is credited to automobiles and accessories. That is the lowest per-
centage of all the states. In the two Dakotas, which are practically
the same, 26.5 per cent of retail sales is for these items. However, the
complete figures show that the per capita expenditure for automobiles
and accessories in New York is $94 and in the Dakotas, $82. In New
York the percentage of retail sales is practically the same for wearing

apparel as for automobiles, being 13.3 and 13.4 per cent, respectively.



THE GREATEST MARKET IN THE WORLD

[Jwwos

[ m-ws

O ss-us

T o560

/73

Bl -0

s

UNITED STATES, 565

Fic. 9.—PERCENTAGE OF URrBAN Popuratiox oF THE UNITED STATES



36 OUTLINES OF MARKETING

"Few other states have such a close parallel. In the neighboring state of

New Jersey the clothing stores sell only half as much as the stores
handling automobiles and equipment, while in Vermont 24 per cent of
the retail sales is given for automobiles and slightly less than 6 per
cent for clothing. In Mississippi, which is not popular for well-
maintained roads, the automobile salesmen receive 21.7 per cent of
retail sales while the apparel dealer is given but 3.6 per cent. Other
states show equal vagaries. In Mississippi, for example, 0.001 of re-
tail sales are made by the book stores; in the District of Columbia,
book stores are credited with 0.6 per cent of the sales, or nearly sixty
times as much.

Although these figures are not current, they are the most recent
available and doubtless show the same relationship that exists at the
present time. It has been found that family budgets do not vary a
great deal from year to year in any one district or locality as to the
portion allotted to the various items.

A careful study of the figures in Table 7 (page 69) will reveal the per
capita sales of the various types of stores and the total amounts sold
at retail by the same types of stores.

How Factories Have Located.—If each city could be provided with
just enough factories to satisfy local consumption, including the trad-
ing area of which the city is the center, marketing would be reduced to
raw materials and the passing of goods from the manufacturer to the
retailer or consumer of his home town. Unfortunately, such an indus-
trial organization is not possible. In choosing a location for a factory,
many things must be taken into consideration. The determining fac-
tors differ with different kinds of merchandise. In the case of the flour
mill, the direct and least expensive form of transportation of wheat
and flour is the principal requirement ; hence, the location of large flour
mills at such points as Minneapolis and Buffalo. In the manufacture
of glassware, the first requirement is inexpensive fuel. Gas is much
preferred. In millinery and clothing, the factory must be at a style
center to make its offerings aceeptable.

Workers go where factories are, and factories often change loca-
tions. The petroleum center of Oklahoma is Tulsa. This city is not
so close to the oil fields as Sapulpa, which, at one time, was the larger
of the two, but the latter was not provided with good hotel accommo-
dations and the oilmen went to Tulsa for week ends. This city became
a meetingplace. Offices were opened there, and, thus, by accident,
Tulsa became the oil center. The automobile business has ecentered
in Detroit because the bankers there were especially liberal in fostering
the new industry. They had had previous experience with wagon and
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carriage makers who had numerous factories in the nearby territory.
Knowing something of the vehicle industry, they were more kindly
disposed to automobile manufacturers than were bankers in numerous
other places, particularly those of New England. Other stories are
current concerning other industries. Perhaps none of them presents a
true picture, but they do show comparatively trivial incidents that
were at least influential in locating the newly incubated industries.

While mere chance has affected the locating of centers of industry,
usually there is some distinct reason for an industry’s being centered
about a certain point. Grand Rapids, Mich., is located on the Grand
River, where water power was available in earlier days. It was also in
the center of a district with a large supply of different varieties of
timber, particularly of hardwoods. Paper mills, which require a large
amount of power and relatively pure water, have centered primarily
in a few districts which have become outstanding—Massachusetts,
West Virginia, Michigan, and Wisconsin.  In South Bend and La Porte,
Ind., there are numerous factories for farm equipment. That is also
true of Chicago and Moline, I1l., and of Milwaukee, Wis. This is not
surprising as these cities are in the midst of the greatest farming dis-
trict in the country. Also, in the early days they were adjacent to
great quantities of timber used in the manufacture of farm equipment.

There is another influenee that is frequently the determining one in
locating a factory once the industry is established. That is the im-
mobility of labor. Skill on the part of artisans is one of the universal
requirements in manufacturing. The furniture business in Grand
Rapids has attracted thousands of the best cabinetmakers. A new
furniture factory, starting in a city where it stood alone, would find
the greatest difficulty in attracting the requisite number of skilled
workmen. There would be too few opportunities to induce artisans
to move to a city where there was but one opportunity and one em-
ployer. If they find it necessary to change their location, they will go
to Grand Rapids, where many opportunitics for labor are to be found.
Consequently, the new firm that proposes to engage in the manufac-
ture of furniture will be wise in establishing its factory at the point
where skilled labor is available. This has operated in establishing the
machine-tool industry in New England, the manufacture of automo-
biles in Detroit and vicinity, and the manufacture of silk products in
northern New Jersey. So, because of the importance of proximity to
raw materials and other manufacturing requirements, including sources
of skilled labor, it is impossible to distribute most kinds of factories in
accordance with the demands for their products.

This congregation of factories greatly oversupplies the local demand
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for the products, and it becomes necessary to look far and wide to find
consumers. On the other hand, the consumers who are looking for
supplies either direct from the manufacturer or through the distributors
who pass them along find it necessary to seek out a source of supply.
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Race, nativity, and parentage, because of customs and traditions, affect eating habits,
living conditions, and the readiness with which people accept new ideas and new products.
These variations in addition to the factors of urban and rural communities result in market-
ing problems that the manufacturer or distributor must carefully study.

From the distant manufacturing centers, someone must undertake to
bring goods to fill the demands of those who often do not know even
the location of the factory.

Whole Industries Change Locations.—Where factories are located
and where lines of transportation converge, population naturally gath-
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ers. As we have seen, there are many influences that operate in the
location of a factory and, consequently, in attracting population to
that point. Frequently, the nature of an industry is such that the fac-
tory districts are only temporary. In 1850, the center of the lumber
industry was in New York. A few yecars later it moved to Pennsyl-
vania, then to Michigan, and later to Wisconsin, and now it is in
Oregon and Washington, although Alabama, Georgia, and Mississippi
are, at the time this is written, supplying a very large part of the lum-
ber for construction in the Eastern states.

At the time the lumber industry is active, there will be, in addition
to the logging camps and sawmills, a large number of affiliated fac-
tories, such as tanneries. At the beginning of the twentieth century,
Cheboygan, Mich., was a great lumber town. Since it was at the head
of the Great Lakes, there was much shipping and most of the lake
boats made it a port of entry. Railroads on both sides of Lake Michi-
gan facilitated the shipment of lumber products to the South and East.
The tanning business, which uses a large amount of oak and chestnut
bark, employed many men. As the supply of timber was exhausted,
the mills closed and were moved away; first the large lumber mills,
then the shingle mills, then the tanneries. The writer has seen as many
as a hundred empty houses clustered in a little village, at one time
prosperous but now deserted, after the lumber industry had moved on.
Again, the location of a new center for this type of industry, such as
Longview, Wash., develops a thriving city within a few years.

