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PART I

THE GENERAL PROBLEM AND ITS SETTING

1. Representatlons by anary Producers and Consumers

During the pubhc hcarmgs, representatwes of farm organizations repeatedly
referred to the index of prices received by farmers (the Index of Farm Prices of
Agricultural Products) prepared -and published by the Dominion Bureau of
Statistics.! This index is well publicized in the farm papers, and farmers, or at
least their representatives, follow its changes with close attention. Similarly during
the hearings, references were made on behalf of consumers by the Canadian
Association of Consumers, the National Council of Women of Canada, labour
groups and farm groups? to rising prices as reflected in the food component of the
Consumer Price Index computed by the Dominion Bureau of Statistics. Newspapers
and other media regularly report on this index and its components. Many
consumers are familiar with it, and watch with interest the changes which occur. |

As the’ hearings progressed, it seemed to the Commission that the general
problem as presented could be illustrated by a chart showing the movements of the
food component of the Consumer . Price Index and the Index of Farm Prices of
Agricultural Products. The chart, .reproduced in this report as Chart 1, was
prepared and copies were distributed to food processors and - distributors at the
time the firms were invited to make submissions to the Commission. A large
reproducnon of the chart was displayed durmg the public hearmgs in the central
provinces.

Both indexes, as presented in Chart 1 are based on the year 1949 ithe
official Index of Farm Prices of Agrxcultural Products being recalculated to put it
on the 1949 base. This year was one in which prices and the relation between
prices changed relatively slightly. It-was selected by the. Dominion Bureau of
Statistics as the base year for many indexes of prices during the postwar period. .

Chart 1 shows that in 1950 and 1951 food prices paid by consumers and
prices received by farmers both moved up rapidly and in about the same proportion.
In the second half of 1951, farm prices turned down sharply, to be followed some-
what later by a fall of lesser proportions in retail food prices. Both indexes
continued to decline to 1953. After 1953, the index of retail food prices remained
stable until 1956 when it began to rise; the decline in the index of farm prices
continued to 1957. Farm prices turned upward in the latter part of 1957.

1 For example, see the briefs presented by the Canadian Federation of Agriculture (Proceedmgs,
p. 4716), the Interprovincial Farm Union Council (p. 3920), the Saskatchewan Farmers Union (p.
1393), the Alberta Wheat Pool (p. 606) and the Ontario Federation of Agriculture (p. 2497).

2 For example, sce the briefs presented by the Canadian Association of Consumers (Proceedings,
p. 4336), the Ontario Federation of Labour (p. 2712) and the Canadxan Federauon of Agrnculture
(p. 4703), )
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‘i - ' ' The General Problem and Its Setting

Some Comments on the Use and Interpretation of Index Numbers .

At this point, two comments on the interpretation of Chart 1 should be made.
In the first place, the difference between the indexes at any time does not measure
the spread between farm-and retail food prices, although the tendency for the
indexes to diverge since 1951 is an indication of a widening of the spread after
that year. Index numbers measure changes in prices; they cannot reflect the actual
difference between prices. The fact that the two indexes are at the same point in
1949 does not mean that there was no spread in that year. There certainly was.
We can, however, see from the chart that retail prices have increased -more
rapidly than farm prices. Consequently the spread has increased since 1949. :In
the second place, the selection of 1949 as the base year does not necessarily mean
that the relation between farm and retail food prices or the spread in this year
was “fair and reasonable”. No such judgment is made either by the.statisticians
who selected 1949 as a postwar base, or by the Commission in using Chart 1. The
concept of a relationship between farm and retail food prices which is “fair and
reasonable” is dealt with elsewhere in our report,! because the terms of :reference
require the Commission to comment on whether price spreads are! ‘excessive”.
Chart 1 does not enable us to come to any conclusion on this point. The importance
of these comments on the interpretation of Chart 1 can be seen.by glancing at
Chart 1A (on the same page as Chart 1) which represents the same price informa-
tion expressed as indexes using the year 1957 as equal to 100. ~ . oo
In view of references made to price indexes in evidence received by the Com-
mission, it seems necessary for us to make one or two other comments on the use
and interpretation of index numbers. ST N R N SIS
We refer first to the quantity weights used in the calculation of price indexes.
The index of prices received by farmers measures changes in the total market value
of a fixed “carload” of farm products, the amount of each product being the same
as the quantity sold off farms in the base period. These amounts represent the
quantity weights. - The base period for the Index of Farm Prices of Agricultural
Products (Chart 1) is the average of the five years, 1935-39.  The output, and
quantity sold off farms, of particular farm products varies considerably from year
to year as a result of weather and other factors. The average of five years, rather
than the quantities in any one year, is used in this index in order to eliminate the
effects of year-to-year variations around a more normal volume of production
and sales. - : , S S o .
The quantity weights which are arrived at for the five years, 1935-39, are
applied to all subsequent years for which the price index is calculated. -This is the
commonly used procedure in the calculation of indexes designed to measure changes
in prices alone. However, it may lead to some misinterpretation of the meaning
of changes in the index, particularly in relation to farm incomes. ;A change in the
Index of Farm Prices of Agricultural Products does not tell in what way gross farm
income has changed. For example, over any period farmers may have been going
out of production of a product, and therefore at the end of the period the price of
this product has little effect on the actual income received by farmers. The statis-
tician from time to time adjusts the quantity weights to a more recent base. But
there is a more substantial difficulty in attempting to draw inferences about farm
incomes from an index of prices. The index of prices takes no account of the

1 See Vol. I, Chapter 3. 3
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intricate relations between price and quantity sold, the two elements determining
total farm revenues. The index may reflect a decline of 20% in prices, but the
quantities produced and sold may have increased by 30%. In this event, although
there has been a decline in prices received, gross farm income has increased. -

The index of retail food prices measures the changes in the total value of a
fixed “basket” of items expressed in physical units, the quantities of the particular
commodities being arrived at from studies of family food expenditures made in
1947-48. The use of fixed quantity weights leads to similar problems of interpreta-
tion to those we have noted in relation to the index of farm prices. The retail food
price index does not take account of changes which have occurred in the propor-
tions in which consumers buy particular commodities. But there is another problem
in the calculation and use of indexes of prices paid by consumers. As we will
have occasion to emphasize in our analysis of the spread, what the consumer pays
for when she purchases food, or any particular food product, is the raw material
as it leaves the farm, plus a lot of services which become associated with the farm
ingredient as it progresses along the marketing system. Some of these services are
related to changes in the physical form in which the final product appears, but
many of them are intangible. To put it another way, the consumer when she pur-
chases a unit of a commodity pays for a package of satisfaction derived both from
the services performed by the farmer in producing the original farm product and
from the services of those engaged in marketing. The price paid is expressed in
terms of a physical unit which may be similar to or different from a unit of the
original material, and covers all services whether or not these have tangible expres-

. sion in the form of the final product. . I T

The appreciation of this view of the elements which are covered by the food
expenditures of consumers, as will be clear from our later analysis of price spreads,
has wider implications than we are urging at this point.- But it has relevance to
the use and interpretation of indexes of retail prices in two distinct ways.

“First, the total “package” which the consumer pays for includes effects of
services which are evident in the commodity. Statisticians who are engaged in
preparing price indexes can observe changes of this kind and can make allowances
for them. For example, tea in bags seems to represent a “package” which is pre-
ferred to the “package” represented by tea bought loose. As consumer buying
habits change the statistician can shift from pricing loose tea to pricing tea bags:
the index does not rise as a result of the shift to higher priced tea bags. This is
the correct adjustment if the index is concerned with changes in the prices of the
same “commodity”—tea in this case. If we think of tea as the only food, or as
representing all food, the index does not show an increase in food prices, but the
consumer is evidently getting more satisfaction from her food dollar. The practical
problem of the statistician is rendered more difficult than our illustration suggests
because many changes are more difficult to observe and make allowance for than
the change to tea bags and, in a period of rapid changes, it may be impossible to
keep up with them. '

The total “package™ which the consumer pays for also includes satisfaction
derived from services which have no evident effcct on the physical commodity.
These the statistician cannot see, and therefore he is unable to make allowances for
them. For example, it seems evident that consumers prefer the complex of con-
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ditions associated with the supermarkets to those associated with the corner grocery
store. It may be impossible to measure and compare the elements in the particular
combination of conditions in each case, but the preference of the:consumer is
evident in the transfer of her patronage from the corner grocery to the food super-
market.. The cost of providing the conditions must enter into the prices charged
for the commodities sold,:including those commodities which enter into the cal-
culation of the food retail price index. In this case the commodity is not the same
over time—the tea has other things associated with it.. If then the consumer pays
a higher price this does not mean that she is getting less satisfaction from her food
dollar, = (7"t oaut T T T T Y BELRY TRa et EE N
The problems we have referred to are not unfamiliar to the statistician.! . He
strives for an index which'is the most appropriate ‘for any particular purpose; his
problem is rendered more difficult if the index has to be used for a variety of
purposes.

[ FEE S S ) R A

'y : o
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We have thought it proper to illustrate the general problem with which the
Commission is concerned in terms of the two price indexes in Chart 1. The
problem of the consumer (rising food prices) and the problem of the primary
producer (falling farm prices) were presented to us by reference to these two
indexes. However, both indexes required some modification to adapt them to the
particular purposes of the Commission. : T

' The Commission ‘concluded that it was concerned with the spread between
the prices of commodities produced on Canadian farms and consumed in Canada.
The basket of commodities used to determine the food component of the Consumer
Price Index includes imported items such as tea, spices, and citrus fruits. The
carload of products used in determining the Index of Farm Prices of Agricultural
Products is based upon quantities sold off farms in Canada and in some cases, for
example,” wheat, a large part of the output is not consumed in Canada. It also
includes a number of non-food products such as tobacco and wool.

The Commission made adjustments in both indexes so as to make them more
appropriate to its purposes. The food component of the Consumer Price Index was
adjusted to give weight only to the quantities of foods produced on Canadian farms
and consumed in Canada. The Index of Farm Prices of Agricultural Products was
recalculated using quantities for 1949, and only the amounts of food products
actually used within Canada in that year. The adjusted indexes are shown in

P Y ‘ o T @‘.;“}1.,7
Revision of Price Indexes for Purposes of the Commiss

. '

1We have indicated earlier that the total “package” which the consumer pays for includes
effects of services which are evident in the commodity as well as services which are available to
the buyer but which are not associated with the individual commodity. Thus, the increase in the
calculated food price index during the past 10 years would tend to overstate the increase in prices
as such because it is impossible to take account of all increases in services. We do not wish to
suggest, however, that all changes represent increases in services. Indeed, during the war years the
changes that took place probably represented on balance a decrease in services, with the price index
as a result understating the increase in prices because of a reduction in the quality and variety of
ilems and services associated with them, This qualification on the interpretation of price increases
is often overlooked. The Commission has noted several current references to this problem: *Quality
Changes and Index Numbers” in the Proceedings of the Business and Economic Statistics Section,
American Statistical Association, December 27-30, 1958, and the bi-monthly Business in Brief of the
Chase Manhattan Bank, No. 28, March-April, 1959, It was also touched on in the submission of
the Retail Merchants® Association of Canada, Proceedings, p. 4309,
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Table 1 and Chart 2. Although the tendency for the two indexes to diverge in the
early ’50’s is evident in both charts, some differences between Charts 1 and 2 are
apparent. The divergence occurs at a later point of time in Chart 2, and is not as
great as in Chart 1. . . - Codraren e oo EURRE T T LTI PR B
Both these differences are due mainly to the lesser weighting of wheat (and
other grains) -in the Index of Prices Paid to Farmers : for . Food, Products for
Domestic Consumption (Chart 2). Wheat prices (and prices of other grains)
fell earlier and further than prices of other farm products. Prices of imported foods,
particularly coffee, rose sharply in 1954, and in subsequent ' years - the index of
prices of imported foods remained consistently above the index of retail prices of
foods of a class or kind grown-in Canada. However, the exclusion of imported
foods from the Index of Retail Prices (Domestic Foods) in Chart 2 had only a
Slight effect. L SRR SR DR I A PR P D Dol

Table 1—Index Numbers of Retail Prices of Foods of Domestic Origin and Farm' Pri;:és of
Canadian Food Products for Dome_stic _Consumption, l.9jl9wto 1958.

(1949 =100)

b ] ) . Retail..ﬁ ':'yﬁ., Famb._.

*Yedr i < .t . .. % oir . Prices.u it i, Prices.:
1949, .0 i dinneins ereeeiiee e e it T 1100,0057 s s 100,007
1R 1 S R R L R ceverany 3 101,40 100,40
195 . et ieaeeencnisearaseinnssancssnscnnansasanes svee - 1169 ' 0 118.4
1952, . it e iaensenns e iieeeenes U CORIE O EEEED § 1 30 SREAEME A § &
BT R N LR RY edesi 112,000 by -0101.4
1954 0 s eenaaaanannenss e ehaeieeenaereanies L1104 ., 5 974
DT S PR 110.3 77 96.0
1056, e veienenererinneninaaeacacsnnannss PP e TN e S 96.6
17 SO T eeanenaenn e eeabeeeeanes .. 116.8 . ¢ .. 97.5
F R 13- J O LR R LTI c1202.0 . 999

» D.B.S. unpublished data. . - R . . - (_ -
b Compiled by the Commission using fized quantity weights based on domestic consumption of farm
food products of Canadian origin in 1949. B LI Co oo

The tendency for the indexes in Chart 2 to diverge is an indication that the
general spread between farm and retail food prices has increased between 1949 and
1958 and particularly since the early '50’s. Price indexes of various groups of farm
products are shown in Chart 3, along with the related retail food price indexes.
The index for each commodity group has a particular character. The extent of
the divergence of farm and retail prices is different for different product ‘groups.
Nevertheless, it is evident that a widening of the spread occurred in most cases.

2. The Effects of Price Chénges on the Pbsiytion' of ﬂth'e Consumer‘-

As expressed to the Commission, the concern of consumers was directed to
rising food prices and to various matters bearing on the efficiency of food market-
ing. References to the efficiency of food marketing are found in other parts of the
report. At this point we refer to the effect of prices, and food prices in particular,
on the position of the consumer. : S S
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The general movement of retail prlces, as measured by the Consumer Price
Index, is represented.in Chart 4. The ‘chart” also’ breaks down’ the index into
several component groups, including the food group.. The general index. suggests
that retail prices rose rapidly from 1949 to 1951, remamed telatively stable from
1952 to 1954, and in 1955 began to move upward agam. Lot

From Chart 4 it is clear that the relation between prlces (mcludmg additional
services) changed significantly during the period. Since 1951, the index. of retail
prices of food has remained consistently below the indexes of prices of other
groups of consumer goods, with the exception of clothing. We are inclined to
attribute this, in substantial measure, to the conditions of supply of the farm
ingredients about which we have more to say later in this part'.