What is said here of the lumber industry may be true to a lesser ex-
tent of many other industries. At one time, cotton spinning and weav-
ing were practically all centered in the New England states. Now a
large part of this industry has gone to the Southern states, near the
source of cotton where cheap labor is plentiful. The petroleum indus-
try, since the first Titus well was sunk in Pennsylvania in 1857, has
shifted over much of the map. Ohio continues to produce a consider-
able amount of petroleum, southern New York very little. Oklahoma
for a time was the greatest petroleum producer and still has many
active wells, being ranked with Texas and California. There are also
many wells in Louisiana. However, now the most promising field is
the Teapot Dome district of Wyoming, Colorado, and Utah.

How Efficient Is Our Distribution?—There is much discussion about
the rising costs of distribution of goods. Many ecritics blame advertis-
ing for what they term exorbitant costs. Middlemen also are blamed,
as it is claimed that they arc too numerous and that they get too large
a share of the consumer’s dollar. The purpose of studying marketing
is to analyze these criticisms, to sift out all that is sound and usable
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-and apply it to reducing marketing costs wherever that is possible.
Not only that, but the student of marketing is interested in devising
new means and methods of distributing goods efficiently and economi-
cally. Besides, he strives to analyze distribution costs with a view to
reducing them when this can be done without causing the consumers
inconvenience. Throughout the country as a whole, it costs nearly
$39,000,000,000 to distribute a little over $27,000,000,000 worth of
goods from the factories. This means that for each dollar’s worth the
manufacturer puts on the market, it requires nearly a dollar and a half
to place those goods in the homes where they are consumed.

Of course, averages are not always significant. There are many
items that are now marketed at less cost probably than at any time
in the past. This is true of sugar, to give a specific example. For
some other products, the cost of distribution runs as high as four times
the manufacturing costs. All this will be considered more in detail
and the critic's objections will be taken up and discussed in later chap-
ters. Also attention is given to the question of whether the cost of
distribution is actually increasing. That is a question to which there
are many sides. Does it cost any more now to distribute the same
items than it cost 50 years ago? Is this increase in cost of distribu-
tion due to a shift in population to the cities, where practically every-
thing consumed has to pass through the regular channels of distri-
bution? Or is it brought about by the much larger number of items
consumed in the homes now than previously and the very great dis-
tances these items have to be transported? Is it brought about by the
demand for increased service, such as sending goods to the home for
trial, and demanding very large assortments from which a choice may
be made?

One large store in New York found that nearly 30 per cent of the
furniture it delivered to various homes was subsequently returned.
The reasons for the returns were primarily the fault of the customers.
Inasmuch as it cost the store $12 to deliver or return such articles as
tables, sideboards, or large chairs—with other pieces in proportion—
the price of furniture was necessarily about 25 per cent higher than it
would have been had each sale “stuck.” Large assortments mean
more money invested in stock, more space occupied, and therefore
more rent, more insurance, and a very much larger part of the stock
to be sacrificed by markdowns at the end of the season. These extra
expenses are incurred, not because the merchandise is poor, but be-
cause customers are notional. Most of them are ignorant of the fact
that the added expense for the store to supply such large assortments
and such service is added to the price of the goods they buy. These
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are also some of the “headaches” that constantly worry marketing
men. However, it seems that no sooner is one difficulty overcome than
the finicky customers find other ways of making it expensive to sell
them goods.
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Questions and Problems

1. Cite two examples to support the contention that American people are
prodigal.

2. Define “market” in the most coneise terms at vour command.

3. What ix the plnlo~ophy of the American people with respeet to work?

4. Cite two examples 1o prove false the complaint of the agitators that the
corporations are making unreasonable profits while the employees are under-
paid.

5. By how much did the number of =avings accounts and the amount of
savings increase in the 46 vears after 1900?

6. How much more milk can be bought in the United States than in Russia
for one hour's work?

7. Comment upon the statement, “Competition in the broadest sense is
concerned only slightly with prices.”

8. Refer to the data in Table 4, “Where Consumer Dollars Go.”

a. Calculate the pereentage increase in 1950 over 1909 for total consumer
expenditures; for household equipment and operation; for recreation; for pri-
vate education, religion, and welfare.
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b. How would you account for the difference in percentage increase in the
latter three groups?
9. What are some of the things to be taken into consideration in choosing
the location for a factory?
10. Does distribution cost too much?



CHAPTER III
CLASSIFICATION OF GOODS, MARKETS, AND FUNCTIONS

Some Classifications of Goods.—Unconsciously, when we think of -
making a purchase such as fruits or vegetables, we think in terms of
the convenience class. Shall we go to the corner grocery, to the chain
store, to the super market, or shall we drive into the country to a road-
side stand? All these handle the convenience class of goods. If we
are considering a combination radio phonograph or television set we
unconsciously put it into the shopping class. We read the advertise-
ments, we talk with friends who know about these instruments, and we
visit stores where they are for sale. If it is a supply of laundry soap
that is needed, again we automatically think in terms of convenience.
Over the telephone the order is given for “a quarter’s worth of laundry
soap.” The favored brand may, or may not, be stated. If the first
brand requested is out of stock, as a matter of convenience a substitute
will be accepted, to save the trouble of making another call. Hence,
we call this a “convenience” good.

Retailers recognize the importance of careful classification of goods.
Stores for food, for clothing, furniture, books and stationery, and elec-
trical appliances are but a few of the many specialized stores to be
found in almost cvery shopping center. Of course, there is a large
number of “'general” stores, which do not adhere to these classifications
any more than do the department stores. But such an establishment
should be regarded as a cluster of stores (departments), each of which
is limited as to the number of items in its class that can profitably be
carried in stock. In policy these stores are the opposite of the chains.
They attempt to supply a large number of items to each of a compara-
tively few customers, while the chains aim to supply a restricted num-
ber of items to a large number of buyers. This is, of course, a relative
picture, and applies to the system as a whole, not one individual store
against another, with all getting as many customers as they can.

All that has been said about restricting the classes of goods for
retailers applies even more emphatically to wholesalers, while brokers
are of necessity still more narrowly limited.

Manufacturers, especially if their capital is limited, tend to produce
a very few closely related items, or even to concentrate on a single
product. Even the large operators, who welcome new products, care-

43
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fully keep within their class, and that is determined primarily by the
kind of wholesalers and stores to which they scll. They want all their
products to go through the same trade channels.

When a manufacturer has a valuable by-product, he may find it
necessary to market it through different channels and cven with a
different sales organization. Then the main product will be in one
class, the by-product in another.

Industrial and trade publications insistently keep both editorial and
advertising within the class they have chosen to represent.

Another commonly used eclassification, for both consumer and in-
dustrial goods, is durable and consumption goods, or capital goods
and supplies and consumption goods. The term “durable” is self-
explanatory, and to call such goods “capital” goods is readily under-
standable. Most machines used in a factory, or an electrical refrigera-
tor for the home, will endure for a long time; so they become part of
the capital of the owners. Fuel and lubricating oils are consumed
from day to day, which illustrates the classification of consumption
goods.

What Is Involved in Classification?—Science begins with observa-
tion, measurements, and classifications. Before marketing can develop
into a real science, many improvements must be made in both classi-
fications and measurements. Of the measurement of marketing forces
we know little. We know that advertising is a force, but we know little
about measuring that force. That may be regarded as a qualitative
measure. In the quantitative measurements of things bought and sold
great progress has been made in the past few years, and that progress
continues.

Classifications are quite as important as measurements, but so far,
even the leading students of marketing have not made a serious effort
to apply a really scientific classification to those items, the buying and
selling of which constitute trade and commerce. The authors believe
the following classification to be all-inclusive and distantly approach-
ing scientific method in nature. Everything bought and sold ecan be
fitted into some of the divisions.

1. Commodities.
a. Agricultural products: fruits, vegetables, grains, cotton, and domestic ani-
mals, including their by-products: wool, eggs, butter, milk, ete.
b. Industrial or business goods.

(1) Buildings and structures: blast furnaces, wharves, tubs and vats in paper
mills, and any other structures erccted for use in production and of no
value except to the particular business. (This docs not include general
buildings.)

(2) Power and transmission machinery.
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(3) Fabricating machines: looms, printing presses, turret lathes, etc.
(4) Raw materials: iron, rubber, pulp wood, wood, raw cotton—all of the
things that go into the finished product.
(5) Supplies: detergents, tools, lubricants, and other supplies that do not go
into the finished product.
(6) Operating equipment: small tools, trucks, and power-driven tools such
as air pumps.
(7) Office equipment: desks, furniture. and office machines.
¢. Consumers’ goods (in general, supplies for the individual and the home)
(1) Convenience goods: groceries, drugs. tobacco. ete.
(2) Shopping goods: radios, furniture, clothes, automobiles, ete.
2. Services.!
a. Social welfare group.
(1) Education.
(2) Health preservation.
(3) Legal.
b. Publie utility group.
(1) Transportation,
(2) HNumination and power.
(3) Communication.
(4) Heating and fuel.
¢. Finance group.
(1) Banking.
(2) Financing.
(3) Insurance.
(4) Investment,
d. Shelter and food group.
(1) Hostelry.
(2) Catering.
e. Personal service group.
(1) Valet.
(2) Beautifying.
f. Recreational group.
(1) Theater.
(2) Playground.
(3) Music.
(4) Travel aid.
g. Miscellancous.
(1) Information.
(2) News.
(3) Repair.
3. Securities.
a. Federal, state, and municipal notes and bonds.
b. Stocks. bonds. warchouse receipts, and others of individual firms.

!t Services, as contrasted with commodities, are intangibles. They possess the
quality of serving people through the direct or indirect performance of labor, or
the supplving of an idea, or both. In our complex economic life, many standard-
ized services are so essential to the well-being of all that to be without even the
least would change our mode of living. Services tie together those factors which
make the marketing of tangible goods possible.
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4. Real estate.
a. Residential.
b. Farms and ranches—including riparian and irrigation rights.
¢. Business property.
d. Public property—including parks, undivided lands, water rights, etc.

General Nature of Commodities.—The weakest part of this analysis
is the division of commodities. The first of these is “agricultural,” a
term that involves both their source and their nature. The next divi-
sion is tndustrial or business goods. This involves a wholly different
idea from the one in class (a), for this refers neither to the nature of
the goods, nor to their source, but to their use. Scientific method re-
quires the same base for all classifications in a series, which this group
certainly lacks. The subdivisions under class (b), industrial goods,
are better, for they refer primarily to the uses.

Under (c¢) there is another new base introduced. Here the main
classification refers to those who use the products—consumers. The
base changes for each classification: (a) source and nature; (b) use;
(c) the persons who use the goods. Unscientific as this classification
is, the authors believe that because of its wide adaptation and general
use it will serve the purpose better than a more logical, but new and
strange, classification.

Of course, real estate might be considered under “commodities,” but
because it differs from all other commodities in that it cannot be re-
moved when purchased—its position is fixed—we have not included
it in this classification of marketable products. The urban real-estate
market depends largely upon the population, and in judging its value
a study of the growth or movement of population is the chief point to
be considered. Zoning and the location of schools and churches with
reference to the property must also be considered. With agricultural
real estate the value depends upon the distance from markets, the
fertility of the soil, the climatic conditions, its accessibility to hard-
surface highways, ete.

Another type of commodity not included in this classification is
securities. The Stock Exchange of New York City is the principal
exchange where securities are traded in, and here supposedly a buyer
may be found any business day in the year for any listed security,
brokers being the principals through whom the securities are bought
and sold. There are several books dealing with the stock market.
This text, however, will deal chiefly with the marketing of commodi-
ties such as are listed in the above classification.

The General Nature of Services.—In a consideration of the market-
ing characteristics of services, it should, perhaps, first be stated that



CLASSIFICATION OF GOODS, MARKETS, AND FUNCTIONS 47

because of their intangibility, services do not lend themselves to the
same type of classification as do commodities. The latter were divided
into agricultural, industrial or business, and consumer groups. This
was possible because the products designated in each group were phys-
ically different from the others, in most cases.

There are two general types of service. One involves labor, either
physical or mental or both. The other type of service is the tempo-
rary loan of goods or equipment. Teachers, lawyers, preachers, musi-
cians, and other servants of that class perform mental labor. Skilled
physical labor is part of many other professions. The gardener, the
laundress, and the barber do labor that is primarily physical. The
mental part is secondary. The surgeon and the dentist do both phys-
ical and mental labor. The second class of services can be illustrated
by the telephone. The telephone company puts its equipment tempo-
rarily at the disposal of the one who benefits by the service. The
same is true of railway, streetear, or bus transportation. Yet, in each
of these there is the element of labor involved in the operation of the
different kinds of equipment for the benefit of the traveler. The send-
ing of a telegram not only involves the use of equ1pment but also in-
cludes skilled labor.

So great is the importance of many services that the public has de-
manded that they be regulated and has set up laws and regulations
through its legislative bodies to that end. These legislative bodies
supervise and, in some instances, absolutely control the policies and
practices to be employed by the marketer. For example, the people
long ago took over the postal service. Making and maintaining high-
ways and bridges, maintaining fire departments, and supplying or
supervising education of the young are among the important services
most often supervised or performed by the government. State and
Federal legislation have established commissions to supervise and con-
trol the marketing of such services as transportation, communication,
clectric lighting, power, and gas. More recently this supervision, to
a degree, has been extended to merchandise.

The government tends more and more to extend the function of su-
pervision over banking, financing, investment, and insurance. Always,
and in various ways, the government has been concerned, because of
the public interest at stake, with the marketing of the more personal
services, such as qualifications for teaching, practicing medicine and
dentistry, and acting as public accountant.

Individual and Industrial Service.—It is apparent that some serv-
ices are definitely “individual,” some “industrial”; yet, as has been
stated, others are often so nearly identical that to distinguish between
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them is not practical. The freight train is operated primarily to trans-
port goods and materials for industry and a very great part of the
freight carried by the railroads goes to industries, but the same freight
train may also carry household goods or other commodities for indi-
vidual use. The electrical power company provides electricity for
lighting individual homes and also for lighting factories; the current
from the same dynamo may run the sewing-machine motor in the home
and propel the great power motors of manufacturing plants.

The traveling salesman “represents” an industrial institution, but
who would say whether the hotel that provides him with food and
shelter and the railroad that gives him Pullman service are serving an
individual or serving a business concern?

The “drive yoursel.” renting of automobiles is a personal service.
Yet, a used-car dealer who makes a contract with a manufacturer to
provide automobiles for his salesmen is supplying an industrial service
—a transportation service. If the remuncration is according to the
number of miles covered, there is no labor involved in the service, in
which it differs from railway, aviation, and trucking services operated
by the owners.

Many machines are leased to operators on a royalty basis, which
is a service. This is common practice with shoemaking machinery and
such business machines as code-punching machines, which are all in
the industrial field.