Over the period 1949 to 1958 personal dxsposable money income per capxta2
increased by $445, or at an average annual rate of increase of about 5%. The
rate of increase was not uniform over the 10 years, however. Incomes rose rapidly
in the early years, particularly in 1950 and 1951. The rate of increase was much
slower in the next three years. In 1955 and again in 1956 there was a sharp
increase in incomes, followed by a decline in the rate of income expansxon in 1957
The rate increased again in 1958. (Table 2.) E

Prices paid at retail also changed. In the early part of the period prlces, as
measured by the Consumer Pnce Index, xncreascd rapidly, particularly in 1951.
Between 1952 and 1954 both-incomes and prices were relatively stable. Rising
incomes in 1955 and 1956 were associated with a renewed upward movement of
prices, although the rate of advance in‘pi'ices was less than in 1950 and 1951.
Adjusting money incomes for changes in the Consumer Price Index, it; would
appear that, over the period, personal disposable real income per capxta3 increased
at an average rate of about 2% per annum. {The increase was greatest in the later
portion of the period. 4 AN

"~ We have already noted that the food component of the Consumer Pnce Index
rose less rapidly than the general index over the whole pcnod and since 1951 has
remained consistently below the general index. Food prices rose between -1949
and 1951, with a very rapid increase in the latter year. The index declined through
each of the years 1952 to 1954. From 1955, food prices began to rise, the increase
becoming significant in 1957 and 1958. In six of the years the rate of increase in
the food component was less than the rate of increase in the total Consumer Price
Index. It follows from the analysis of food prices that real incomes in terms of
food have increased more rapidly than in terms of commodmes generally. L

1 See pp. 18-20. ‘

2 Personal Disposable Income equals personal income less direct taxes ( mcludmg income taxes
and succession duues) Personal income measures all income received by Canadian residents and
includes: (1) factor income of persons; (2) transfer payments received by persons; (3) investment
income and investment income accumulated on behalf of persons by life insurance companies, private
pension funds, etc. (It excludes incomes of the factors of production which are not paid out to
persons, such as undistributed corporation profits and profit of government enlerpnses.) (4) For
farm operators and other unincorporated businesses the whole net income is included since it is not
statistically feasible to separate withdrawal for personal use from amounts retained in the business.
Therefore, personal income includes the change in the book value of the inventories of umncorporated
businesses—including farm inventories.

3 Whenever we refer to real income in this part of the report, we will be measuring the income
in 1957 dollars, having adjusted the money income data by the relevant price index, -~~~
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: CHART 3
PRICE INDEXES OF SELECTED GROUPS OF FARM PRODUCTS® AND
RELATED : FOOD  GROUPS IN THE CONSUMER PRICE INDEX"

CEREALS AND CEREAL PRODUCTS 17aar 21997 . "pAiry pRODUCTS

a=—Base shifted from 1935-39 by recolculation.
b—1957 Not available
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S CHART 4 - - - -
THE CONSUMER PRICE INDEX, TOTAL 1949 TO 1958 AND

COMPONENTS; 1951 TO 1958 (1949=100) . .
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. a—"Household Operation™ and *‘Other Commodities and S'erv‘ices"' not shown.|

Table 2—Personal Disposablé i\loney and Renl lncome’i p;r‘ Capita,"l9\49 to 1958

- Personal . Personal - Food Component
= Disposable Monev  Consvmer Price Disposable Real Consumer Price
Income Per Capita Index . Income Per Capita : : Index
. Change Change . 1957 Change - Change
Period $ % . 1049=100 % $ % 149=100 %

1M9....ieiienane, io 881 — 100.0 ° — <11,100 T - 100.0 =~ —
1950............ Ceeneee 925 5.0 102.9 2.9 1.119 1.7 102.6 2.6
) £ L3 S - - 1,058 14.2 113.7 10.5 1,158 -~ . 3.5 117.0 14.0
Total Change 1949-51. 175 199 - 1377 877837 — 7110
Annual Change 194951 88 9.5 — 6.7 29 26 . — ! 8.2
1052, 0 irieiirinianianae 1,112 53 : 1165 - 2§ 1,186 2.4. 1168 ... -0.2
1953, . iiiiiinaeens 1,139 2.4 115.8 =0.9 1,218 2.5 112.6 ' -3.6
) 3:152 S 1,111 -2.5 ] 116.2 0.6 1.171 ) -f3.7 112.2 -0.4
Total Change 1951-54. 55 5.2 - 2.2 13 - 11 —_ -4.1
Annual Change 1951-54 18 1.7 — 0.7 4 0.3 —_— -1.3
1955, ... cinennen. veew. 1,168 5.1, 116.4 0.2-- 1,229 " 8.0 1121, -=0.1
1956.. .. ccnvuinnnnrnnns 1, 7.3 118.1 - L8 1,297 . 8.8 113.4 1.2
1957 . i iiiiieiieenns 1,272 1.5 121.9 3.2 .1272 -~1.9 118.6 4.6
1058, . . i 1,326 4.2 125.1 2.6 1,292 1.6 122.1 3.0
Total Change 1954-58.. 215 19.4 - 7.7 121 °  10.3 —_ 8.8
Annual Change 1954-58 54 4.5 - 1.9 30 - 2.5 -— 2.2
Total Change 1949-58. 445 50.5 — 25.1 192 17.5 — 22.1
Annual Change 1949-58 49 4.6 - 2.8 21 1.8 - 2.2
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The statement that the real incomes of Canadian consumers have increased
since 1949, and particularly since 1951, is a generalization. - A few illustrations are
sufficient to show a wide range in the rates at which real incomes of groups of
consumers have changed since 1949, In 1956, the Consumer Price Index (base

1949) stood at 118.1; the food component at 113.4. Income tax statistics! show
that for certain occupatlonal groups, the average incomes for those with taxable
returns increased, 1949 to 1956, as follows: “Total Professionals”, 42.0%; “Em-
ployees of Businesses”, 34.6%; “Pension Income Predominates”, 10.7%. It would
appear that, over the perxod the group receiving mamly pensxon income expenenced
some decline in real incomes. . .

Factors A ﬂ’ecting Retail Prices for Food Product.§ )

This part of our inquiry is concerned with the difference between farm prices
and prices paid by consumers for food products of farm origin. In a narrow sense
we are concerned with what happens between the farm and the consumer. In
another, and broader sense, we have been asked to inquire into the factors which
determine farm prices and the factors which determine retail prices, and thus to
explain the differences between them. But this necessarily takes us beyond what
happens between the point at which the farm material leaves the farm and the point
at which the consumer acquires the food product. The price received by the farmer
is affected by what happens on the farm and by what determines the supply of

farm materials. The price paid by the consumer is affected by what happens outside

of the food market and by what determines the demand for food products.
We will have a good deal to say about consumer demand which can be most

usefully said at other points in our report One or two comments of a general '

nature will be sufficient here.

We have already mentioned one of the ma]or factors aﬂectmg consumer
demand for food, viz., consumer incomes, and we have traced the changes in
consumer incomes over the period 1949 to 1958. The incomes of consumers are
not generated within the food industries only. The demand for food products is
therefore affected,’through mcomes, by factors operating in- other parts of the
economy.

No one would doubt that there is a relation between i mcomes and pnces " The

relation is, however, a complex one, and the effect of income changes may be

obscured by the occurrence of other changes which affect prices in another direction.
We suggest, nevertheless, that the data in Table 2 support the view that the move-
ment of prices as measured by the Consumer Price Index and the movement of
food prices as measured by the food component of the Index were both related in

part to changes in incomes. The rise in money incomes in 1950 and 1951 was a

factor causing the sharp rise in prices, including food prices, in 1951. The slower
rate of advance in incomes in 1952 and 1953, and the decline in incomes in 1954,
were associated with the relatively stable general price level and the decline in food
prices during these years. It seems clear that the increase in money incomes in
1955 and 1956 contributed to the upward movement of prices evident in 1957.

—

1*“Individual Income Tax Data”, Taxation Statistics, Department of National Revenue, published
annually,
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An increase in disposable income per capita, which may be brought about in
a number of ways, means that consumers are in a position to increase their expendi-
tures on food and usually they are willing to do so. The portion of the increase in
incomes which will be directed to food purchases depends on a number of factors.
From many studies of consumer expenditures on food certain regularities are
apparent. First, the portion of the increase in incomes which is directed to food
expenditures declines with increasing incomes. Second, expenditures on some food
products increase more rapidly than expenditures on others. There is indeed some
substitution, and expenditures on some foods may even decrease.! Third, more of
the increase in expenditures will be directed to paying for services associated with
food, than to paying for the farm constituent. We can put this another way. When
incomes rise, there is a greater increase in demand for other things than for food;
there is a greater increase in the demand for some foods than for others; there is
a greater increase in demand for food services than for food materials. Neverthe-
less, with an increase in incomes, the initial effect is to increase prices of food
materials. A decrease in incomes has the opposite effect. . S
Consumer demand for food is determined by other factors as well as incomes,
e.g., changes in age distribution, nature of employment, and subjective changes in
consumers’ attitudes. However, the observed regularities to which we have referred
indicate that, in practice, these other factors operate within fairly narrowly pre-
scribed limits related to income and, in the case of particular products, to relative
- prices. It is conceivable that we could all become vegetarians, but in practice this
sort of revolutionary change in consumption habits does not happen. Changes do
occur, as the surge of new products between 1949 and 1957, receiving the approval
of consumers, makes clearly evident. But again, substitution may occur, and the
desire and willingness to pay for these new products does not mean a comparable
change in the demand for food as a whole. These considerations are important in
interpreting the effects of advertising and promotion of particular products, and we
shall have occasion to return to them in later sections of the report. ’

3. The Effects of Price Changes on the Position of the Primary Producer

Farm representatives were sensitive to any implication that rising retail prices
were caused by upward pressure of farm prices. They emphasized the decline in
farm prices since 1951, when other prices were tending to rise, and the consequent
effect on the incomes of farmers. There was frequent reference to the “Cost-Price
Squeeze™.2 ) .

In a period of generally rising prices, all prices are influenced by factors which
tend to make them move together. We have noted that increases in retail prices
went along with increasing incomes. Although the growth was irregular, we can
say that aggregate demand increased from 1949 to 1958. All price changes have,
therefore, occurred during a period of rising demand. However, even under these
conditions some prices have been falling. We have seen from Chart 1 that from

1 During the past 10 years, per capita expenditures on potatoes have decreased. See Volume II,

Part V.
2 For example, see the briefs presented by the Interprovincial Farm Union Council (Proceedings,

p. 3920), the Canadian Federation of Agriculture (p. 4703) and the Saskatchewan Farmers Union
(p. 1388).
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1951 farm prices declined over seven years until they turned upward in the latter
part of 1957. Similar price declines were recorded for some other raw materials,’
for example, raw cotton, wood pulp, lead and zinc. . fo

While the prices of farm products were falling, the pnces of many thmgs used
by farmers, as producers,:were mcreasmg ; This condition is referred to as the
“Cost-Price Squeeze”. - The phenomenon is illustrated in Chart 5. -

We have observed in our discussion of the interpretation of price mdexes that
a decline in the index of prices received by farmers does not necessarily mean that
gross farm incomes have been declining. An increase in gross incomes of producers,
whether measured as aggregate income, income per farm, or income per.capita,
may occur even if prices received are declining. Similarly the Index of Prices Paid
by Farmers for Goods.and Servicés Used does not tell us whether the costs of
production, ‘measured as aggregate costs, costs per farm, or costs per unit of a
product, have increased or decreased. To determine this, it would be necessary to
know the quantmes used in the aggregate or per farm, and in the case of costs per
unit, the quantities of the product produced. What the Index of Prices Paid by
Farmers for Goods and Services Used does tell us is that production expenditures
would have been less than they actua]ly were 1f the prices of thmgs used had not
advanced as they did. ’

Fortunately, the Dominion Bureau of Statxsucs prov1des a more ‘direct means
of observing what has been happenmg to farm incomes.” We are aware that the
attempt to estxmate gross farm income and operatmg expenses and deprecxatlon'

; : CHARIS, - ST .
INDEX N“MI!IS
194921000 - THE “COST-PRICE SQUEEZE" Bt Lo
]30 N E . . N .
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presents the statistician with difficult problems. We do not underrate these difficul-
ties. However, we are satisfied that the estimates prepared by the Dominion Bureau
of Statistics come much closer to a correct view of the changes in incomes from
farming operations than could be derived from price indexes alone. - '

We have reported on the effects of price changes on the position of the con-
sumer. The income figures we have used in the earlier section include the incomes
of farm people, but it is not possible to separate out farm incomes from the estimates
of disposable money incomes. However, we do wish to look at the effects of price
changes on farm people as consumers. For this we need a measure of farm incomes
which is comparable to the measure of disposable incomes for consumers generally.

The Dominion Bureau of Statistics estimates various components of farm
incomes, and from these several different measures of farm incomes can be built up.
The measure which seems to us most useful in studying the changes in the income
position of farm people as consumers may be referred to as “net farm operating
income”. This consists of the sum of (a) sales off farms, (b) direct consumption
on farms, and (c) supplementary payments, less cash operating expenses, not
including depreciation. The estimates of “sales off farms” measure the cash income
received in any year from farming operations. We recognize that, if farmers are
carrying inventories of products, part of the cash income received in the year may
have come from sales out of carry-over. In considering farm people as consumers,
we feel that these cash receipts can be appropriately included as income in the
year the cash is received. Direct consumption on the farm, including produce
consumed and use of the dwelling house, must be added to cash incomes. Supple-
mentary income from government sources, received during the year, is current
income. We add these three values to obtain the gross farm operating income. We
then deduct the estimate of cash operating expenses. This does not include cash
paid out for capital items, e.g., new machinery. In arriving at net farm operating
income, changes in inventories enter into the value for a year if cash income has
been obtained during the year by sales out of carry-over. However, additions to
stocks are not shown as income in the year in which they have been accumulated.
In our view, the measure of net farm operating income comes as close as can be
to the measure of disposable income, except on one point. It is known that people
living on farms obtain some income from employment off the farm. Unfortunately,
no useful estimate of the amount of income from this source is available. Its in-
clusion would raise the level of estimated incomes by an amount unknown and
we have no clear evidence on how it would affect the changes in farm incomes from
year to year, or over the whole period.! ,

To convert from net farm operating income to “real income” two price indexes
have been used. The portion of net farm operating income represented by direct
consumption of food has been deflated using the Index of Farm Prices of Agricul-
tural Products; in deflating the portion of net farm operating income derived from
other sources, the Index of Prices of Goods and Services Used in Farm Family
Living has been used.

1 The Dominion Bureau of Statistics is currently analyzing - the information obtained in an
extensive farm income and expenditure survey taken in 1958.
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We realize that other measures of farm incomes could have been used, and
that the choice of measure might have some effect on the conclusions to be drawn
from the data. However, we looked at other measures than net farm operating
income and have found that they do not sxgmﬁcantly affect the major conclusion
to be drawn from. our analysis, viz., that in a period when the real incomes of
Canadian 'consumers in general were rising, farm real incomes were not. We
include Chart 6 which presents a picture of the changes in aggregate net farm
operating income and Table 3 whxch provxdes data on income per farm in actual
and in real terms. . -

We have referred to the dxﬁiculty of drawing mferences about farm incomes
from pnce indexes alone. The importance of this pomt can be illustrated from
Table 3, in which we have included the index of farm prices, an index of volume
of productlon, and an index of Prices Paid by Farmers for Goods and Services.
During the period 1949 to 1958, the years in which the greatest changes in incomes
occurred were 1951 and 1954. It is evident that the large increase in income per
farm in 1951 came about as a result of much higher prices and much larger output
than in 1950. :The substantial decline in farm income in 1954 was evidently
brought about mainly by a considerable decline in output between 1953 and 1954.
Table 3 also shows that sometimes (e.g., 1953) price and output have changed in
the same direction, and sometimes they have changed in opposite du'ectlons (e g .
1952). p . : .