Service Affects Selling.—Selling is coming to be more and more
concerned with service. One buys a commodity, but connected with
it is a service that may be the determining factor in making the choice.
This is often true of the automobile business. The decision bhetween
two different makes of cars may be the reputation for good service
that one has and the other lacks. Also, when a woman buys a sewing
machine, a considerable part of the price is for the instruction—very
definitely a service—she is given in operating it. Another example
would be a towel service, which supplies both the equipment and the
labor required to keep the equipment in usable condition. This com-
bines both types of service—the use of a commodity and labor. Type-
writers are sold with a provision that they will be kept in working
order. That is also true of oil burners and mechanical refrigerators.
Another example, which is more in the form of a lease, is air-condition-
ing equipment for automobiles operating across the Great American
desert. This is sold by one of the oil companics with a chain of gas
stations. The conditioner can be turned in at the end of the trip and
the purchase price refunded, except for a moderate service charge.

An extreme consideration of this attitude toward selling can be
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gained from an automobile manufacturer’s summation. “We are not
interested merely in sclling a machine,” he said, “but in selling trans-
portation—a highly specialized transportation. This includes a certain
speed, appearance, comfort, and dependability, and an assurance of
minimum cost, and it is our responsibility to deliver that transporta-
tion. This may be illustrated by the man who buys an automobile
and on the trial run collides with a stone wall. He has as much rubber,
as much steel, as much upholstery and almost as much paint as before
the collision, yet the value is gone. That means the service is gone; he
no longer has transportation.”

In general, when a tangible product is sold with “service” as an
important factor, such service is distinguished from marketable serv-
ices because its function is to aid in selling the product rather than to
serve as a distinet item in itself,

Goods Classified According to Use.—Staples and specialties are two
other classifications, of declining popularity. Generally, these terms
are applied according to their commonly accepted meanings. The
product is a staple when it is for more or less routine use and of a
standard type, usually sold in bulk. A specialty, on the other hand, is
a product that is not common, but different from others. In some
instances, authoritics have held that a speciality is any branded prod-
uct, simply because the branding gives to the commodity something
of the individuality of the maker. Sometimes this individuality is
achieved by a special process or formula in manufacture; sometimes
it is achieved by a patent right, protecting some features or the com-
plete product against copying; and sometimes, by sheer originality or
distinctiveness.

The above formal classification of consumers’ goods does not include
these two terms, for the reason that the authors can sce little to be
gained by their use. The difficulty of dividing a long list of standard
household supplies into staples and specialities, when the consumers
never think of them as sueh, is illustrated by the following: milk,
fruits, meats, and soap are staple products in most homes; that is,
they are routine necessities. But when the buyers insist on Borden's
milk, Sunkist oranges, Armour’s meats, and Ivory soap, arc these
products, from the marketing angle, staples or specialtics? The au-
thors believe that the whole question becomes too academie for profita-
ble discussion, and they accordingly prefer to classify consumers’ goods
in terms of people’s characteristic behavior in buying them: “conven-
ience goods,” and “shopping goods.”

Few of the above classifications are definitely fixed. When a yamn
mill buys a farmer’s clip of wool, that wool immediately changes from
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an agricultural product to an industrial product. The yarn made
from the wool, if sent to a fabric mill, will still be an industrial product;
but, if it is sent through the usual trade channels to a retail store, it
becomes a consumption (consumer) product. A carload of coal on the
way to a power-generating plant is an industrial good. But if it is
halted and transshipped to a coaldealer’s yard, it becomes a consumer
good. A framed oil painting is regarded as a durable good, whereas
a lithographed colored reproduction of that picture distributed in a
magazine is a consumption good.

This overlapping of classifications seldom leads to confusion or mis-
understanding in practical business affairs. However, the rate of ob-
solescence frequently becomes a matter of controversy in making in-
ventories and in fixing net profits for taxation purposes. The precise
durability of machines, buildings, and equipment is an accounting
rather than a marketing problem. Obsolescence is the answer to the
question of how rapidly capital goods lose their capital value.

Home Supplies.—Inasmuch as most of this text will be devoted to
the marketing of consumer goods, it may be well to consider somewhat
formally their characteristics. First it may be said that they are for
the personal use of the individual or the family. This includes both
durable and consumption items. Building materials and equipment
for the home, such as furnaces, steel cabinets, as well as automobiles,
pianos, and rugs, are all durable goods. Since they are bought and
used by the family, they are also regarded as consumer goods.

The retail store frequently has charge of demonstrating for such
products as power washing machines, ironers, and even vacuum clean-
ers. However, such selling is usually done through an arrangement
with the manufacturer who trains the demonstrator and shares in the
expense of his work. Pianos are also sold in this way for the most
part as well as most farm machinery. Added to this is the very great
number of items that are staples around the home: foods, clothing,
reading material (except books), and items bought for amusement—all
of the consumption variety. This means they are used up in a short
time and replaced as a matter of routine purchase, whereas the dura-
ble goods are generally bought on infrequent occasions and, most of
them, after family consultation. Farmers buy many supplies such as
seeds, feeds, and equipment, which are sometimes classed as industrial
products, but as they are used wholly by the family, it seems more
logical to group them with the consumer items. Even when the goods
are identical, the reasons or motives for buying consumer goods are
different from those for buying industrial goods. In general, it is true
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that goods bought for personal or family consumption have the follow-
ing characteristics:

1. The total number of users for a large number of consumers’ goods
is limited, theoretically, only by the total population of the country.
Extensive consumers’ markets promote quantity production.

2. Generally the buyers are people in all walks of life, with or with-
out technical training, and with or without an extensive knowledge of
the merchandise they buy.

3. The distribution of the market bears a definite relationship to the
distribution of the population, for the people are the markets.

4. Products are purchased from the viewpoint of satisfying a want,
which may or may not be of a utilitarian nature. Relatively speaking,
utility as a buying motive is of far less importance in the consumer
field than in the industrial field. This is chiefly because people buy
“satisfaction” when they purehase for their own use or consumption,
being actuated by either rational or emotional motives.

5. Women play a predominant part as buyers. It has been esti-
mated that they “control” about 85 per cent of all consumers’ pur-
chases. The Fawcett Research made an investigation along that line
in the spring of 1948 their findings are presented in Fig. 19 (page 108).
They showed that with strictly household articles, women did buy prac-
tically everything, but with such items as automobiles and accessories,
smoking tobacco, razor blades, and a host of other items, women played
only a minor part. Then there was a considerable number of items
on which the men and women of the family exerted equal influence—
in seleeting radios, men’s ties, refrigerators, and ginger ale. Other
household utilities and utensils were left for the women to choose.

6. Prices vary, but not with the same sensitiveness as in the in-
dustrial field. Many of the daily price fluctuations that oceur in the
raw-material markets are never felt in the corresponding consumers’
markets, unless, of course, a decided change in the basic price either
up or down is established. But even so, the effect on the consumers’
product price is not felt for some time, usually the length of time it
takes the dealers to dispose of inventories bought at the old price level.

7. Buying is almost universally according to (a) brand name, either
manufacturer’s or distributor’s; (b) store label; (¢) convenience of lo-
cation; (d) confidence in the seller. And of these, probably the most
important is the brand name. Specifications are employed for some
durable items, primarily those entering into the building or alteration
of the home, but they are not generally used for the many consumption
goods purchased. It should be noted, however, that during the past
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few years consumers’ research-service agencies and consumers’ coopera-
tive-buying organizations have established a trend toward buying all
types of consumers’ goods on the basis of specifications or analysis.

8. About 95 per cent of consumer goods are bought at retail stores,
and the authors estimate that, aside from the homes consumers live in,
90 per cent of their purchases are for immediate consumption.

9. The majority of advertising that one sees in magazines, news-
papers, and posters, as well as what is heard through the radio, is for
consumer goods. Frequently this advertising is directed at creating
new markets, sometimes at introducing new goods. Soluble coffee and
tea, electrical equipment, such as mixers and egg beaters, are all of
recent introduction in the home.

Classification of Markets.—A market may be thought of today as a
place or as a group of people. Originally, markets were places. They
developed when people with surplus goods to dispose of came together
at a designated spot to exchange their surplus goods for those of others.
As time passed, these meeting places evolved into routine market
places with trading taking place at regular intervals: monthly, weekly,
or daily.

Some of these places established reputations for certain kinds of
goods, and they grew into specialized markets. One market special-
ized in woolen goods, while others sold cotton goods, tinware, or some
other type of product.

The influence of these early market places is in evidence today.
We have, with modern adaptations and improvements, the same sort
of specialized market places. They are illustrated by the wool market
in Boston, the coffee exchange in New York, the livestock market and
the wheat pit in Chicago, the cotton sales in Galveston and New Or-
leans, and the wholesale and retail produce markets of every city.
Wholesale markets for manufactured goods are now common, such as
the Chicago Merchandise Mart, the St. Louis Mart, and many others
for particular kinds of merchandise.

In a restricted sense, every retail store constitutes a market place
where people go to supply their needs. We still speak of the meat
“market.” The retail store gradually replaced most of the old con-
sumer markets; it developed along with the advancement of quantity
and specialized production. Today the retail store is almost wholly
the consumers’ market place; it differs from the old consumer markets
in that it is usually owned by one person. The original markets con-
tained many sellers as well as many buyers, and they were commonly
owned by the municipalities.

Thus it is seen why the statement was made that markets may be
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-thought of as places. Classifying these briefly, the following is ob-
served: wholesale market places consist of such institutions as com-
modity exchanges, produce markets, and merchandise marts; retail
market places are divided among retail stores, super markets, city
markets, ete.

Markets in terms of people are becoming more and more important
in marketing as we know it today. This is so because of the general
development of communication and transportation. People are told
about products through advertising, salesmanship, and publicity; ex-
cellent transportation facilities enable them to travel many miles to
any one of their favorite trading centers. The system of existing retail
outlets enables people to buy many products at any one of hundreds
of stores. There is no one so poor or whose scale of living is so meager
but what he constitutes a part of some market. The vast crowds on
the city streets, the sport fans at the stadiums, the enthusiasts at the
sand-lot baseball game, the farmers at the country auction sales, the
throngs at the beach—all constitute markets for volumes of various
items. To supply the tables, to keep the lamps lighted and the fur-
naces burning, to buy clothing for each member of millions of homes,
and to provide recreation and amusement for 149,500,000 pcople every
day in the year is to supply the markets of the United States. Habit
and convenience restrict this number, of course, but potentially the
number is large. Where there are people to buy, there will be a market.

With many products the manufacture involves so large an invest-
ment for machinery that only one plant may be required to supply the
population of many states. For example, in a small Ohio city a match
factory is located. Wood is fed into the processing machine from
one direction, paper from another, sulphur from another, phosphorus
from still a fourth, and finally, all these are converted into a usable
product, assembled, counted, packaged and delivered—all by an auto-
matic machine. It is evident that such a complex mechanism is expen-
sive to purchase and to operate. It is also obvious that a large ma-
chine of such efficiency can supply millions of people with the product
that it produces—in this case matches.

Many other items are made in a similar manner. One of our great
textile mills can produce enough cloth to supply millions of homes; a
few automobile factories produce almost all the cars made—some can
turn out 3,000 a day. Steel mills, meat packers, flour mills, and even
lead-pencil factories operate on a huge scale. Quantity production is
necessary for economic production, which makes low prices possible.

The distribution of the various outputs of these huge factories re-
quires the services of a large number of people—for shipping, storing,
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dividing into smaller packages that the retailer can handle, and finally
for packaging smaller divisions for home consumption. No wonder
that with such an item as matches it costs more to move them from
the factory into the distant home than it does to produce them.

Marketing Activities Are Necessary.—All those activities involved
in buying from the producer and delivering to the consumer constitute
marketing. Common usage in the field refers to each activity as a
“function.” The one who performs the activity or function is referred
to as the “functionary,” although that term is more restricted than the
shorter form just cited.

When oranges are marketed, they are taken from the ranch to the
packing house where they are serubbed, sorted, graded for size, and
finally placed in a *‘gas chamber.” In this airtight room, in which a
kerosene flame is left burning, the oranges remain approximately 24
hours. In addition to having the skin toughened so that they will not
be damaged in going through the grader, they also attain a brilliant
color which makes them look more appetizing. Each orange is
wrapped and placed in a box according to size and then shipped by
refrigerating cars to the cities where they are consumed.

It is often pointed out that marketing costs too much in that the
grower receives only about one-third, or less, of the retail price for
his fruit; yet when one studies the various steps taken to put the fruit
on the market, it is evident that growing and picking the oranges are
a very small part of their final production. So it is with many farm
products (sce Fig. 56, page 285).

Primary Functions in Marketing.—Reduced to the simplest form,
the primary marketing functions are

1. Functions of exchange.
a. Assembling, or buying.
L. Distributing, or selling.
2. Functions relating to physical supply.
a. Transporting.
b. Storing.
3. Facilitating functions.
a. Grading, sorting, and standardizing.
b. Financing.
c. Risk taking.
d. Collecting and distributing marketing information.

Some of these functions enter into all forms of marketing in greater
or less complexity. In the sale of wheat, assembling, storing. and
grading are the primary functions in so far as the elevator is concerned.
With fresh fruits, storing (which frequently involves refrigeration),
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transportation, and selling are very important. With meat packers,
refrigeration, particularly in transit, is one of the most important fune-
tions. It was near the turn of the century before refrigerating cars
were so scientifically constructed that packers could carry fresh meat
from Chicago to New York and deliver it in first-class condition.
With the advancement of the frozen-food industry, refrigeration has
become even more important because all stages of storage and trans-
portation are involved.

Of course, in all forms of trade there is a necessity for providing
capital, or financing. Also, very little, if any, trade can be conducted
without assuming risks. In the importation of silk, the financing is so
important that the raw silk received at Seattle is rushed to the manu-
facturing districts in New York and New Jersey by fast express.
These trains have the right of way over all other trains except through
passenger trains. The idea is that the interest on the investment is so
great that the saving in time is more important than the difference in
transportation costs.

Assembling or Buying.—In the following discussion of each of our
primary functions, it must be remembered that rarely will one funetion
be performed independently of the others. The relative importance of
each function varies with the product being marketed and the agency
involved. For example, assembling may include buying, grading,
sorting, storing, transportation, financing, and the assumption of risks.
Yet, it is apparent that the primary function of a grain elevator is
assembling wheat or oats from many farms so that the grain may be
sold and shipped more economically.

For a wholesale grocer to supply many food stores with goods, those
goods must first be assembled. That is, they must be bought from the
various manufacturers and transported to the warehouses from which
they will be dispersed when sold. Yet, the function of selling is so
much more important to the wholesaler than that of buying or assem-
bling that he thinks of himself as being engaged in distribution. The
operator of a grain elevator, on the other hand, has to exert careful
discrimination in.grading the wheat before buying, while selling is pri-
marily by grade, with prices fixed by auction. Hence, the elevator
operator is fundamentally an assembler.