‘ 'CHART 6 - i B
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Table 3—Net Farm Operating Income and Real Income per Farm, Canada, 1949 to 1958

(Actual) Net - ’(Reil) Net
Index of* Index of® Index"of® Farm9 Operating Farm Operat-
Farm Prices Farm Costs  Farm Output Income ing Incomed

. . 1957 .
1949= Change 1940= Change 1949= Change $ per “Change $ per Change
100 % . 100 /)

Period A 1 LA Farm % Farm : %
b L1 T3 DN 43.1 — 56.9 — 89.2 — 932 —_ 1,783 —
Total Change e ) '
104149 ........t — 1.1 — 47357 — . 412.1 41,744 +187.1 +1,414 . 479.3
Annual Change ‘
1941-49.......... — 4121 - 473 - — ° 415 4218 +14.1 +177  47.6
— 100.0 — 100.0 — = 2,676 — 3,197 —
422 103.1 431 112.7 4127 2,129 —~20.4 2,466 -~22.9
+13.7 1127 +9.3 1265 +12.2 - 3,059 s +43.7 3,185 +29.2
+16.2 — 4127 . — 42065 . 4383 4143 - ~—12 —04
+78 - 461 — 4125 4191 -+6.9 -6 —0.2
—7.5 119.1 457 1359 -+7.4 3,008 +1.3 3,081 -3.3
081 -—8.7 117.5. —1.3- 129.1 —5.0" . 3,054 . —~1.4 3,155, +2.4
1954... 027 —5.5 116.2 =11 97.9 —24.2 2,378 —22.1 2,457 =22.1
Total Change o ' C st
1951-54.......... — =202 . — .. 431 — ~-22.6 -—681 -22.3° ~728 ~22.9
Annual Change o
1951-54....... .. — —-6.3 — 410 — -7.0 -—2271 -—6.9 ~243 7.1
1955, . iieeeieeiaan 91.2 —1.6 116.8 ~+0.5 123.0 +25.6 2,335 -1.8 2,424 -~-13
1956, . ccivnenennnnns " 919 +0.8 121.3 +3.9 138.6 +12.7 2,659 +13.9 2,753 +13.6
1057 s ciaeueccacnnann o1.1 —0.9 125.3 . -43.3::109.2° ~-21.2 ' 2,633 —-1.07 2,633 —4.4
1958, . iiennnrnnsas 03.9 +3.1 125.4 +40.1 1140 +4.4 3,008 +14.2 2,946 +11.9
Total Change X
1954-58.......... —_ +1.3 - +7.9 — 416.4 4630 +26.5 4489 +19.9
Annual Change kN T T [
1954-58.......... - +40.3 — +1.9 - +3.9 4157, +46.1 4122 - +4.6
Total Change : . - ,
1949-58.......... - —8.1 —~ +25.4 -— 4140 4332 +12.4 -251 7.9
Annual Change . - .
1949-58.......... —_ =07 - +2.5 — +1.5 +37  +1.3 -28 =08

» Index of Farm Prices of Agricultural Products. (Base shifted from 1935-39=100 by recalculation.)

» Composite Index of Prices of Commodities and Services Used by Farmers, exclusive of living costs.
(Base shifted from 1935-39=100 by recalculation.) . - . :

« Index Numbers of Physical Volume of Agricultural Production. (Base shiftedfrom 1935-39 =100 by
recalculation.) , . . o .

4 “Net Farm Operating Income” is the sum of cash income from the sale of farm products, income in
kind and supplementary payments less cash expenses. 1t does not allow for depreciation. -

In order to place the changes from 1949 to 1958 in the perspective of a
longer term, we have included in Table 3 the change in income per farm over the
period 1941 to 1949. At the outbreak of war in 1939, the farm industry was
beginning to emerge from the disastrous depression and successive droughts of
the *30’s. During the war and in the postwar years to 1949, farm incomes rose
substantially because of both increased output and higher prices. The average
annual increase over the period 1941-49 was $218 or an average rate of increase
of 14.1% per annum. ' ST

Between 1949 and 1951 incomes rose by $383 per farm, or at an average
annual rate of 6.9%, the increase being wholly in 1951. Incomes remained high,
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with little change in 1952 and 1953, but the sharp fall in 1954 reduced incomes
below the 1949 level. Since 1954, incomes have tended to increase,  the annual
rate of increase averaging 6.1%. A a

The income data are corrected for price changes using the two deflators we
have mentioned. We call attention to the fact that, although the indexes in Chart 1
might suggest that the farmers’ position was greatly improved by the price increases
occurring beween 1949 and 1951, it is evident from Table 3 that real farm incomes
actually did not increase during this period. The gains from rising’ incomes were
ofset by the increases in prices paid by farmers as producers and consumers. The
decline in incomes from 1952 to 1954, along with continued advance in consumers’
prices, resulted in a deterioration in the real incomes of farm people. Since 1954,
their real incomes have tended to increase, the annual rate of increase averaging
4.6%. A considerable part of this increase occurred in 1958.

Taking the whole period from 1949 to 1958, income per farm has increased
slightly but, with prices paid by farmers as consumers increasing, real incomes have
declined at an average annual rate of 0.8%.1 This can be compared with the
carlier estimate of an increase in personal disposable real income per capita for
consumers generally of 2%. The significant conclusion is that, in a period when
real incomes generally were rising, farm real incomes were not.

. In dealing with the position of consumers generally, we noticed that different
groups of consumers had experienced different rates of improvement in real
incomes, and that in some instances real incomes had apparently declined. Similarly,
changes in prices have not had identical effects on all groups of farm people. The
differences are due to a number of factors, among them the direction of change in
prices of particular products. Unfortunately, it is not possible to compare farm
incomes on the basis of specialization of production. We do know, however, that
the type of farming, including the proportion of different products produced on
farms, varies appreciably in the major geographical regions of the country. We
have, therefore, made a study of the changes in net farm operating income, actual
and real, by regions. For our purposes, the changes in real incomes are more
significant. The relevant data on real incomes are found in Table 4.

The main point to be stressed is the much greater year-to-year variability of
real incomes in the Prairie Provinces. In this region real income in 1951 was
47.4% higher than in 1950. In 1954 real income declined 35.3% from the 1953
level. Again between 1955 and 1956, real incomes in the Prairie Provinces
increased 37.1%. : :

In the Maritime Provinces, while there were some year-to-year variations,
incomes did not change greatly in any of the three periods. In Quebec incomes
increased between 1949 and 1951, but declined in each of the succeeding periods.
Incomes of Ontario farmers also increased during the first period and, after a
sharp decline between 1951 and 1954, increased in the last period. In British
Columbia incomes declined in the first two periods but increased between 1954
and 1958 as they did in most other areas.

1In considering the income position of farmers as consumers we have treated the farm as a
household. To look at the changes in incomes per capita we would have to take account of the
cthange in the number of persons per farm unit. Between 1951 and 1956 the numbers increased
from 4.7 10 4.8, which indicates that we have not overstated the decline in the income position of
farmers as consumers by considering income on a per farm basis. )
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The generalization that over the period 1949 to 1958 real incomes per farm

declined applies to all regions. The average rate of decline in the Prairie Provinces
- (1.3% ) was greater than in the other regions. s

Table 4—Changes in Real Net Farm Operating Income per Farm, by Regions, 1949 to 1958*

(Per Cent Changes)
Maritime ’ Prairie _ British
Period Canada  Provinces . Quebec Ontario  Provinces Columbia

1050, . o eenaierennnnranans -22.9 +2.3 +1.1 - —10.6 —36.0 -7.6
b {7 +29.2 -3.2 +47.8 +21.6 +47.4 +1.8
Total Change 1949-51...... -0.4 -~1.0 +9.0 +8.7 . -5.6 - =5.9
Annual Change 1949-51..... -0.2 —-0.5 +4.4 +4.{3 -2.7 -2.9
1952 i ee et -3.3 0.6 —-6.8 -13.7 +l.5 -9.9
) 0L 2 +2.4 —13.7 —1.0 +0.5 +5.6 +8.4
b 12 -~22.1 +13.0 -0.7 —9.8 -35.3 -3.5
Total Change 1951-54...... -~22.9 -3.1 -8.2- —-21.8 —-30.6 - -5.8
Annual Change 1951-54..... -7.1 -1.0 -2.7 —6.8 -—9.311 ~1.9
1955 e eeeeeeanaaees -1.3 . —4.1. +46.6 +9.1 -9.8 - —3.6
1956, . oo ieeenearaaannannne +13.6 +16.1 -12.0 —4.9 +37.1 +7.0
1957 e e e et -4, -7.9 +40.2 +1.0 —-8.3 +1.1

1958, iinicitsenonesrcssnnnnn +11.9 +1.5 +2.7 49.0 - 417.7 . 0
Total Change 1954-58...... +19.9 +4.2 -3.4 ‘+14.2 +33.6° . +4.3
Annual Change 1954-58..... +4.6 +1.0 —0.8 +3.4 +7.5 _-{—l.l
Total Change 1949-58.......... C-7.9 —0.1 ~-3.4 -3.0 -12.6 . 1.5
0 -0.4 -0.3 -~1.3 -0.8

Annual Change 1949-58......... -0.8

s *Net Farm Operating Income™ is the sum of cash income from the sale of farm :product.s. income in
kind and supplementary payments less cash expenses. It does not allow for depreciation. - - .-

Factors Affecting Farm Prices for Agricultural Produbls

In our analysis of incomes, it became evident that changes in farm incomes
in the prairie region were significantly different from the changes in other parts of
Canada, and that these differences were related to the degree of specialization in
wheat production in the prairie region. Wheat output is highly variable from year
to year, causing relatively violent annual fluctuations in incomes of prairie farmers.
We have also noted that, following the period of generally rising prices (to 1951),
prices of wheat and other grains fell more rapidly than the prices of other farm
products. Clearly, wheat prices, and through them the incomes of prairie farmers,
have been affected by factors other than those affecting the prices of other farm
materials. - : : : P ce e

The peculiar factor in the case of wheat prices is the dependence on markets
outside Canada. If Canadian wheat is to be sold at the same price to all buyers,
the price which can be obtained for Canadian wheat for export is the price which
will prevail. This price is only slightly affected by conditions peculiar to Canada.
On the other hand, prices of products which are produced in smaller quantitics
relative to the domestic demand, e.g., beef, tend to be more affected by domestic
conditions. These prices can, within limits, move independently of prices for the
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same products in other countries. However, as the price of grains enters into the
costs . of producing other farm products, the price of wheat and other grains
becomes a factor affecting the supply and therefore the prices of those other
products on the Canadian market. R o o
It seems evident to us that the decline in the prices of raw materials including
the prices of agricultural products, which began in 1951 was a phenomenon affect-
ing all countries united together by the system of international trading.! The break
in prices was not unrelated to the conditions in the immediately preceding period.
The outbreak of the Korean War, and the possibility- of extension of hostilities
affected prices in two ways. -Increased public expenditures connected ‘with the
buildup of military potential had the general effect of expanding incomes and
advancing prices. Included in this buildup was the stockpiling of strategic materials.
The cessation of "hostilities, the cut-back in government - expenditures, “anti-
inflationary financial and fiscal policies, and the sharp reduction in demand for
materials, all contributed to the break in prices in 1951: These factors affected the
Canadian economy but were not peculiar to it. However, it is the consequences in
Canada with which we are concerned. . e .
We have already noted the substantial increase in personal disposable money
incomes which occurred from 1949 to 1951 (19.9%). The associated increase
in domestic demand affected the prices of all domestically produced ‘commodities!
At the same time there was a strong demand in export markets. Domestic demand
and export demand both,combined to strengthen prices during this period. ‘The
break in prices in 1951 ‘was caused both by a slowing down in démand and by
the pressure of supplies to which we refer later. The fact is that after 1951 the
rate of increase in personal disposable incomes slowed down, and difficulties began
to be experienced in export markets.? Aggregate domestic demand actually declined
in 1954." Subsequently personal disposable money incomes rose rapidly.’ This
undoubtedly strengthened domestic demand and helped to support farm prices in
later years. However, the difficulties experienced in the export markets for wheat
continued. . C ST S T
To appreciate fully the causes of the decline in agricultural prices in Canada,
we must look at what was happening on Canadian farms in the years immediately
prior to 1951. The developments of particular importance were the rapid rate of
investment in mechanical equipment, the decline in the numbers employed in
agriculture and the increase in productivity per worker. . . PG ot
Between 1946/and 1951, average annual sales of farm implements and
machinery increased from $82 million to $236 million. In the three years 1949
to 1951, farmers acquired new equipment to the value of $670 million. The incen-
tive for this phenomenal rate of new investment was provided by rising prices and
increasing shortage of labour and was made possible by increasing incomes.. In
effect it provided for necessary replacements which could not be made during the
period of wartime shortages, replaced horses as the motive power, stocked Cana-
dian farms with new and more efficient machinery, and enlarged the productive

1See section 4 of this part, “Changes in Relative Prices in Other Countries™. T LT
2 During the early *50°'s world food production was increasing rapidly. An index of world food

production per capita increased from an average of 98 for the years 1948/49 and 1949/50 to an-

average of 104 for the years 1952/53 and 1953/54 (average 1948/49-1952/53=100).:In Western
Europe, particularly, the increase was very great, from 92 to 108. (The State of Food and Agriculture,
1958, F.A.0., Table 1I-3, p. 12).
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capacity of the industry. At the same time, the number of workers in agriculture
declined each year from 1,190,000 in 1946 to 943,000 in 1951, a decrease of
about 20%. The trend in output per farm worker is shown in Chart 7. e

We have seen in Table 3 that, despite the fall in prices, the high level of net
farm operating income reached in 1951 was maintained through 1952 and 1953.
Investment in new equipment continued at a high rate. Sales of farm implements
and machinery totalled almost $600 million in the two years 1952 and 1953.
The number of workers declined to 863,000, a further drop of close to 10%. The
increase in output per worker which continued after 1951 is evident in Chart 7.

We have, we believe, assembled sufficient evidence to establish that the con-
ditions of production on farms prior to 1951 built up a pressure of supplies which
contributed to the break in farm prices in 1951, and continued to exert its influence
in the years following. o e ~

4. Changes in Relative Prices m Other Couﬂtries

The Commission has made a study of the movements of prices in other coun-
tries during the *50’s. The study discloses an almost universal tendency for the
general price level to rise. No country has escaped a general increase in retail food
prices, except the United Kingdom where food prices have declined slightly. The

CHART 7 ' LT
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- . CHART 8
FARM PRICES AND RETAII. FOOD PRICES IN OTHER COUNTRIES
: 1950 TO 1957.:
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direction of change of farm prices has been different. Countries which, along with
Canada, have experienced a tendency to falling farm prices include South Africa,
Australia and the United States. In another large group of countries, including
Norway, Denmark, Netherlands, Switzerland, Belgium and France, farm prices
have tended upwards, but at a less rapid rate than retail food prices. In both these
groups of countries, the relative changes in farm and retail food prices were such
as to indicate an increase in the “spread”. A few illustrations are shown in
Chart 8. There have been a few countries, among which there is no large food-
exporting country, in which the spread has apparently narrowed. These include
Japan, Greece, West Germany, Austria and Finland. , o .
This part of our study indicated that the general problem we set out to
investigate is not peculiar to Canada, and that the widening of the price spread for
food products has been a phenomenon experienced in most countries in the ’50%s.
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PARTII

THE FUNCTIONS AND STRUCTURE 'OF THE .
FOOD MARKETING SYSTEM

CHAPTER 1.
INTRODUCTION

People speak of “the market” for a certain product but in our cornplex
economy a product is hardly ever disposed of in a single transaction. Most products
pass through several hands, are bought and sold several times, and may even change
in form at several stages. Before we discuss in general terms market structure and
the functions performed by firms engaged in the food industry, let us consider the
marketing of wheat and poultry. We have selected these two examples of marketing
processes to illustrate the complexities of the marketing system before we begin a
detailed discussion of food retailing, wholesahng, processing and assembling.

Our particular examples, wheat and poultry, were selected because. they
reflect two quite different results of the play of economic and social forces in the
evolution of marketing systems. The wheat marketing system in effect in the
western provinces today is the result of a long and continuous ‘process of. adjust-
ment both to production and to market conditions,- with’ governments playing an
active role. The culmination of this activity on the part of governments was, of
course, the establishment of the Canadian Wheat Board which is responsible and
reports to the Department of Trade and Commerce of the Federal Governmcnt

By way of contrast, the marketing of poultry for meat up until recent years

was in the main a local process and in effect was comprrsed of thousands of
marketmg situations, ranging widely in scale, and varymg in type from direct sales
by farmers to consumers, to sales to assemblers who in turn sold the poultry to
others in the marketing system. But in a relatively short period of time, a matter
of a few years, the poultry marketing situation and system has changed almost
completely. This, in our view, can be attributed chiefly to the rapid application of
a whole new range of techniques of productxon and processing of the broiler
chicken.