Distributing or Selling.—From the legal standpoint, selling is a
transference of ownership and may involve no more than the exchange
of a bank check and a receipt. This legalistic interpretation of selling
is unfortunately adopted by many economists and is perhaps primarily
responsible for their apparent misunderstanding of the realities of our
complex system of marketing. Few economic texts pay attention to
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the problem of developing markets and assume that the buyer should
seek the seller when in need. Anyone who has ever tried to run a
business, large or small, knows how essential sales promotion, adver-
tising, and active selling efforts are in transacting business. Par-
ticularly is this true of all merchandising institutions. It is to be
regretted that so many economists have no place in their theories for
market-stimulating activities.

Selling may in itself be a real service to the buyer. This is illus-
trated by all the electrical equipment which must be demonstrated be-
fore it can be used to the best advantage. When a woman buys a
sewing machine she wants not only to see how it runs but to have all
the attachments, including the motor, explained and demonstrated.
This is all a part of selling. It doubtless increases the price which the
consumer pays—for the valuable time of somecone is required in the
demonstration and explanation, but without this service the machine
would be less valuable to the purchaser and might even be damaged
through amateurish operation. Few power washing machines, elec-
trical ironers, or even vacuum cleaners are bought without a demon-
stration in the home.

The following example is in the industrial field. A certain type of
printing press sells for about $1,500. Assume that it costs $800 to
manufacture. On the floor of the factory, these presses represent $800
in value. The insurance would provide for that amount, but when a
printer has bought one of these presses, the cost of selling, shipping,
and installing brings the price up to 1,500, and the same insurance
company, which accepted a risk of $800 for the press while it was in
the factory, increases its liability to $1,500 after the press has been
installed in the print shop. Not all of the $700 difference is represented
in transportation and installation costs. It is well known that the cost
of selling this type of machine is pretty well standardized and it is
regarded as a service not only to the manufacturer but to the buyer.
Suppose the printing press had been destroyed by fire or accident while
in transit. The buyer and not the shipper would look to the insurance
company for reparation, and the amount collected would be the amount
of loss to the buyer, who would have to pay the full contract price.
In other words, possession is a utility in itself, and transferring owner-
ship from one to another is a service that enhances the value of the
product.

Standardizing and Grading.—At the present time, perhaps no two
subjects pertaining to marketing are more commonly discussed by con-
sumers than those of standardizing and grading. The U.S. Patent
Office does not register grade marks as a part of a trade-mark, which
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-complicates the practical handling of the subject. Under the Con-
sumer Movemert the subjects of standards, uniform grading, and de-
scriptive labeling will be considered at length. It may be noted here
that agricultural products have been more carefully standardized than
manufactured products. This has been necessary for the conduct of
the commodity exchanges, and buying by telegraph.

The critics of marketing have launched their strongest complaints
on the ground that there is no basis by which a consumer can judge
the value of the products he is buying. Such staples as sheetings,
nails, paper, heavy chemicals, and a few others have been of sutliciently
continuous competition and have conformed to such generally accepted
standards that they can be bought by description, but for the great
mass of consumers’ goods, known standards are the cxception. The
good will of the manufacturers, and to a less extent of the distribu-
tors, is the chief protection of the final consumer.

For the purpose of adopting standards, some of the large industries
combined in 1919 with the U.S. Bureau of Standards to establish what
is now the American Standards Association. The purpose of this as-
sociation, however, is to eliminate unnecessary weights, sizes, styles,
and forms, so that manufacturers and distributors can reduce the cost
of providing products for consumers, rather than to establish standards
of value. An example of their work was the simplification of window-
panes through standardization. Anything outside these standard sizes
is regarded as special, and its price is fixed upon the cost of special
construction. Paper, perhaps, is standardized as well as any of the
major staples. Sizes, weights tensile strength, and raw materials of
manufacture are so well standardized that a “machine-finished book,
25 inches by 38 inches, 80 pounds to the ream,” as an example, means
the same for all the paper mills, paper merchants, and printers.

Some of the chief standards have been adopted by the trade in ac-
cordance with the following requirements:

1. Quality (canned goods: standard, extra-standard, and quality).

2. Size (eggs; apples; oranges; canned peas; etc.).

3. Quantity (standard unit containers).

4. Variety (hard red spring wheat, common white wheat; Baldwin
apples, etc.).

5. Color (apples; oranges; honey).

6. Flavor (tea; coffce; tohacco).

7. Method of packing (bulk, barreled, boxed, etc.).

8. Geographic district of source (Penang cloves; Wenatchee apples;
Alaska salmon; Rio coffee; Darjeeling tea; Texas pink grapefruit).

It may be noted that most of the above apply to farm products, but
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they are by no means the only agricultural goods that have been so
graded and standardized that they can be bought and sold by speci-
fication. Wool, cotton, hogs, cattle, butter, tobacco, and beans are
some of the others.

In supplying raw materials to manufacturers in industrial market-
ing, standardized grading has been so commonly adopted that it is
the rule rather than the exception. Iron, steel, copper, rubber, and
lumber, as well as a number of semiprocessed items, are bought by
description, made possible by generally accepted grades.

The matter of individual taste and personal preference enters so
generally into the choice of most consumer products that attempts to
standardize quality and service are often impractical. For example,
a haberdasher received a shipment of neckties. They varied in quality
and in price, but he picked out those patterns that he knew would
be most popular and priced them all alike. Then he made another
assortment of less popular patterns and a third assortment of the least
pleasing patterns.  Ie had three price levels according to the attrac-
tiveness rather than the wearing qualities. If his customers had been
skilled judges of silk, it is evident that he could not have done this.
So, in many instances, the ignorance of the consumer is practically
unprotected. That is one of the reasons why the popularity of the
trade-marked articles has inereased so rapidly since the basic trade-
mark law was passed in 1905. When a reputable firm puts a trade-
mark on a product, it assures the public that ecach of its produects is
offered at the same price, if similar in quality, and that established
qualities will be maintained.

For come things, such ax tea and coffee and goods in which the style
element is paramount, the judgment of the buyer is the only criterion.
Good coffee is the kind you like.  An aceeptable hat is the kind that
makes yvou look best. No buyers’ guilds or consumers’ leagues can
do anything about it. Apparently, the most that can be done in this
wide field of merchandise is to penalize misrepresentation and decep-
tion so heavily that it will no longer be profitable. This will largely
eliminate the sale of unbranded merchandise, which a few overreach-
ing merchants attempt to foist upon their customers in place of the
standard merchandise that is requested.

Financing and Risk Taking.—The subject of financing, like trans-
portation, is xo immensely involved that even a consideration of the
basic elements would require an amount of space not here available.
It is generally regarded as poor business not to carry fire insurance,
not to bond important officers, which is a form of insurance, and not to
hedge against changes of price. That means that many risks can be
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carried more economically by firms organized to assume those risks
than by individuals and firms less able to calculate the extent of the
risk. That capital is necessary for every marketer, from the peanut
vendor to the large department store, or wholesaler, is so obvious that
mere mention suffices. The way in which capital invested in market-
ing should be compensated is still a question that is open to wide dis-
cussion. Should the owner of a factory, a wholesale house, or a store
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1. End of period which normally will be required to accomplish the sale of the com-
modity. It will be noted that a normal net profit will result if the commodity is sold on
this date.