Whatever contrasts and dlﬂ'erences may be thrown into rehef by use "of the
two examples, it is not our purpose at this point in the report to convey directly
or by inference any suggestion of partlcular virtues or faults in the various com-
modity marketing systems. There is more explicit comment on some of the issues
raised about these marketing systcms in later sections of this part and in Part V.

K

: 1. The Marketmg of Wheat

Wheat used for bread flour production is grown on ncarly two hundred
thousand farms in the Prairie Provinces and the Peace River region of British
Columbia. Although small quantities of bread-type wheats are grown elsewhere
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as well, we shall look at the typical marketing pattern for the Prairie Provinces.
Wheat grown on two hundred thousand farms must be collected at points where
it can be forwarded or can be held awaiting shipment. Our comments in this
section relate only to the marketing of wheat to be consumed as bread in Canada.
Wheat, of course, flows through marketing channels destined for many other uses
in Canada and elsewhere.

The farmer brings his wheat by truck to a warehouse known throughout the
grain-growing region as a country elevator. Clusters of these country elevators,
dominating the prairie landscape, are the first collecting points in the marketing
system where the functions of assembling and buying grain are carried out. Each
country elevator is operated by an agent of a company which may own a string of
these warehouses scattered across the prairies.

The actual process of buying the grain from the farmer is facilitated by the
existence of standard grain grades established by the Canadian Government. Here
the function of product standardization appears.

Settlement with the deliverer of the grain at the country elevator is made on
the basis of a price determined much further forward in the marketing system.
Canadian grain prices are set in terms of a “Lakehead” (Fort William-Port Arthur)
quotation. The price used to make settlement with the farmer, therefore, is that
given for the appropriate grade at the Lakehead, less freight, elevator handling,
and certain other charges and adjustments. ‘

If there is an insufficient quantity of wheat of a particular grade to make up
a carload, or if the grain-handling facilities further on in the marketing system are
overloaded, then the grain will be held in the elevator, well protected against the
clements and natural pests. The function of storing, therefore, enters at this point.
Eventually the grain is loaded into box cars and these move in trainloads toward
the Lakehead; this illustrates the transportation function.

While the operator of a country elevator is the agent of a line elevator com-
pany, the company in turn is only an agent of the Canadian Wheat Board, and the
Board itself an agency of the Canadian Government. When the wheat moved out
of the farmer’s possession, ownership was transferred to the Canadian Wheat
Board. The Canadian Wheat Board in fact advanced the first payment to the
farmer, and, because the grain may be held by the Board for several months before
sale, it must borrow funds from the banks in order to pay farmers immediately on
delivery. The banks thus facilitate the marketing process by performing a financing
function.

There are elements of risk in the moving and storing of wheat. There are
possibilities of fire and explosion in grain elevators; there are possible losses of
vessels on the Great Lakes. Against these risks the grain has been insured by an
insurance firm; this firm is carrying out a facilitating function called risk bearing.
We note here that under Canadian Wheat Board operations risk bearing in price
fluctuations is now borne by the Government and by the buyers.

Although there are a number of flour mills in Western Canada, a considerable
part of the wheat destined for flour milling moves down the Great Lakes and is
manufactured into flour in mills in Ontario and Quebec. We will follow the events
in bringing wheat to Central Canada for milling. The flour mill must purchase its
supplies of wheat from the Canadian Wheat Board which performs a function of
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selling as well as of buying. The grain from hundreds of country elevators has been
assembled in store at the Lakehead terminal elevators. On the way to this assembly
position, the carloads of grain are sampled and graded at Winnipeg. When the
grain is being put into the terminal elevator, it is again sampled and graded.

Most of the wheat is shipped from the Lakehead terminals to the flour mills
by lake boats. It may also move by train and by truck before reaching its destina-
tion at a mill in Ontario or Quebec.

Most flour mills have space for storing grain, and they withdraw it from storage
bins in accordance with their level of milling operations. By appropriate blending of
grades of wheat and the application of milling techniques—these including precisely
controlled “extraction rates”—the mill produces standardized types and grades of
flour. These types and grades are the basis on which the flour is sold and used.
The flour mill may advertise its products in trade magazines and these media, by
conveying information on matters such as where and from whom the flour may
be purchased, and the prices and the grades available, perform a facilitating func-
tion of providing market information. )

Following the actual milling process, the flour is packaged in barrels, cotton
bags (in earlier days these had a salvage value to the consumer and at the same
time were a highly successful promotional device), paper bags, or other containers
in various quantities, types, and grades. Some of these packages are designed for
use in bakery operations, while others will appear on retail store shelves. Flour
mills normally maintain a stock of their products and, to this extent, they are again
involved in performing a storing function.

Most flour mills sell directly to the larger bakeries but in some instances they
may sell first through a broker to a food wholesaler. In any event, there are further
requirements in transportation and some in storage before the flour enters into
the bread-making process.

In the bakery, flour is combined with a large list of other ingredients—eggs,
yeast, milk powder, water, etc. It is processed by intricate mixing, dough-rising
and baking operations to emerge, perhaps, as a 16-ounce loaf of bread. Each loaf
is standardized as to weight, colour, texture, and appearance. It then may be sliced
and packaged in a colourful wrapper. Very often it carries a brand name and, more
recently, the staff of life is being identified with movie and television glamour.

Bread may then be transported by a delivery salesman to the consumer’s home
or it may be transported to a retail store. At the store, the bread is sold and may
be transported along with other groceries by store delivery to the consumer, the
wheat in this loaf ending perhaps a two-thousand-mile journey.

2. The Marketing of Poultry

Some changes in food marketing can be attributed to the dynamic nature of
agriculture itself, and particularly to the impact of technological advances in farm
production. Almost every line of agricultural production—grains, fodder crops,
meat animals, dairying, poultry meat, eggs, vegetables, fruits and others—has been
subject to the force of advancing technology.! In certain lines of production and

1In the production and marketing of poultry meat, technological change has been particularly
rapid and has had an effect on price spreads which we discuss in Part V,
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at certain times, market forces—in contrast to forces more closely related to the
farm production effort itself—appear to be the dominating influences. But the
situation is never static for long and the balance is shifting continually. - o

Prior to the rise of the broiler as the most important source of chicken meat,
Canadian consumers bought mainly heavy chicken (over 4} pounds) and fowl,
the latter a salvage poultry meat from the egg-producing enterprise. The heavy
roasting chicken met the large family’s Sunday-dinner needs, and the fowl was a
source of meat supply for lower income families. Supplies of both heavy chicken
and fowl tended to be somewhat erratic and seasonal, and both type and quality
of product were highly variable. - ' ‘ :

The developments leading to the breakthrough in the technology of mass
production, assembly and distribution of the broiler chicken represent years of
research and experiment culminating in an explosive-like expansion of a whole new
industry within agriculture. Starting in this case, first with the egg, came the mass
hatching of chicks carried out as a large-scale factory-type operation. - The farmer,
now specializing only in the task of rearing these from the day-old-chick stage to
a highly uniform, high quality, healthy bird of three to four pounds, accomplishes
all this in a period of nine to eleven weeks. The broilers are turned out by a
broiler-producing unit, three or four times a year, not in batches of tens or hundreds,
but in thousands and tens of thousands of birds: a broilerhouse accommodating
50,000 birds at a time is not uncommon in the industry now. In a short span of
years, the commercial marketing of broilers has increased from an almost negligible
quantity in 1947 to over 125 million pounds in 1957, and in the latter year
accounted for over 60% of the commercial marketing of all chicken and fowl.

The technical progress making this possible has been, in addition to the
development of the mass chick hatchery, progress in poultry genetics leading to a
selection of specialized types of birds for particular kinds of production (eggs or
meat), progress in controlling the physical environment for brooding and housing
(for example, the use of the electric heat lamp, control of temperature and moisture)
and progress in control of disease (for example, use of medicinal cures and pro-
tective medicines in water and feed). Additional factors have been: the great
increase in knowledge about feeds, and the application of this knowledge both in
the production of feed and in its most economic use in the broiler operation; and
the adoption of mechanical devices for watering and feeding the birds, which
increases immensely the number of birds that can be cared for by one person. In
bringing about these changes in farm production of poultry, those in the business
of selling feed to farmers have been particularly aggressive. Along with others,
they have entered into contracts with farmers for the large-scale production of
broilers and have financed these operations to a considerable extent.

We have described briefly this introduction of technology at the farm end of
the poultry industry. It has made possible the outflow from the production unit
at regular intervals of tens of thousands of live birds ready for market. . This mass
of raw food material must find an outlet of similar proportions. The live birds
cannot be held awaiting a buyer: they are fit and ready and even a 24-hour delay
will result in additional costs if they have to be fed or, on the other hand, a loss in
weight and quality if they are unduly delayed in the marketing process.
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Hence we find in the marketing system the development of large-scale buyers
of broiler chickens. These may represent processors or be directly connected with
food retailers. In any event, the live broilers must move almost immediately into
a factory-like operation where they go through a killing and plucking process (the
latter a mechanical operation), an eviscerating and possibly cutting line, and finally
through a packaging and labelling operation. This whole development Trepresents
the application of mechanization and techniques of relatively recent origin, making
possible the transfer of the processing operation from the hands of the farmer,
his wife and children to an off-farm separate entity under specialized ‘management.

The web of relations within what we call the marketing system is so intricate
that it is often impossible to establish any simple cause and effect relation or to
put one’s finger on the point at which the change was initiated. Indeed this is true
of the developments in poultry marketing and in the broiler industry. Many factors
have been involved in the outcome but the changes would hardly have occurred
without the techmcal developments resultmg from expenmental research. .

3. Functlons and Structure Thelr Relatlon to the Problem of Prrce Spreads
Markets and the Relahons Between Them

Most food products, as they move from the farm to the consumer, pass through
a series of markets in which they change hands at a price. In each ‘market the
activities of both buyers and sellers are involved.

A market is difficult to define. We can talk about the Canadran market forv

apples but at each stage between the pnmary producer and the consumer. apples
are bought and sold in many places in Canada. In this sense there are many
different markets. These markets become related into a national market in so far
as apples can be moved between local markets. At any time the wholesale price
of apples may be different in particular local markets but the differences are limited
by the possxbllxty of sellers dtsposmg of their apples to buyers in some market in
which the price is higher. ;

Similarly, having reference to a crop year, we can speak of the market for
apples but, at each stage between the producer and consumer, apples are sold daily
or hourly. In this sense there are many markets within the crop year. These
markets over time become related by the opportunity to hold apples from a time
at which the prrce seems to be low to a later time when the seller expects he can
get a higher price. This activity limits the possible differences in prices.

Again we can refer to a market for all apples, but many different varicties of
apples are sold. There are, therefore, different markets for different apples.  These
markets too are related: the prices between the varieties cannot dxffcr too greatly
or buyers will shift from the high-priced to the low-prrced variety.

When the farmer sells a steer, he receives a price for it; when the consumer
buys beef, she also pays a price. The difference between the two prices is the
total spread.! The price the farmer receives is arrived at in a market in which the
farmer is the seller and some firm, or its representative, is the buyer. The price
paid by the consumer is determined in the market in which the consumer buys

P —

1 This is subject to quahﬁcauon to whlch we draw attention in the measurement of commodxty
vrice spreads in Part V. -
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from a firm which is the seller. If, as the material moves from the farm to the
consumer, it is bought and sold several times, then several intermediate prices are
established. I B
The firms which are engaged in the many markets for food products participate
in the pricing process as buyers and later as sellers. These firms have traditionally
been grouped into four categories: assemblers, processors, wholesalers and retailers.
On the basis of this classification of firms, markets and prices would then be
established at five levels. ' B
In the case of beef, there may be a price paid to the farmer at the farm gate
by a dealer who delivers the cattle to the packing plant. This is the farm price.
The dealer receives payment from the processor at the packing plant. The basis
for this payment is an assembled price. After processing, the packing plant sells
beef to a wholesaler at a price which is the processed price. The wholesaler sells
to a retailer at the wholesale price and the consumer buys from the retailer at the
retail price. This illustrates the series of markets, prices and components of the
total spread according to the conventional classification of marketing functionaries.
The markets at different stages (farmer, assembler, processor, wholesale, retail) are
also related. The relations are more complex than those which we have noted
previously between markets in place and time and for varieties or grades of products.
It would be useful in relation to the Commission’s problem if it were possible
to break down the total spread (farm price to retail price) into its component
spreads (assembler’s, processor’s, wholesale and retail). We could then deter-
mine how much of the general increase in spreads was associated with each level
of the marketing system. Unfortunately, for reasons which we will make clear later,
this is not possible, although in the commodity studies reported on in Part V we
have attempted in some instances to make this analysis. o

Iilarke}ing Functions

At each stage the difference between the price paid and the price received by
a marketing firm—that is, the spread—is the price received by the firm for such
functions or services as it performs. The traditional classification of marketing
firms into assemblers, processors, wholesalers and retailers is related to certain
typical functions. The assembler brings together the relatively small quantities
produced by many farmers and delivers them to a plant which requires a large and
continuous supply of material for efficient operation. The processor converts the
material into a form more acceptable to the consumer. The wholesaler assembles
the products of many processors and makes them available in the quantities and
at the time required by the retailer. The retailer provides a convenient place from
which many consumers can obtain the quantities they wish at the time they wish
them. These are the main features of the distinction between assemblers, processors,
wholesalers and retailers and, although changes are constantly occurring in the
marketing system, the classification remains a realistic and useful one.

Associated, however, with the main activities of assemblers, processors, whole-
salers and retailers, are many other more particular functions or services.: They
include transportation, storage, sorting and grading, packaging, advertising, finan-
cing, risk bearing and bringing buyers and sellers together. These _particular
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functions may be performed at any or all stages in the marketing system, although
in varying proportions. The total complex of functions performed by firms at each
stage has some relation to the spread; it is the price received by the marketing firm
for performing these functions. The point we want to emphasize, however, is that
the extent of particular functions performed at each stage may change or the dis-
tribution may shift over time. It is not always easy to identify these changes and
shifts, but we can illustrate by reference to one change and to one shift which have
occurred in recent years. There has been a change in that promotional activities
have acquired an increasing weight in the marketing system.! As an example of
shift, the functions typically performed by wholesalers have been increasingly taken
on by organizations classified as retailers.2 Changes and shifts of these kinds have
their effect on the total spread and on the components of the spread. Increased
packaging and advertising involve additional expenditures on the part of the firms
concerned, although they may also serve to reduce expenditures of other kinds
per unit of the product. The assumption by retailers of functions previously per-
formed by wholesalers has the effect of increasing the retailer’s spread To the
extent that this shift results in economles, it also leads toa reductxon in the total
spread. - . o

Marlzet Structure . .; o Co -*,: :
In each market there are buyers and sellers.” The structure of the market has

to do with the relations between buyers, between sellers, and between buyers and

sellers. This takes us mto a consrderatlon of types of competmon and competmve
behaviour. * - S
There is a difference in structure between a market m ‘which there are many
sellers and a market in which there is only one seller, or even a few sellers. The
significant difference is that where there are many sellers it is not easy to obtain
concerted or uniform action among the group.  Where many sellers are ‘acting
independently and without reference to the actions of one another, competmon
among the sellers takes one form.” Where there is only one’ seller, competitive
behaviour is impossible. 'Where sellers are few in number, it is easy to eliminate
or to modify the form of competition which prevails when there are many sellers
acting independently. The many sellers of a particular farm product in a given
market can provide for concerted action through voluntary use of a selling agency
or, with legal support, by a compulsory marketing board. In the latter case, it is
possible for the one selling agency to differentiate between the buyers in particular
local markets and to sell to them at different prices. This appears to be the practice
of the Tree Fruits Marketing Board in British Columbia in the sale of apples.? In
the case where there is a small number of private firms, elimination or' modification
of the form of compenuon which prevails when there are many sellers acting inde-
pendently could be effected by agreement, but in Canada such agreements have
been illegal and, therefore, not enforceable; or it could happen merely as a result
of each of the few sellers being unwilling to act independently in some ways, for
example, to reduce prices. In any case, the nature of competition among a small

1For a treatment of the extent of the increase in expenditures on food advemsmg. see Pan I A
2 See the discussion of changes in food retailing in the following chapter. = - | .
3 See Chapter 3 of this part for a consideration of marketing boards."” < "~ R
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group of sellers differs in form from the competition among many sellers acting
independently. Pricing on a basis similar to that of the Tree Fruits Marketing
Board appears to be the policy of sugar beet processors in the disposal of their
product in Western Canada.! In other instances, individual sellers. endeavour to
distinguish the product they are selling from the product being sold by their com-
petitors. For example, the number of firms producing and selling prepared break-
fast foods is small. These firms change their product or the package in which it is
presented so as to maintain its separate identity; promotional effort is- directed
largely to the same end. All these conditions have their effect on the determination
of prices in the market. ] S SRR
There is, similarly, a difference in structure between a market in which there
are many buyers and one in which there is only a single buyer or a small number
of buyers. Where there are many buyers, they are likely to be acting independently
of one another. Where there is only one buyer, the firm is not influenced by the
possibility of having to adjust itself to the actions of other buyers. Where the
number of buyers is small, the kind of competition occurring among many buyers
may be absent, either as a result of agreement (which is illegal) or simply because
no one buyer is willing to induce action by other buyers. Competition then takes
other forms, such as special arrangements with respect to matters other than price.
There is a difference in structure between a market in which buyers -and
sellers are unrelated and one in which buyers and sellers or some buyers and some
sellers are related, i.e., are not acting independently. Relations between buyers
and sellers may be established in a number of ways. In some instances, a relation-
ship is established through corporate organization; the price paid by a company
which has a corporate link with the selling firm is not the result of a transaction
conducted “at arm’s length”. The relation referred to here is evident between firms
engaged in flour milling and in the baking industry. In other instances the link
between buyer and seller may be through the directorate of companies. ‘Thus, we
find interlocking directorships between food processing firms, corporate chain stores,
and other firms in or servicing the food industries. Contracts of various kinds also

represent relations between buyers and sellers which affect the structure of the
market and have a bearing on price determination. It has been brought to our
attention that sugar beet processors in the Prairie Provinces have a form of contract
with their growers which enables the grower to participate in changes in the price
of sugar. The growth of vertical integration brings the producer of poultry and
the buyers into a relationship which can affect the prices paid and received. Other
forms of contract can be found at other stages of the marketing system. Later in
our report we comment on the complex arrangements entered into between the
retail chain buyers and their suppliers.? - BT

We make these comments and offer these illustrations at this point, not with
the purpose of passing judgment on the effects on prices, but merely to emphasize
that the structure of the market is a complex phenomenon which has a significant
influence on prices along the marketing system and, therefore, on price spreads for
food products. ' ' - o

1See Report Concerning the Sugar Industry in Western Canada and a Proposed Merger cf
Sugar Companies, Canada Department of Justice, Ottawa, 1957.

21In the following chapters of this part, we discuss advertising allowances granted by processors
to chain food store organizations. ' - L
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Difficulties Encountered in Measuring Intermediate Prices and Spreads

We mentioned earlier the insuperable difficulties involved in any attempt to
break down the total spread (farm price to retail price) into its component spreads
(assembler’s, processor’s, wholesale and retail). Later in this part we use data
drawn from the Census of Distribution which classifies markctmg firms in the
traditional way, and we have chosen to use this classification in our discussion of
changes in food marketing. It is necessary, therefore; to call attention to the limita-
tions 1mposed by the data and to the difficulties in observmg changes in functions
or structure in the food marketing system.

First, the data drawn from the Census are built up from mformatlon on “estab-
lishments” (individual places of business) which are units within business firms;
in discussing functions and structure we have reference to firms. Business estab-
lishments and firms do not fall into neat categories in terms of the functions of
food marketing. Most firms do not specialize in the handling of food products
only, as is noticeable in the case of manufacturers classified as food processors who
sometimes handle several quite separate farm products. In many instances by-
products result from the processing of some or all of the farm products, and
frequently the processor combines with the processing of farm products the manu-

facture of physically unrelated non-farm, non-food products All these activities -
are carried out by the same firm: the functions or services are intricately mixed -

up together. The processor’s spread for any one of the farm products or for all of
them may be considerably influenced by his success in combining all the enterpnses

into one integrated operation. Some firms in the meat packmg mdustry engage in

such integrated operations.

Another difficulty we may notice is that not all farm products pass through
the hands of the several functionaries as they move towards the consumer. Fresh
eggs, potatoes and apples are not handled by firms normally classified as processors
or are bought and sold by processors only incidentally to their main business. On
the other hand, cereals and most livestock products are subject to change in form
before reaching the consumer. Of course, this is also true of powdered eggs, potato
chips and apple juice. Thus there is no processor’s spread for fresh apples although
there is one for apple juice. Further, if the farmer by-passes the market in which
assemblers are buyers and sells directly to the retailer, the price he actually receives
is not the farm price, but rather a price equivalent to the wholesaler’s price.

~ As we have said, there is no clear-cut distinction between firms in terms of
the functions they perform. Some firms classified as retailers are performing func-
tions normally associated with wholesaling, for example, storing and warehousing.
Some wholesale firms are involved in what are normally considered retail functions,
such as providing display material to retail stores. Many processors buy some of
their materials directly from farmers and to this extent engage in the functions of
assembling. Consequently, the prices paid in particular transactions at any stage
in the marketing system may be different because they represent payment for
different services. v

We have overlooked still another difficulty in measuring or interpreting the
spread when we refer, for example, to the processor’s spread as representing the
revenue going to the processor for the services performed by him. In many cases
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a large part of the revenue going to the processor is paid out by him for services
provided by others. He may have little or no control over the price he pays for
these services. There is, therefore, some error in referring to the difference between
the processor’s price and the assembler’s price as revenue going to the processor
for his services or functions. Elsewhere we refer to the transportation of food
products by the railways and trucking firms. Food marketing firms pay for this
service, but the railroads and trucking firms handle many products other than foods
and the rates charged for transporting foods are not determined independently of
the other business done by the transportation agencies. '
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CHAPTER 2.
- FOOD RETAILING

1. Chnnges in Food Re‘t.ailing .

Our main source of information on the structure of food retailing in Canada
is the 1951 Census of Distribution. For more recent years our information has had
to be drawn from a variety of sources, including briefs presented at the hearings
and the replies to the questionnaires distributed by the Commission. We begin by
describing the structure of food retailing in 1951, with some reference to trends
Jeading up to this year. We then refer to more recent trends

Developments to 1951

The 1951 Census of Drstnbutlon reported that the number of food stores
(retail outlets) increased from 37 thousand in 1941 to 40 thousand in‘'1951; In
1951 the main categories of retail food stores were grocery stores without- fresh
meat, combination stores (grocery stores with fresh meat), meat markets, frurt
and vegetable stores, and bakery product stores. These five categories -were
responsible for 99% of total retail food sales and represented 96% of all retail
food outlets.” Although the number of grocery stores without fresh meat increased
slightly from 1941 to 1951, the main increase was in combmatron stores All other
categories declined in number.

" Throughout our report we will have occasion to drstmgursh between three
types of retail food stores: corporate chains, - voluntary chains and  unattached
independent stores. The 1951 Census of Distribution defines a retail chain as an
“organization operating four or more retail stores in similar or related kinds of
business under the same ownership”. In most cases, organizations with multiple
ownership of four or more retail stores are incorporated companies. In this report,
therefore, a corporate chain is one which conforms to the definition.of a retail
chain in the Census of Distribution. This definition excludes retail stores which
are independently owned but which are associated together in' voluntary chains
usually sponsored by wholesalers. Each of the large voluntary chains in Canada
has a national headquarters through which franchises are granted to wholesalers,
who in turn service retailers who operate under a common store name. The
remaining type of retail store—the unattached, rndependent store——rs separately
owned and is serviced by wholesalers of its choice.

We shall also have occasion to refer to “supermarkets”. The supermarket is
a large-scale, multiple-produce store, operated on the self-service principle. It is
frequently located in or close to the residential suburbs, with parking facilities
adJacent to the store. In terms of the classification of the Census of Drstnbutron,
this is a large-scale combination food store.

The corporate food chains have existed in Canada for’ many years They
increased their share of the retail food business quite rapidly during the ’20’s, but
their business grew little during the ’30’s, with their relatrve posmon remammg
about the same throughout this latter decade.
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During the war years, corporate chain stores failed to maintain their share
of total sales. Their per cent declined from 31% in 1939 to 24% in.1946.
Following the war, however, sales of corporate chains began to increase relatively
rapidly, and by 1951 represented 32% of total sales of grocery and combination
stores. In this year the corporate chains operated (in addition to some other
categories of stores) 337 grocery stores and 866 combination stores for a total of
1,203 retail food outlets.

Voluntary food chains had gone through a period of rapid expansion in the
’20’s and early °30’s, but by 1951 their share of the food business had declined to
a small proportion (6% ) of the sales of grocery stores and 4% of the sales of
combination stores. Of the total of grocery stores (22,239) in 1951, 585 were
listed by the Census as being members of voluntary chains or buying assocnatxons
For combination stores the number was 615, makmg a total of 1,200. ' :

Between 1941 and 1951 there was an increase in the number of combination
food stores and a decline in the number of specialized food stores. The average
sales of combination stores in 1951 were four times as great as the average for
the remaining food stores. Consequently, the shift to combination stores between
1941 and 1951 was accompanied by an increase in the size of retail food outlets.
In 1951 there were 472 combination food stores with sales of $500,000 or over.
There were also 21 grocery stores in this category of sales, makmg a total of 493.
O this total, more than 400 were operated by corporate chains. -

It is clear, therefore, that, although in 1951 corporate chains and voluntary
chains had about the same number of outlets, the volume of sales of the corporate
chains was very greatly in excess of that of the voluntary chams because of the
much larger stores operated.

In 1951, five corporate chains—Dominion Stores, Loblaw Grocetenas, Can-
ada Safeway, A & P Food Stores, and Steinberg’s—accounted for 88% of the
sales ‘of all corporate food chains. Other corporate chains in Canada in that year
included Sobeys- Stores (operating : mainly in Nova Scotia), Thrift -Stores
(Montreal), Dionne Ltd. (Montreal), Carroll’s Ltd. (Ontario), Shop Easy Stores
Ltd. (a subsidiary of Western Grocers, a food wholesaling firm in the Prairie
Provinces), O. K. Economy Stores Ltd. (Saskatchewan), Jenkins Groceterias
Ltd. (Alberta), Overwaitea Ltd. (British Columbia), and Super Valu Stores Ltd.
(a subsidiary of Kelly-Douglas, a British Columbia wholesaler).

By 1951, grocery stores (other than those selling beer) obtained about 16%
of their receipts from the sale of non-food products, including candy and confec-
tionery, tobacco, household supplies, paper products, drugs and other commodi-
ties. The corresponding proportion for combination  stores (other than those
selling beer) was about 10%. Beer and wine alone represented 28% of the sales
of grocery stores handling these items, and 13% of sales of combination stores.

To summarize the situation at 1951: the corporate chains, mainly five large
organizations, were responsible for almost one-third of the total food sales. After
recovering from the restrictions of the war period and apparently anticipating the
postwar expansxon of demand, the corporate chains were beginning to expand
their operations relatively rapidly by the construction of new large outlets (super-
markets). The voluntary chains were well established, but were still. servicing
retail stores of relatively small size. By 1951 the corporate chains had extended
the range of commodities handled, and had increased the variety of non-foods.

3

L ——




The Functions and Structure of the Food Marketing System

The smaller, unattached stores, many of which were handlmg a rather limited
line of food products, were declining in number and in the proportion of total
food sales made by’ them. The elimination of stores resulted from -both  the
increase in efficient size of store and also from the competition of the chains.
The decline in the small specialized store, and the relative growth of the com-
bination store were evidence that the trend to one-stop shopping was under way.

Developments since 19.?'1
a) Corporate Chain Stores

We turn now to refer to more recent developments. The expansion of the
chain organizations has been relatively rapid during the ’50’s. From 1951 to
1958, the propomon of the total business of grocery and combination food stores
done by corporate chain stores increased from 32% to 44%?! (Chart 9) The
five. largest corporate chains increased their retail outlets from 622 in. 1949
to 909 in 1957. Their share of the total sales of all corporate chains remained
at about 88% until 1957 but has increased somewhat since then.

‘During these years each of the major chains: expanded rapidly. While
some of this expansron has been a result of the acquisition of smaller chains,
most.of the expansion has been the result of development of new facilities. In
the followmg paragraphs we deal with the nature of the expansion of the major
chains; in doing so we refer briefly to the main inter-corporate relatronshrps .

‘Dominion Stores has expanded its own facilities, closing numerous - small
stores and opening supermarkets, and by 1959 was well into an expansron program

in Western Canada. This firm acquired Thrift Stores (Montreal) in 1955 and
Acadia Stores (Nova Scotia) in 1956 and now operates stores across Canada.

A large block of the common stock of Dominion Stores is held by Argus Cor-
poration, which has other food interests as well. . D
Loblaws has also expanded rapidly, with an extensron of operatrons in
Ontario and a recent expansion into Western Canada. In 1958, this firm entered
into an agreement with O. K. Economy Stores (a.chain with 40 stores in Sas-
katchewan). Loblaws also has large interests in chain food stores in the United
States.. This firm is controlled by George Weston Ltd. . George Weston Ltd. also
owns Western Bakeries, Weston Biscuit Co., McCormick’s, Westem Grocers and
other firms associated with the marketing of food products. :
The Steinberg chain, havmg done business in Montreal since the early '30%s,
has expanded at a rapid rate in the Province of Quebec, particularly in Montreal
. and in recent years has extended into New: Brunswick and Ontario.. In 1959
this firm purchased 38 Grand Union stores in Ontario, and Ottawa Fruit Supply,
a wholesaling firm now servicing Clover Farm Stores. .
Two large United States based firms have also had extensive operauons in
Canada, conducted through their Canadian subsidiaries, Canada Safeway and
A&P Food Stores While they have expanded their busmess m recent years,

‘1 The proporuon varies across Canada, rangmg from a low of 22 in the Atlannc Provinces
to 59% in Ontario. The proportion of the business done by corpora!e chams in major urban areas ls
higher than that indicated by the provincial averages.
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: CHART 9 - - - . .
GROWTH OF FOOD CHAIN ORGANIZATIONS, 1951 TO 1958,
(PER CENT OF RETAIL MARKET) :

100 1951 100 1958
90| _ 90)
20 go|  UNATTACHED
T -] -  INDEPENDENT - —
70 70 36.0%
T UNATTACHED | T - _
60|  INDEPENDENT ‘ 60 ~
62.8% VOLUNTARY CHAINS .
50| ° N so] . 200% _ 3
. o
B2 40l - N 40" 3
5 —
ST 30| YOLUNTARY CHAINS | 5.0% 30l fg
2 : CORPORATE CHAINS S
< J 20| CORPORATE CHAINS _| o 20| 44.0% -
5 322% : =
-| 10 N 1] o
< : i
4 o i 0 n _J

SOURCE: The proportions are for grocery and combination food stores.and were obtained -
from D.B.S. reports on Retoil Trade except for veluntary chain proportions. For these,

the 1951 estimate was obtained from data In the Census of Distribution and the
1958 estimate was obtained from Canadian Grocer.
‘ | TOce

the rate of expansion has been at a less rapid rate than in the case of the three
previously mentioned firms. Canada Safeway operates stores in the Prairie Prov-
inces, British Columbia, and at the Lakehead in Ontario, A &P now operates

stores in Ontario, Quebec and Manitoba. , o

All of these retail chain store organizations now perform most of their own
wholesaling, although in its recent expansion into Western Canada Loblaws® stores
are being serviced by the wholesale facilities of Western Grocers. Most of these
firms do relatively little of their own processing, although Canada Safeway has
a fruit and vegetable cannery, bakery and other processing facilities. - Steinberg’s
has added some processing to its operations, including its own bakery. _ :

As has been indicated, four of the remaining group of smaller corporate
chains have become linked with the larger ones during recent years. Other cor-
porate chains which were in existence previous to 1951 continued to grow, but,
as has been noted, all of these smaller chains together accounted for only 12%
of the sales of all chain food stores through the period up to 1957.
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b) Voluntary Chains

The increase in the proportion of the retail business handled by voluntary
chains during this period was even greater than for corporate chains. Red and
White stores have been operated as a voluntary group for many years. The other
two main voluntary chains are Independent Grocers® Alliance, which has operated
in Canada since 1951, and Clover Farm Stores, which entered the Canadian
market in 1955. ‘

- From our questionnaire returns, it appears that by 1958 the numbers of
wholesalers and retailers in these three voluntary chains were as follows:! Red
and White, seven wholesalers servicing 995 stores; I.G.A., nine. wholesalers servic-
ing 656 stores; and Clover Farm, five wholesalers servicing 299 stores.