2. On this date the accumulation of carryving charges will have brought the total of
expenses to a point where net profit is wiped out. After this date there is a growing loss
on the product as long as it is carried. The ratio, explained here, is an important facto
in the establishment of price policies.

be compensated by the amount of investment, the sales he makes, the
amount of risk he assumes, the amount of actual service he performs,
the amount of costs he incurs, or by a combination of two or more of
these? We can only lcave this with the question, because neither econ-
omists nor businessmen are agreed on the best practices.

Reference has already been made to risk taking and to the fact that
the commensurable risks are provided for by some form of insurance
already available. It is such risks as style changes, overstocking,
damage in handling goods, and the expenses of selling that no manu-
facturer or merchant can estimate accuratcly. Yet adequate provi-
sion must be made for all of them if business is to succeed. These
functions are too complicated and too much involved for analysis here,
as was illustrated under the consideration of the printing press in a
previous paragraph. The manufacturer’s risk is of an entirely dif-
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ferent nature from that of either the insurance company or the final
consumer. The man who made the press and the owner of the print
shop, who bought it, were both relieved of the risk of loss by fire, as
they employed insurance companies to assume the fire risk. But the
manufacturer has a much greater risk in the cost of selling than in
the loss by fire. If a customer were not found in a reasonable time, the
cost of sclling might double, and there would be nothing he could do
about that. The buyer of the press had a different kind of risk. If he
could not get work to keep the press busy, it would be a losing venture.
If, by carelessness of a workman, or some other mischance, the press
were broken, he would suffer loss. Against neither of these risks could
he get insurance, yet each might be more serious than that of fire. The
ones who furnished the capital for the factory and for the print shop
assumed these risks. Should they not be amply rewarded for their
enterprise?

Market Information.—There are many types of market informa-
tion, varying all the way from informal telegraph and telephone reports
to extensive reference books. Thomas’ Register is a book of 2,000
pages that lists and classifies practically all the manufacturers in the
United States. The Standard Rate and Data Service is a publication
in five sections that gives information on the principal advertising
media, including the circulation, advertising rates, subseription rates,
and the conditions that these media place on accepting advertising
copy. There are many organizations that make a business of send-
ing out information in regard to the stock market to the board of trade
where grains are auctioned and to stock yards. The nature of this in-
formation varies as widely as the forms that it takes. These are only
a few of the large number of concerns and the different kinds of in-
formation relative to markets that are cither sold or given to custom-
ers and prospective customers. A careful analysis and classification of
the different kinds of market information is given below. This is not
exhaustive, but it is sufficiently broad so that it comprises the general
classifications and services performed and the chief sources.

1. Types of market information.

a. General information—long run in its effect. This shows general tendencies.
for example:
(1) Changes in housing conditions,
(2) The growing industrialization of Middle Western states.

b. Specific information—short run in its effect. This gives market news that is

of little value unless it is up to date.

(1) Day-to-day changes in prices of commodities.
(2) The presence or absence of rain in certain wheat belts.
(3) Particular product and market information as related to
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(a) Details of competitor’s product.
(b) What people will buy.
(¢) What prices should be.
(d) Size of market.
(e) Location of market.
(f) Many other types of specific product and market information.
2. Services performed by market information. These mmake possible individual
efficiency, which in turn leads to general efficiency.

a. Results in orderly marketing.

(1) Aids in prevention of waste.
(2) Aids in lowering of prices.

b. Aids in better distribution of products.

¢. Encourages consumer’s expression as to what he wants.

d. Shows the long-time trends in the habits of businessmen and consumers and
hence has educational and historical values.

3. Sources of market information.

a. The United States government, state governments, cte., through their vari-
ous departments, bureaus, commissions, cte.

b. Other sources—promoted by private organizations. These include business
papers, house organs, promotional material and bulletins to the trade and to
various representatives, all put out by private business. In addition. many
firms are organized for the purpose of supplying information. These range
from such institutions as the Associated Press to research companies which
report on the popularity of radio programs.

Organized Sources of Information.—In the hundreds of trade and
industrial magazines, an important part of the editorial content is
taken up with reports of surveys and investigations. This type of
publication is said to be unique in the United States. At least, no
other country has developed to the same degree such extensive sources
of information as the business publications of the United States. There
is no business and no industry of any extent which is not supplied with
its own newspaper, magazine, or annual. In many industries there
are more than one. These have contributors in every field of infor-
mation pertaining to business, and some of these publications have
been the advanced investigators in their fields. For example, it is said
that Hoard’s Dairyman has published everything on the production,
development, and care of dairy products that has appeared in print.
This, of course, does not mean that nothing else has been printed, but
that all the information on this broad subject has appeared in the
Dairyman at one time or another, that it has covered all the topics.
Probably as much could be said about many other publications in
other fields.

There are many agencies organized to secure highly specialized
information. These are research agencies and will be treated more
extensively in the chapter on Research. Some of these are so highly
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specialized that they devote the full efforts of the organization to a
very narrow line of information, such as seeking out the amount of
money spent by each firm for magazine advertising for each of its
products. Other agencies undertake special investigations, such as the
number of fountain pens sold in the country in a year. This informa-
tion is usually regarded as confidential and is subject to use only by
the firm who pays for it. Furthermore, there is a tendency for some
of the trade associations to take over investigations that pertain to a
whole industry. That is a logical thing to do.

Summary of Marketing Functions.—In addition to the basic func-
tions that were given in an earlier paragraph, it will be apparent to
many that there are functions other than those specifically named.
For example, under distributing or selling would come advertising,
sales promotion, market investigations, and perhaps numerous other
activities related to selling. Under assembling there may be packag-
ing, dividing original bales or bundles, branding, sorting, and arrang-
ing for display. Each of these, of course, is a function in itself, but
for the student to become familiar with a broad classification first
scems essential; then subsequently these fundamental activities may
be subdivided according to the particular problem at hand.

Classification is one of the clements of science. Measurements is
another. One of the most urgent needs of the present time is the ac-
curate analysis and cvaluation of the different marketing functions.
The Federal Trade Commission is now conducting an extensive inves-
tigation to get just such accurate cost figures on the different activities
involved in marketing.

Preparation for work in marketing involves an understanding of the
general field, with an expert training in some particular activity. The
time 1= long since past when anyone may be a specialist in all the fields
of marketing. It is impossible at the present time for one person to
follow all the developments in the different fields.

Bibliography

BexuaM and Boppy: Principles of Economics. Pitman Publishing Corp., New
York, 1949,

Bye. R. T.: Principles of Economics, Appleton-Century-Crofts, Inc., New
York, 1949.

Dobp and Hasex: Economics. South-Western Publishing Company, Cincin-
nati, Ohio, 1949.

Garver and Ilansen: Principles of Economics. Ginn & Company, Boston,
1949.

Gemmiy, P. Foo Fundamentals of Economics, Harper & Brothers, New York.
1949,



64 OUTLINES OF MARKETING

Lever, E. A.: Advertising and Economic Theory, Oxford University Press,
New York, 1947, .

MEvYErs, A. L.: Modern Economics, Prentice-Hall, Inc., New York, 1948.

MorrFat, CHRISTENSON, MiLLs, CLEVELAND, BRADEN, and MatcHEerT: Eco-
nomics, The Thomas Y. Crowell Company, New York, 1949,

PetERsoN, S.: Economics, Henry Holt and Company, Inc., New York, 1949.

SaMmueLsoN, P. A.: Economics: An Introductory Analysis, McGraw-Hill Book
Company, Inc., New York, 1948.

Spanur, W. E,, ed.: Economic Principles and Problems, Farrar & Rinehart,
Inc., New York, 1940.