In addition, some of these same wholesalers service groups of smaller stores
under a different store name. For example, the Lucky Dollar stores are operated
under a franchise from the Canadian headquarters of Red and White stores and
are serviced by the same wholesalers that service Red and White stores. (In 1958
there were 482 Lucky Dollar stores.) o ] -

- In addition to these country-wide voluntary chains, there are numerous
local groups of retail stores under a common store name, with the entire sponsor-
ship often being handled by the individual wholesaler who services them. Examples
are: Superior and Carload Food Markets in Ontario, sponsored by York Trading,
and Tomboy Stores in the Prairic Provinces, sponsored by Western Grocers
(George Weston Ltd.). Maritime Merchants Alliance in the Maritime Provinces
links retailers with several wholesalers. Retailers themselves have also organized
voluntary chains. Examples are: Les Epiciers Unis in Quebec, Solo Stores in
Manitoba, and Associated Grocers in Alberta, organized by retailers.

In 1951, there were 1,200 grocery and combination food stores operating
under these types of arrangement. In addition, there were 14 meat markets and
520 general stores, making a total of 1,734. (Some of the general stores were
not food stores but they are included in order to allow comparison with the data
available for 1958.) In 1958, it is estimated that there were 4,200 stores in
voluntary food chains and that they were handling 20% of the retail food business
in Canada.? (Chart 9). ' '

¢) Unattached Independent Stores

With 44% of the retail food business conducted by corporate chains -and
about 20% conducted by voluntary chains in 1958, about one-third of the total
was done by unattached independent stores. Most of these, as well as those in
voluntary chains, are operated by individual proprietors. The participation of
co-operatives in the retail food business amounted only to about 2% of retail
food sales, and does not secem to have changed appreciably in the last 10 years.

3 The July 18, 1959 Canadian Grocer indicates the following numbers: Red and White (7
wholesalers and 941 stores); LG.A. (9 and 692); Clover Farm (9 and 261).

2 The source of this estimate is the July 19, 1958 issue of Canadian Grocer.
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d) The Supermarket

The increasing importance of the supermarket is evidenced by the continu-
ing shift to the combination food store and by the increasing size of store. The
shift to the combination food store was taking place previous to 1951; we have
noted that between 1941 and 1951 there was a decline in the number of food
outlets selling a narrow range of products, and an increase in the number handling
a full range of food items. These combination food stores were also larger than
the others. ) ‘ ‘

Between 1951 and 1957, the increase in size of store continued. The data
for corporate chains indicate that the number of stores with sales of $500 thou-
sand per annum or-over increased from 446 in 1951 to 791 in 1957. The number
with sales between $300 thousand and $500 thousand also increased, while the
number with sales of under $300 thousand decreased from 625 to 351. -

- A further indication of the growth that has taken place in size of store can
be obtained by considering data on the change in store area and in volume of
sales per store for stores operated by the five major chains. Between 1949 and
1957, the average area per store more than doubled, increasing from 4,400 to’
9,600 square feet. New stores currently being built are often as large as 20,000
square feet. The average sales per store in 1957 dollars increased from $674,000
to $1,193,000 during the period. . - : o o

During the ’50’s, with the rapid development of supermarket outlets, there

_has been an increasing proportion of food-store sales accounted for by non-food
-jtems. Because of this, several of the chain store firms have instituted non-food
departments in their organizations. R

‘We have referred to the increasing proportion of the retail food business
done by corporate chains. These firms are thought. of as retail - organizations.
They also perform the functions of the wholesaler, however, including the opera-
tion of warehouses from which they service their retail stores. Thus, the relative
growth of the corporate chains has involved a shift of functions from the whole-
saler to the retailer.! Each of the corporate chains has expanded its wholesaling
facilities as its retail business has been expanded. For example, between 1949
and 1957 Canada Safeway extended its warehouse space from three-quarters of
a million square feet to one and one-quarter million square feet. At the time
of the Commission hearings in Montreal, the Commissioners went through the
Dominion Stores’ and Steinberg’s warehouses in that city. Both of these ware-
houses had been added during the postwar period and represented large ex-
pansions over the previously operated facilities. -In addition to expanding their
own facilities, the retail stores operated by corporate chains have been serviced
by existing wholesale facilities as they moved into new areas. In some cases these
facilities have been under the control of the corporation or the parent corporation
as, for example, the servicing of Loblaws’ stores in Western Canada by Western
Grocers, and the servicing of Steinberg’s stores in the Ottawa-Hull area by
Ottawa Fruit Supply. : ,

1 At the same time, the voluntary chains have also grown rapidly. To the extent that wholesalers
servicing retail stores within voluntary chains participate more in the operations of these retail stores

than other wholesalers do for unattached independents, there is a shift in functions from the retailer
to the wholesaler, :
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e) Summary . : .

During the °50’s corporate chains have rapidly increased their share of
the total market and the size of their retail outlets. The supermarket located at
a convenient site or associated with the shopping centre has become characteristic
of the corporate chain. The voluntary groups have also flourished during this
period and have, apparently, competed successfully with their corporate rivals.
The pressure on the independent, unattached, food store has continued. Some
of the larger of these have entered into voluntary chains; while the others have
not shared in a greatly expanding national market, there has not been a sharp
decline in the absolute volume of their business. We have indicated the rapid
growth in the proportion of the retail food business done by corporate and volun-
tary chains.! This change.in structure has resulted in increased concentration
of buying power and has repercussions throughout the marketing of food products.
Five large corporate chains and three country-wide voluntary chains now conduct
over half of the retail food business. This fact becomes even more significant in
view of the concentration of chain store operation in major urban areas. The
growth of the chains has also resulted in shifts in the performance of functions
because the corporate chain organizations have taken on functions formerly per-
formed by the wholesaler and to some extent certain of the functions formerly
performed by the processor.

2 Causes of Changes in Food Retailing -

We have given some indication of:the growth of the cham supermarket
in recent years. Within the past 10 years the chain supermarket has become the
dominant institution affecting the structure-of the food marketing system in
Canada. While the supermarket is not necessarily a feature of the food ‘chain
organization and may be adopted by independent store operators, almost the
entire development of supermarkets in recent years has taken place thhm the
chain organization, both corporate and voluntary.

! To what circumstances can we attribute the phenomenal’ growth of the
corporate and voluntary chain supermarket? In a- general way the expansion of
this type of retail organization can be attributed to the growth and changing
character of the aggregate demand for food and the services which go along
with it. The corporate chains clearly anticipated this postwar development and
set the pace. The reorganization of independent stores into voluntary chains, was
accelerated by the necessity of meeting the strong competition of the corporate
chains. Many of the independents had to enter these arrangements in order to
survive; the continued growth of the voluntary chains employing the super-
market techniques is evidence of the effectiveness of both the chain organization
and the techniques of the supermarket. However, the recent developments in
the retail end of food marketing are not merely an illustration of effective adapta-
tion to changes in demands. They have been facilitated by successful application

1 Slmnlar increases have been occurring in olher countries. In the Umted States, it is estimated
that corporate chains increased their proportion of sales from 37% to 39% between 1947 and 1958
and voluntary chains from 29% to 45% (Progressive Grocer, April, 1959). The development of
voluntary chains has also been rapid in the food retailing field in the United ngdom and West
Germany (The Economist, December 27, 1958, and March 7, 1959). ’

39




Royal Commission on Price Spreads of Food Products

by the chain stores of techniques for influencing demand, by the efficiency of
operation of the chain organization, and by the availability of capital to expand
chain supermarket operations. '

Adaptation to Changing Demand

The supermarket food store represents an adaptation both in the methods
used and in the physical environment of the store itself to changed conditions
in the Canadian consumer demand for food. But the food supermarket adaptation
has been only a part of a general redesigning process in the whole field of retail
marketing. The changing conditions of consumer demand, and the changes they
bring about in the retail marketing structure, comprise a series of interrelated
developments, varied in their effects upon the different types of retail and service
establishments and organizations. Those conditions having the greatest influence
in retail food marketing include (a) the growth and increasing urbanization’ of
the Canadian population, (b) the increase in availability of means of personal
transportation (the automobile) making for ncw designs and patterns in urban
living, and (c) substantial gains in real incomes per person and per family. Each
of these developments and others have given rise to marked changes in the
personal and family social habits and scale of living. S

Some of the developments referred to are not of recent origin but represent
continuation of long-term trends and tendencies. The all-compelling forces opera-
tive during wartime urgency speeded up some of the changes which, under
-pressure of normal economic and social forces, might have taken place much
more gradually. For example, the greatly increased requirements for a wartime
labour force brought large numbers of women into a wide range of occupations
and thus increased incomes per family. Again, the growth of industries for war
production, with many new industrial plants located on the outskirts of cities and
towns, in part set the way to new patterns in urban growth and suburban living.
Readjustment from wartime conditions came quickly, and in the first full year
after the war, 1946, substantial increases occurred in investment in social and
industrial capital. The pace of growth, expansion and change in population and in
economic activity quickened and, except for two relatively short periods of
hesitation, continued at the quickened rate through 1957.

a) Growth and Increasing Urbanization of the Canadian Population

Three aspects of the population change have been impelling factors in the
changes in all retail merchandising, but more particularly in food retailing. These
have been absolute population growth, the speeding up of the long-run transition
from a farm and rural Canada to an urban Canada, and the accompanying
emergence of the “metropolitan area”, : ,

From 12.1 million in 1945, the total population increased by nearly 1.9
million people to just over 14 million in 1951.! We know that the intake of food,
as measured in quantity per person, has a high degree of year-to-year stability.

1 Including Newfoundland, which became part of Canada in 1949. (The population of Newfound-
land in 1951 was 361,000.) . .
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Thus, this increase in population would require nearly a million and a half addi-
tional tons of food by weight at retail per year. By June 1, 1957, the population
had grown to 16.6 million, a further increase of nearly 2.6 million people, with
an intake of an additional 2.0 million tons of food a year. This:illustrates the
importance of population increase as a major contributing factor to increases in
aggregate demand for food. The economic significance of this point is brought
home by a further calculation. Assuming the maintenance of family food buying
power, which in effect held during the period 1951 to 1957, the aggregate increase
in food consumption due to population increase would require the addition of
about 500 supermarkets each doing an annual food retail business volume of two
million dollars a year. : : e
- Looking at the geographic distribution of supermarket development, we find
that it has not proceeded evenly either regionally across Canada, or within regions,
provinces or subdivisions of provinces. We turn, therefore,  to -look ‘at changes
occurring in distribution of population. Here we find substantial shifts. Growth in
population and increases.in population density- have been most pronounced in
the central provinces of Ontario and Quebec and in the province of British
Columbia. Within these provinces the really substantial gains have been restricted
to limited areas: the western and southwestern parts of Quebec; central and south-
western Ontario; and the Fraser Valley and southern Vancouver Island portions of
British Columbia. o o Ty - Lot
Within all regions, the metropolitan areas have grown rapidly in’ population.
Between 1941 and 1951, the 14 metropolitan areas! increased in population by
nearly 28%, while the total population increase®> was under 19%. Metropolitan
growth, with the consequent concentration of population in metropolitan areas,
continued through the period 1951 to 1956 with an increase of 19% for metro-
politan areas as against a total population rise of 15%. Along with increases in
total population in metropolitan centres, there have been almost corresponding
gains for the total population in other major urban areas. Meanwhile, the rural
population in absolute numbers has remained nearly constant. Because the increase
has been concentrated in urban areas, the rural population® declined relatively
from 44% of the total to 37% between 1941 and 1951, and in 1956 it comprised
about one-third of the total. The farm component of rural population has shown a
sharp absolute and relative rate of decline. .~ .. .. . . . - ' :
The relation between the growth of cities and the evolution of food retailing
can be illustrated from a study of the Toronto metropolitan area. The growth of
population in the metropolitan area was accompanied by -a spreading out of
population into the suburban areas. The expansion of services to the rapidly increas-
ing number of consumers in these suburban areas was effected by the opening of
new supermarkets by the corporate chains, many of which were focated in shopping
centres. . . . . , » : :
_ The population of Metropolitan Toronto rose from 0.9 million in 1941 to
1.1 million in 1951, to 1.4 million in 1956. Over the 15 years the increase was

1 Halifax, Saint John, Quebec, Montreal, Ottawa-Hull, Toronto, Hamilton, London, Windsor,
Winnipeg, Calgary, Edmonton, Vancouver, Victoria. ; S :

2 Excluding Newfoundland, Yukon and Northwest Territories. . -

3Rural population—all persons residing in'towns and villages of less than 1,000 whether
incorporated or not, and persons living on farms, P T : :
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just over 50%, but the increase between 1951 and 1956 alone represented the
addition of a city of the size of Ottawa. The rate of growth of population differed
considerably, however, in the three main regions of the metropolitan area—the
city proper, the inner suburbs and the outer suburbs. The city proper showed a
slight increase in population between 1941 and 1951, but population declined in
subsequent years to about the same number as in 1941. The population of the
inner suburbs. rose at a rapid rate between 1941 and 1951; the rate of increase
declined after 1951, however. The most spectacular change took place in the outer
suburbs which saw their population rise from 57,000 in 1941 to 196,000 in 1951,
to 413,000 in 1956. < : o Lo T
The shift of population into the suburbs was accompanied by a change in the
number of occupied dwellings, the number of families per dwelling and the number
of persons per household. In 1956, the city proper had some 10% fewer dwellings
than in 1941, and the number of persons per household declined. The trend towards
one-family dwellings with fewer persons per household was also evident in the
inner suburbs, particularly between 1951 and 1956 when the number of occupied
dwellings increased by 19%. In the outer suburbs the enormous increase in
population was accompanied by an increase in family size and in the number of
persons per dwelling. The number of occupied dwellings rose from 15,500 in
1941 to 51,600 in 1951 to 107,500 in 1956. The proportion of families with no
children declined between 1951 and 1956, and, at less than 30%, was considerably
lower than in the inner suburbs (42%) and in the city proper (44%).

- Unfortunately, in analyzing the information on location and size of store, it
is not possible to distinguish between stores associated in voluntary chains and
the unattached, independent stores. It is, however, possible to separate corporate
chain stores from the others. Further references in this section are to corporate
chains only. Within the metropolitan area, the rate of increase in chain store sales
has been greater in the suburbs than in the city proper, and much greater in the
outer suburbs. The data available show that the increase in sales has been the
result of the opening of new outlets of large size, frequently in shopping centres.

In the city proper the total number of chain food stores at the beginning of
1951 was 97, and at the end of 1957 was 93; total sales had increased by 35%,
although sales in the 75 stores which remained open during the entire period
rose only 11%. In the inner suburbs the picture was tilted slightly in the opposite
direction: the 34 outlets at the beginning of 1951 had become 37 at the end of
the period, and the sales in the 29 stores in continuous operation were up 8% as
compared with a 52% increase in total chain store sales for this area. In the
outer suburbs there were 14 stores in continuous operation during the period,
only one of the 15 stores open at the beginning of 1951 having closed, but this
group was only a quarter of the 56 outlets at the end of 1957. The increase in
sales of the existing stores was higher, 21%, than the increase for existing stores
in other areas, but the increase in total sales by 1957 was six times the value in
1951. Concomitant with this increase in total sales has been the growth of sales
per store. Annual sales per store in 1951 averaged $1.1 million, and $1.8 million
in 1957. Average sales were higher for the new stores than for those in con-
tinuous operation, and for the outer suburbs were much higher than in the inner
suburbs or the city proper. Thus it is evident that the typical food store in Toronto
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during the period 1951 to 1957 had increased sales, and that total food: sales
increased particularly by the addition of large chain outlets in the outer suburbs.

- Information on shopping centres supports the evidence that the typical new
food store in Toronto has been the corporate chain supermarket. Out of 23 shop—
ping centres opened in the metropolitan area from 1951 to 1957, 21: were in
the outer suburbs, one in Leaside, and one in the city proper. By 1957, there
were 27 food stores located in the shopping centres and all but four of them
were chain store outlets. Of the four independent stores, three are known to be
members of one of the voluntary chain groups. There were 56 chain food stores
in the outer suburbs in 1957; of these, 20 were located in shopping centres, and
their average sales of $2.3 million a year are hlgher than the average of $1.8
million for the whole group.

We have used an example of one metropohtan area to ﬂlustrate the respon-
sive increase in supermarket outlets to the burst of new population and the mush-
room growth of suburban residential areas within-a present-day metropolitan
area—an increase both in numbers and in the per cent captured of the rising
volume of food business. Up to this point we have related supermarket develop-
ment 'to the volume .increase in food requirements resulting from - population
increases. This is only part of the story, however, and’neglects many, perhaps
equally ‘important, - associated and contributing mﬁuences Among these, - one
stands in bold and shmmg relxef the famxly automobxle SRR

b) The Automobtle .

The strong propensnty to urban living, (whxch mcndentally, 1s not a char—
acteristic by any means unique to Canada) in the earlier years gave rise to two
directions in the expansion of cities. As a result of the building of tenements and
apartments, there was a marked increase in density: of population within the
city proper. Even the larger cities were mainly compact, closely-knit communi-
ties held together by the limitations of available public transportation facilities.

Technically, the automobile in design and reliability of performance was
well advanced before World War II, but its distribution by ownership then: was
limited considerably indeed. The economic and social forces which were to
change public attitudes to the automobile from mainly a business or pleasure
category to that of an article almost as necessary as the cookstove, were joined
after the war. Through the dozen years since then, these forces have pressed
inexorably on the social and business status of a rapxdly mcreasmg proportion
of Canadians. .

The number of automobiles regxstered just about doubled between 1945
and 1951, rising from 1.2 million to 2.1 million, and rising again to 3.4 million
in 1957, The ratio of population to automoblles was cut in half over the 1945
to 1957 period, falling from 10.4 persons to 4.9 persons per automobile. In 1951,
42% - of Canadian households had an automobnle, by 1958 the propomon had
increased to 63%.

- At the same time as the increase in numbers, the diffusion of automobllc
ownership over an increasingly wide range of the population opened the road
to a growth of major suburban residential districts ‘beyond the historic *city
limits”. The cities spilled into arable farm lands, pastures and vacant fields and
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the previously barely definable metropolitan areas’ became recognizable. “Sub-
urbia” grew apace while the “city proper” stood still or languished. The new
suburban home with its conveniences, a spacious lot and social elevation, became
the objective alike for the dweller of the city proper and the country dweller
moving into urban employment. ' v : :
The acquisition of an automobile, along with a “ranch style” modernly
equipped and furnished home, would have been impossible for the many in
relation to the purchasing power of Canadian family income prior to World
War II. But increases in productivity, bringing much greater individual earning
power, and increases in the number of wage earners in the family, taken together
contributed to a substantial development in family buying power. BRI
With a car, a new urban or suburban home, young and growing children,
and a five-day work week, the typical Canadian urban family represented an im-
mediate, rapidly expanding and attractive market. This family had wants or was
susceptible to being influenced in their wants and they could pay cash, or, alter-
natively, were good credit risks. The family shopping sortie was fitted into and
became a part of the family social and living pattern. It might, for general
shopping such as groceries and household supplies, be a special period set aside
on a weekday evening or on a Saturday. It might be a regular visit to a store
or a shopping centre on the way home from work. Whatever:the arrangement,
it was, in nearly all instances, tied in with the use of the family automobile. This
required certain conveniences—a place to leave the car and easy access to a
—place for loading the results of the shopping into the car. Further, there were
other things besides food needed for the household, such as drugs, hardware,
and an increasing array of other items. ; [ T OV

c) Irgc"reasirig Real Income per Family and per Person

‘Between 1949 and 1958, there was an increase of about one-quarter in
the real income per adult in the Canadian population: the average per adult
in 1949 was $1,559 and in 1958, $1,940, expressed in 1957 dollars. This has
resulted in the opening of a mass market for consumer goods of all kinds.!

The increases in the real incomes of consumers have resulted in increasing
demands for the services associated with food products, for example, increases
in the variety of items and availability of many products on a more continuous
basis throughout the year. Many improvements in quality of food products, such
as the increased freshness of many products and the increased trimming and
curing of meats, have been made in response to consumer demands. The overall
effect of increased incomes on the quantities of food products consumed has
been negligible. o o e

All of the foregoing aspects of consumer demand, as well as other matters
of importance, have exerted a substantial influence in the development of the
supermarket with its parking area and its convenient car-loading facilities. Today
it is established as the central and dominant institution in shopping centre
developments. It utilizes the services of advertising media and other devices of
many kinds to attract and hold customers. .

11n Part 1V we comment on changes in spending patterns.
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Sktll in Techniques of Inﬂuencmg Demand

" The individual supermarket is the 51gn1ﬁcant unit m the cham orgamzauon 1
It is regarded as a‘convenient display area with a given amount of shelf space,
and the total effort of the organization is directed towards maximizing the volume
of business done by each unit.2' A large part of the total strategy to this end
precedes the establishment of each new unit: at this stage careful consideration
is given to the selection of site, with an eye both to convenience to potential -
customers and to competrtlon, to the size of store in relation to the customer
potential; and to layout in terms of attractiveness and convenience to customers.
All this, with the exceptron of activities. which may be desrgned to exclude com-
petition,® appears to be m the interests of consumers. = : _

" Once the investment has been made and the facilities provrded efforts con-
tinue to be directed towards maximum volume of business,, both by inducing
customers to come to the store and by encouraging them to buy when-they are
there. At this point the strategy involves a range of devices. The weight given
to various elements is the orgamzanon s competmve weapon on which its relatlve
success depends. .

Price is only one factor in the strategy, and probably is given a Iesser werght
than some others. The Commission’s inquiries indicate that, as between different
supermarkets, whether operated by the same chain or not, there is little variation
in the total cost of a basket of food products in any given area.* Firms check
one another’s prices, and, despite the best efforts to establish customers’ loyalty,
many consumers shop at different stores. There is, however, at any time 'in
the same area a considerable variation in the prices of particular items. Pncmg
as part of the strategy is determined at headquarters. The local manager receives
mstructrons on prices; little discretion is left to him. |

'

The conclusion to be drawn from our study of prices in supermarket out-
lets is borne out by the information we have obtained on markups. While there
are different levels of markups for particular classes of commodities, the normal
level may be departed from at any time as part of the general strategy. The
information the Commission obtained in reply to the questionnaire indicates this
quite clearly, as can be seen in Chart 10. In this chart the markups are shown
for selected commodities in chain store organizations in Toronto and Montreal.

Prices of particular commodities are determined, at any time, mainly with
a view to drawing customers to the store. This is the purpose of the “special™.
Prices on specials may be reduced substantially in order to feature the items in the
weekly advertisements, and planning of the specials to be offered at any time
may be undertaken well ahead of the occasion.

1 While we stress the use by chain organizations of techniques to influence demand, the unat.
tached independent stores also engage in promotlonal activities, although to a lesser degree.

2 For example, one of the chain store organizations, in its reply to the Commission’s questnon-
naire, stressed the role of store contests in “rejuvenating sick stores™.

8 See p. 66 of this part on the acquisition of store sites.’

4 Sce the report of the study of retail food pnces m Toronto and Vancouver in Volume Ill of
this report.
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CHART 10 _ SR
PER CENT MARKUPS OF SELLING PRICES, SELECTED FOOD

PRODUCTS,FOOD CHAINS, WEEK OF AUGUST 11 TO 16, 1958
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CHART 10 (continued) - 3
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Items such as uncured meats and fresh fruits and vegetables, which are not
sold under brand names, fill a special role in the expansion and maintenance of
sales volume in the supermarket. For some of these items, entire merchandising
programs have been developed. Highly skilled personnel negotiate the contracts
for the merchandising programs with the objective of drawing in customers through
special prices. In the submission of the Canadian Retail Federation, it was
pointed out that “the chains were also able to develop specialists in buying and
in management and to provide a.close co-ordination of the wholesaling and
retailing functions under one management”.!’ The central procurement of products
was also referred to by several of the chain store orgamzatlons m thcn' rephes to
the Commission’s questionnaire. - .

An unportant aspect of the. merchandxsmg programs is the cmphasxs on
quality and “value” rather than price. Indeed the weekly advertisements of the
chains stress quality. In order to back up their advertising efforts along this line,
these organizations concentrate on selling products that the bulk of customers
accept as being of high quality. In canned products they usually stress the “fancy”
and “choice” grades; in beef, “red and blue brand”; in eges, “A large”; and in
fresh fruits and vegetables they pay particular attention to moving products through
their warehousing facilities and retail outlets as rapidly as possible.

Another unportant element entering into merchandising strategy is the rate
of turnover and value in terms of shelf space of particular commodities. The size
and layout of the store being established, the volume of business and “gross
margin” of the store depend upon the volume of business and gross margin for
each unit of shelf space. The unportant relatnons are illustrated in. the followmg
table. . . . ) . . :

E A . B : B - N oot C : . ‘ . B : D . :
Shelf space per package .......... lé sq.yihs. v, fBsq.ins. . 6s8q.ins. - 6 8Q. inst .
Turnover per week...oovevnienene 1,000 units - 1,000 units - 2,000 units - 2,000 units
Buying price (at store)........... - $1.00 - 8100 . $1.00 , $1.00
Selling price (at store)........... $1.25 o 825 - $1.12% -+ $1.06% .- .
Markup..cooseiieionesonsniiians 25% . - 25% . 121% --81% -
Margin/aq foot/week............ " $20.83 441,67 - $41.67 - - < $20.83-

The operatmn of the supermarket is ad)ustcd to the habxt of one-stOp, once-
a-week food shoppmg This meets the convenience of customers with automobiles,
i.e.,, most customers in the areas in which supermarkets are located. A necessary
condition of this type of shopping is that customers must be able to get all, or most
of the food commodities they wish in the supermarket. As there is little shopping
done on certain days of the week, however, the rate of turnover of goods on the
shelf is limited. Consequently, supermarkets attempt in various ways to induce
patronage at these slack times. The more often the buyer comes to the store, the
larger her purchases over a period of time wxll be. This results from the tendency

1 Proceedings, pp. 4547-8.
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to “impulse” buying, which is a recognized feature of customer behaviour in super-
markets. There are, however, certain commodities which consumers tend to buy
more frequently than others. These staples occupy an important place in merchan-
dising strategy, and may be priced so as to prowde an incentive to patronize the
store.

Our i mqumes indicate that there has been a tcudency for chain supermarkets
to carry an mcreasmg range of non-food items and that sales of non-foods rep-
resent an increasing proportxon of total sales. The explanation of this tendency
is probably to be found in the trend to one-stop shoppmg The expanding content
of non-foods in sales is offered as one of the factors increasing gross margins.

The objective of the supermarket’s promotional strategy is to persuade con-
sumers to shop at a particular supermarket. The strategy is aimed at obtaining
and maintaining store traffic at a profitable and predictable sales volume. Con-
sequently, supermarket promotion of a particular food commodity is not an end -
in itself; rather such promotion is but a tactical device to lead consumers into
the store and is, therefore, a part of the overall strategy of gearing store traffic
to the desired sales volume.

The chain store executive has many promotxonal techmques at hlS disposal;
the most common techniques are advertising, premiums, trading stamps, contests,
and displays within the store. Of the promotional expenses of the corporate chains
for which we had information for 1957, newspaper advertising accounted . for
37%, premiums and trading stamps 26%, contests 6%, displays within the store
6%, other types of advertising and other promotional expenses 25%. The execu-
tive decides on whether to employ some or all of these techniques over a given
period of time. He decides on the relative importance of the chosen techniques
in terms of budget allocation. In addition, he decides on the timing and sequence
of introduction of the chosen promotional techniques for any given promotional
campaign. There appears to be an almost infinite variety of promotional plans.

It is extremely difficult to evaluate the effectiveness of a promotional cam-
paign, or of the components that make up the campaign. Consequently, the chain
store executive experiments continuously. When he does evolve what appears to
him to be a successful promotional scheme in terms of promotion objective and
strategy, he can expect that his competitors will either- xmxtate hlS scheme or
strive for an even more effective one.

Another factor limiting the promotion executive is company policy concern-
ing the use of certain promotion techniques. Firstly, company policy may allow
the executive unfettered freedom and aggressiveness if he desires to employ a
promotional device such as trading stamps. Secondly, company policy may be
defensive in attitude, allowing the executive use of trading stamps only if imme-
diate competitors adopt the technique and use it succeszully Thirdly, company
policy may be against the use of the given technique at all txmes, noththstandmg
competitor success.