Questions and Problems

1. Science has been defined as an organized body of knowledge. Why is a
system of classification necessary to the establishment of a science? Discuss
the classification system in the field of marketing, a social science.

2. List five commodities that are commonly termed industrial or business
goods.
3. Explain the statement, “Services tie together those factors that make
the marketing of tangible goods possible.”

4. Why is real estate not classified under the heading *“Commodities” ?

5. Name three illustrations of an industrial service. Explain.

6. In what manner does the salesman who markets diesel engines perform
a service?

7. Name two grounds upon which manufacturers may establish individual-
ity for their products.

8. Why has the concept of “the market” changed from that of “a place” to
that of “a group of prospective buyers”?

9. Outline the three primary functions of marketing.

10. Why must the function of financing be regarded as a market function?

11. Why is the grain-elevator operator regarded fundamentally as an as-
sembler (buyer) rather than as a distributor (seller)?

12. In general the writers of texts on economics pay little attention to the
problem of developing markets and assume that the buyer will seek out the
seller when he is in need. Why is this position quite untenable in modern
society ?

13. Why is a system of grading mandatory for the efficient marketing of
agricultural products?

14. What is the essential difference between “financing” and “risk taking”?

15. Make a list of as many sources of marketing information as you can
think of.



CHAPTER 1V
THE FIELD OF RETAILING

The Weakest Link in Distribution.—The final disposition of most
consumer goods is found in the retail store where they are turned over
to the people who will consume them. It is to these stores that home
buyers go to make their purchases and to obtain information regard-
ing those purchases. It is fair for the customer to assume that the
seller knows something about the product he is selling. Of course, he
will be familiar to the point that he recognizes the product, but too
often he cannot give an intelligent reason why it is to be preferred to
a competing item. Although occasionally the clerk behind the counter
is thoroughly familiar with the merchandise he handles, and although
the salespeople in the first-class metropolitan stores are often experts,
unfortunately that is the exception, not the rule.

Prior to the war nearly half of all retail establishments in the coun-
try did less than $10,000 worth of business in a year, an average of
about $30 a day. If you glance at Table 5 you will see that the margin
on goods sold in most stores runs from 20 to 60 per cent of the cost
price. This means that the profit on $30, a day’s sale, would run
from about $6 to $18. That, of course, will not be net, as out of it
must be deducted the store rent, the cost of lighting, fuel, and all the
incidental expenses before the proprietor can take anything for himself.
It is easy to see that the merchants in this class, nearly 700,000 of
them, have less income than janitors. Most of them know little about
the goods that they handle and are incapable of helping their cus-
tomers to make intelligent selections. More than 75 per cent of all
merchants sell less than 25 per cent of goods bought in retail stores.

Though some of the chain stores and large department stores are
run very efficiently, even some of the outstanding ones are not up to
date in their methods, particularly in the treatment of their employees.
In New York City less than a dozen of the retail stores have made any
kind of provision for old-age pensions for their employecs. Among
the delinquents are several stores selling from $25,000,000 to $50,000,-
000 a year.

The Store of Fifty Years Ago.—In Greenfield Village at Dearborn,
Mich,, there is a little old “general” store which is highly representa-

66
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tive of thousands of small stores that were in business a half century
ago. The stock covers most of the items that were bought for the
home during the eighties of the last century. There is a small collec-
tion of dishware; women’s hoop skirts and “ironside” corsets; bolts of
calico, gingham, and sheeting; kerosene lamps and chimneys; plug
chewing tobacco; a few common drugs and chemicals; a small assort-
ment of shoes; perhaps a dozen items of hardware and cutlery; besides
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spices, extracts, and a few garments then in vogue both for men and
for women. It is an authentic store, which was bought by Henry
Ford and moved to Greenfield from northern New York after it had
been closed for many years.

In the newest districts of the country, pack peddlers went from
house to house carrying a variety of merchandisc on their backs. The
protective covering was a square of ticking tied at the four corners to
cover the yardage goods and notions, which were the most commonly
offered merchandise. Many of these peddlers afterward opened stores
and became small-town merchants, some of whom grew into promi-
nent businessmen.

Most of the articles in those early days came from such stores as the
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TaBLE 5.—MARKUP REQUIRED FOR Eacu KIND oF RETAIL BusiNness To ProDUCE

A Prowrr
Number Markup of cost of goods sold
O,f Kind of retailer Number Pe Number
retailers reporting er reporting Per
. 12 2
reporting profit cen loss cent
1209 | Automobiles (new and used). . 897 27.26 312 20.51
68 Automobile accessories. . ... .. 49 53.24 19 38.08
18 Beauty parlor; barbershop sup-
plies..................... 11 68.99 7 61.73
97 | Books..... ... ... .. ... 65 71.46 32 46.36
129 | Cigars and cigarettes. . .. 105 32.67 24 23.33
41 Clothing (installment) . . 36 81.00 5 51.30
381 Clothing, men and boys (cash). 291 51.10 90 35.99
831 Clothing, men and boys. ... .. 640 53.86 173 42.95
329 | Confectionery..... ......... 247 66.22 82 40.45
196 | Dairy products. . ............ 150 54.96 46 44.75
131 Delicatessen .. .............. 108 35.52 23 23.62
377 Department stores. .. ... .. 257 41.41 120 39.55
67 Dresses (cash)....... ... .. 46 41,81 21 32.00
143 | Dresses.. ........ ... ... 117 55.24 26 50.47
778 | Drugs (cash)................ 589 58.30 189 41.78
1078 | Drugs....... ........ ... ) 796 50.43 282 39.92
1202 | Drygoods. ..... . ... ... 998 44.73 294 26.85
o8R8 | Filling stations. .. ........... 806 18.30 182 35.00
145 Florists. . ... ... ........ 94 163.80 51 154.67
575 Furniture. .. . ... ........ 422 61.17 153 16.98
738 Furniture (installment). . ... .. 555 65.94 183 58.65
1151 General stores (cash). ... ... . 888 26.45 263 19.94
3228 Yeneral stores. ... .. L 2,550 27.11 678 20.23
720 | Grocers (cash). ... ....... . 564 3247 | 156 12.83
1731 Grocers. R, 1,385 33.61 346 17.29
432 | Groceries and meats (cash). . . 348 30.62 84 17.69
1189 Groceries and meats . 943 24.45 246 21.50
1175 Hardware. 859 42.85 316 33.66
502 | Jewelry...... . ... L. 368 127.84 134 78.56
147 | Jewelry (installment) . . 122 107.30 25 74.77
123 Men's furnishings (cash). .. ... 94 54.00 29 47.60
238 Men’s furnishings. . 178 54.55 60 39.90
105 | Radio....... o 82 91.49 23 84.05
79 Radio (installment). ... ...... 55 75.70 24 64.00
237 | Sporting goods. ... ... .. 175 56.16 62 1315
174 | Tires. . ... ... ..o 117 55.20 57 42.61
559 | Under-a-dollar variety stores. . 468 47.04 91 34.28

|

1 Grosa profita divided by the cost of goods sold.
2 Dun and Bradstreet Revsew. 1t waa prepared to show the markup required for each kind of retail

buniness to produce a profit.

It is mignificant only as giving averages.
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TABLE 6.—NUMBER OF DISTRIBUTION ESTABLISHMENTS—1948 EsTIMATES!

Average Average
Kind of business Nl:g;:; of annual business| population
per store per store
Retail:
Grocery................... 373,000 $ 74,000 390
Eating and drinking. . ....