Questionnaire returns from the corporate retail food chams reveal that in
1957 no two firms allocated the promotional budget in the same way. :

We now turn to an examination of the promotional techniques that are
most commonly employed by the Canadian retail food trade in gcneral and by
the chain supermarket segment in particular.
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a) Advertising -

Advertising is the paid transmission of sponsored messages through media
such as newspapers, radio, television, handbills and billboards. The content of
chain store advertising is basically informative: the item is noted and jts price is
given. The greater the number of stores in the chain within the advertising medium
area, the less is the cost of advertising per store. Consequently, the voluntary or
corporate chain food store possesses a real economic advantage over its independent
cousin. On the other hand, promotional discipline is required if the chain stores
are to exploit the advantages of large-scale advertising; for example, all stores
in the chain must carry the advertised products and must offer these products
at the advertised price. ' - S e

Since the bulk of supermarket shopping occurs during the weekend, the
greatest volume of advertising takes place on Thursdays and Fridays. Weekend
“specials” are highlighted. A meat product is often the special because it con-
stitutes the heart of menu-planning for the majority of housewives. The aim of
such advertising is to “pre-sell” the consumer on certain key food products in
order to lead her into the store so that she may shop there for all her household’s
food needs.- - , N . T SR

Questionnaire returns indicate that advertising plays a dominant role in chain
supermarket promotion. Seven of the 10 reporting corporate chains allocate over
30% of their promotional budget to advertising. Newspaper advertising appears to
be the most popular promotional technique; the range of usage, however, is very
wide—from 18% to 81% of total promotional expenditures were allocated to
newspaper advertising during the last reported fiscal ‘year of the 10 reporting
chains. Only one chain viewed billboard  advertising as an effective advertising

medium; two other chains had .more confidence in the effectiveness of handbill -

distribution. In terms of expenditures, radio advertising was more important than
television advertising for all but two of the reporting chains, _ e
While the objective of chain store advertising is to influence the consumer
to shop at the store, the technique employed is to highlight certain commodities—
usually well-known, branded food products—along with meats, produce and other
“specials”, The branded product may or may -not be specially. priced for the
occasion. The promotional efforts of the food processor have already. popularized
the brand. Further popularity is exhibited if the product is advertised as being
available in the given supermarket. Since chain store advertising of the product
assists the processor with his promotional effort, the processor co-operates. in
advertising his brands. Co-operation may take various forms, from supplying
printing plates and mats to paying part or all of the cost of the advertisement or
commercial. Such payments to retailers, whether in the form of a special discount,
a credit memorandum or cash settlement, are .called “co-operative advertising
allowances”,! : , : f

b) Premiums and T, rdding S tambs

The objective of both premium plans and trading stamp plans is the same,
viz,, to attract and 'retain trade. Basically, a premium plan is the practice of

1 We deal with advertising allowances as received by chain store organizations [ater in this
chapter and, as paid by suppliers, in the following chapter.
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allowing customers, as a reward for their patronage, to purchase specified articles
at discount prices while the retailer is still reimbursed for out-of-pocket costs of
the items. In contrast, a trading stamp plan rewards customers for their patronage
by giving them specified articles without direct monetary. compensation to the
retailer. o
The five most commonly used kinds of food store premium plans are listed
below: o T o
(1) The customer is offered a discount on the purchase of a premium being
sold in the store. No food purchases are necessary. S .
(2) The customer is offered a discount on the purchase of a premium in the
, store if her food order is of a minimum size. UTITE
(3) The customer is offered a discount on the purchase of a premium if she
submits her cash register receipts on goods purchased in the store. The
cash required and the total receipts necessary vary with the value of the
premium. Redemption may take place in the store or by mail order.
(4) The customer purchases premiums at a discount but on an instalment
basis. Generally, she is eligible to purchase a “premium certificate” in
ratio to the dollar amount. of her order—usually a 1:10 ratio. After
purchasing the required number of certificates, she then redeems them
for the desired premium. e e :
(5) The customer is given a rebate on the food order which may be credited
to the purchase of subsequent food orders, or it may be credited to the
purchase of a desired premium. L e . :

. An examination of “trading stamp” plans by Canadian food stores reveals
that the actual plans may be placed in one of two categories: (1) The traditional
trading stamp plan is one in which retailers give gummed stamps to customers in
some ratio to their purchases, usually one stamp for every ten cents of purchase.
The stamps are accumulated by pasting them in books which typically hold 1,500
stamps. Customers then exchange their accumulated stamps in the store for
merchandise that is usually listed and illustrated in a catalogue.  The value of the
merchandise selected determines the number of filled books to be redeemed.

. The food retailer may purchase a trading stamp plan from a trading stamp
company, or, if the retail firm is large enough, it may form a subsidiary trading
stamp company. Regardless of ownership structure, the trading stamp com-
pany provides the services of - printing and distributing the stamps, books and
catalogues; of providing the necessary - banners, advertising and other promo-
tional aids; of purchasing the gifts and guaranteeing adequate and continuous
supply; and of providing redemption facilities. The ‘retailer’s obligation is to
purchase the stamps from the stamp company, usually in pads of 10,000 stamps
at $20 per pad. A pad usually represents $1,000 of retail sales. Apparently the
cost of a trading stamp plan to a retailer is equivalent to about 2% of sales.
Executive and trade opinion is that a retailer requires an increase of at least
20% in his dollar sales volume if the plan is to be judged a success. (2) A tape
or cash register receipts plan is a simplified version of the traditional trading
stamp plan. The customer saves her sales receipt slips and redeems them at the
store for gifts. Assuming no resulting increase in store sales volume, this plan
should account for less than 2% of sales, but how much less is not known.
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Questionnaire returns indicate lack of agreement among the retail chains
as to the relative importance of premium plans and . trading stamp . plans as
promotional devices. One large chain allocated over .75% of its promotional
budget to premium and tradmg stamp plans while another large chain spent no
money on such schemes. -

Some food chain store executives would rather not be bothered Wlth premlums
and trading stamp plans. In their opinion, the plans at best are defensive meas-
ures, to be incorporated when competitors employ such devices, and to be dis-
carded when competitors discard them. The consensus of . executive - opinion
appears to be that the innovator of a trading stamp plan in a given retail trading
district achieves a substantial gain in traffic, sales volume and profit, but that
such gains are dissipated when competitors imitate the innovator.

Experience seems to bear out the above pattern of behaviour. In 1956
one Toronto food chain introduced a premium plan and it was countered im-
mediately by the chain’s major competitor. Similarly, in Ottawa in 1956, three
corporate chains introduced trading stamp plans immediately after a voluntary
chain introduced a trading stamp plan. In January, 1959, three major food chains
in Montreal introduced trading stamp plans as soon as a fourth chain announced
its plan. Likewise, in 1958, trading stamp plans wcre sxmultaneously dlscarded
by three major chains in the Lakehead area. |

It appears that premium and trading stamp plans boost store trafﬁc if
competing stores in the trading district have no such plan. The aggresswe (or
desperate) merchant capitalizes by innovating a plan, but he quickly Ioses his

unique position through reaction by competing merchants, If realignment occurs, .

and no net benefit is enjoyed by any one competitor, then abandonment of the
premmm or stamp scheme by one usually leads to abandonment by the others

c) Contests ‘

Contests that oﬂer prizes are another form of promotion. Contests are
somewhat similar to trading stamps in that both types of promotion give away
premiums to the customer. Like other types of store promotxon, this form of
“bonus” merchandising attempts to link customer loyalty to a given store.

An examination of the uses of contests by Canadian food retailers bears
out the great popularity of using contests for store openings. The range of contest
prizes is wide—from baskets of food to appliances, to automobiles, to houses,
to mink coats. Also common are contests that require the contestant to recall
the particular brand names of the store’s suppliers. Such contests are subsidized
to an unknown extent by the suppliers whose brands are advertised by this
medium,

Analysis of questionnaire returns shows the varying degree of importance
that retail chains place on contest promotions. Only four of the 10 corporate
chains budgeted for contests during the fiscal year that such data were requested,

and their estimates, as a per cent of total promotxonal expendlture, ranged from
6% to 12%. :
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d) In-Store Displays

In-store displays may be defined as any form of visual matter that promotes
the sale of goods while the customer is in the store. Sales of products are in-
fluenced to some extent by their particular floor location. It is also claimed that:
a food article situated at eye level will experience better sales results than if
the article were situated at ankle level; a food article which is allotted more
shelf space than its competitors will sell better than: they; a jumbled, massive
display of a food product located on an “island” counter will sell better than
if it were located on a counter shelf; and special in-store drsplays can boost the
sales of appropriate products. ;

It is claimed that such layouts, locations and displays produce an “im-
pulsive” or reflex selection of the merchandise so displayed. While such a claim
may be debated, there is little doubt that the self-service feature of the super-
market requires the use of such in-store display tools as tapes, banners, seasonal
dress-up materials and mobiles, in addition to the store equipment of counters,
cabinets, floor stands and peg boards.

The questionnaire returns report no general pattern of use of in-store dis-
plays. All but two of the 10 reporting chains allocated part of their promotional
budget to in-store displays. Of the eight chains that did budget for this form of
internal promotion, the scale of preference, measured as a per cent of the total
promotional budget for the fiscal year requested, ranged wndely from 1% to
. 26%.
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In-store display assrstance is obtained from food store supphers, either in
varying forms of special display discounts or in contribution by the suppher of
the display pieces to be used in the promotion.

. Two aspects of the general merchandising strategy of the chain supermarket
are of special interest to our inquiry: first, the manner in which prices are used
as a competitive weapon; second, the use of special promotional devices.

The absence of consistent markups for particular commodities clearly pre-
sents a problem of measurement of the “spread” for any commodity. We have
observed that markups tend to vary around some level; also, we observe from
Chart 10 that there is a difference in the “normal” markup as between groups
of products. However, we do not know whether there is any regularity in the
deviation from normal, or whether there is any relation between changes in
markup and changes in sellmg price. We are inclined to believe that the changes
are made from time to time in the light of all the circumstances. This is the only
answer that could be obtained from chain store operators, or could be discovered
from the most minute investigation of markup practices.l. It is one of the features
of merchandising strategy which is related to the skill, ingenuity and judgment of
those directing the total strategy. We are also forced to the conclusion that it is
impossible, or misleading, to measure the “normal” sprcad from markups or prrccs
taken at a particular trmc or over a short period of time.

1 We are not inclined to express concern at the prevalence of the use of per cent markups in
contrast to dollars and cents markups because we are of the opinion that no rigid rules in this
respect are adhered to. The Report of the Royal Commission on Prices (1949) attaches somewhat
more significance to the different effects of the two procedures.
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The pricing practices of chain supermarkets are not necessarily consistent
with the generally accepted view that markups are related to the total cost of
handling particular commodities in retail outlets.! In the chain supermarket we
encounter an operation in which overhead or indirect costs are an important
factor, an immense variety of products is sold, and markups are deliberately used
to influence the total volume of business. Evidence we have received suggests
that chain stores frequently do study the direct costs of performing particular
operations, e.g., the cost of washing potatoes. We believe too that chain stores
observe the profitability of different departments, a process which involves some
allocation of overhead costs and probably some conception of “normal” markups
for particular departments. However, with a heavy investment in permanent
facilities, substantial maintenance and operating costs common to the whole store,
and labour which at many points handles a great number and variety of products,
the total retailing operation is one in which any meaningful allocation of costs
by commodities is probably impossible.2 Moreover, the practice of markups as
we have been able to study it means that costs in the retail outlet are not the
only or even the pre-eminent criterion for determining markups, either in the
short or in the longer run. We are at a loss, once again, to find any consistently
applied principle of pricing of partrculat commodities in chain supermarkets,
other than that prices will be adjusted in such a manner as 1s expected to result
in a maximum volume of sales for the store. -

Under these conditions, it is quite possible that the markup on a partlcular
commodity may at any time be less than the total cost of handling it. This would
be profitable to the supermarket operation if the lower price of this commodity
induced larger sales of other commodities, i.e., attracted patronage to the store.
The loss could be considered in the same light as an advertising or promotional
expense, no different in its-effect from the actual expenditure for placing an
advertisement in the local paper. :

‘In the case of a commodity on whrch the markup is low relative to costs,
is any of the burden of the policy passed back to the supplier in the form of a
lower price paid to him? The decision of a chain retailer to reduce the markup
on a particular commodity is made with the purpose of reducing the retail price.
If the retail price is reduced to the same extent as the markup, the lower markup
has no effect on the supplier. We have already noted, however, that we have not
been able to discover any regularity between changes in markup and changes in
price, and we have referred to the extensive preparation which goes into the
offering of “specials”. A special is offered at a temporarily low price, but the
markup is not changcd if the retailer can pass back the reduction in prrce to the
suppher. We do not have conclusive evidence on this point but there is evidence
that in many cases the supphes which have been offered at.special prices have
also been secured at special pnces, on special terms, or asa specral deal. At this

1 Mr. Knapton of A & P Food Stores. in his appearance at the public hearmgs, made the
following statement: “The food business is a very competitive business, and there have been some
merchandising patterns prevalent in the trade with some basic staple commodities merchandised at
relatively low markups, considerably below a normal expense rate. In order to offset these, it is
necessary to mark some commoditics at slighly more than the expense rate in order to arrive at a
final markup which will cover your expense rate.” Proceedings, p. 2946.

2 Such an allocation of costs would be just as impossible for the small independent stores. But,
with a small retail operation, it may be necessary to follow convenient “rules-of-thumb™.
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point the structure of the market in which the supplies are procured is relevant
to the determination of effects. In a market in which the number of buyers is
small, and suppliers become attached to particular buyers, it is certainly possible
that the short-term effect is to reduce the price paid for supplies for specials
below the amount justified by bulk-buying. In the longer rum, if there is any
significant regularity with which particular commodities are used as specials, the
lower pnce paid for supplies on these occasions becomes part of the expected or
normal price. If the occurrence of specials is capricious, thxs represents a risk,
and therefore a cost to be borne by the supplier.

As we have seen, the evidence is that consumers pay about the same for a
basket of food in any supermarket in any particular area. The inference is that, if
stores are using the prices of particular commodities to attract consumers, the low
prices incurred are balanced by higher prices on other commodities.! We - have
likened the low markup on any commodlty to advertising expense. Direct advertis-
ing expenses find their way into the prices of commodmes, but does that mean
that prices are higher than they would have been in the absence of advertising?

The promotional devices, mcludmg direct advertising, employed by chain
supermarkets are directed towards increasing or maintaining the sales volume
of the supermarket as a unit. The supermarkets sell food. This includes food
materials and the services associated with them. Additional services, which are
themselves promononal can be included if they prove acceptable to the consumer;
the consumer is w1lhng to pay for added services and to meet the costs of providing
".them. The extensive promotional efforts of food merchandising firms notwith-
standing, the information we have provided elsewhere indicates that the quannty
of food material consumed per person has not increased.? Sales promotion can,
however, increase the total volume of sales of particular commodities. The adoption
of frozen foods would have been much less rapid and general without promotional
effort, and the acceptance of the frozen product has doubtless increased the amount
of the product consumed in all forms, although not in proportion to the increase
in sales of the frozen product The increased consumptxon of frozen peas must have
caused some reduction in the demand for dried peas; it may also have reduced the
demand for other foods.

In a period of increasing population when the market for, all foods is expand-
ing, it is difficult to distinguish the separate causes of increase in the consumption
of foods. If the per capita physical consumption of any particular food commodity
increases apprecxably, there must be a significant measure of substitution and
reduction in consumption of other food materials.

In recent years promotional expenditures as a per cent of sales have mcreased
and the dollar volume of sales has gone up rapidly. It is easy to fall into the error
of relating these developments as wholly cause and effect. To a considerable
extent they are both the result of the same cause, namely, increasing population
and demand. In a period of increasing demand, if each seller wishes to maintain
his share of the expandmg market and any one of them undertakes promouonal
activities, all must engage in them. In a period of rising incomes, however, it is
easy to pass on the increased cost to the buyer.

1In Mr. Knapton's statement, already cited, p. 55, it is indicated that this is so.
2 See Part 1V,
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Efficiencies of Chain Organization

" We have referred to the supermarket as the significant unit in the chain store
organization. We have noted elsewhere that the supermarket type of retail outlet
is also found outside the chain organizations. The chain organizations characteris-
tically use the supermarket type of outlet, however; it is very uncommon among
the unattached independent food stores. We have also seen that the voluntary
chains have been expanding their operations and growing along with the corporate
chains. At the same time the size of the voluntary chain retail stores has been in-
creasing. All of this suggests that, although not an essential part of it, the “super-
market is a vehicle which can be effectively utilized within the chain organization.

The competitive advantages of the chain organization result from the large
scale of operation. Although not all features of supermarket operations have tended
to reduce operating costs, and some activities have tended in the direction of
raising rather than lowering the cost of food materials and associated services
obtained through supermarkets, the supermarket is itself a large unit, and lends
itself to the mass operation of the chain organization. It is an instrument of mass
merchandising. In the preceding section we looked at the distinctive practices of
supermarket operation. In this section we are concerned mainly with the activities
of the chains which go on behind the supermarket store and through which the
large chain organization achieves efficiencies or other advantages which strengthen
its competitive position compared to that of the small organization. =~ o

At an earlier time the chain food stores were reputed to offer competition to
the independent store mainly in terms of prices. We have not attempted any detailed
study of the history of the operations of chain organizations; we are satisfied,
however, that up to a point their growth has been due to the capacity to offer
effective competition in terms of prices stemming from the economies of large-
scale operation. Even if it is true today, as suggested by representatives of chain
store organizations, that price. competition is not their principal competitive
weapon,! it can be argued that to some extent their ability to operate at lower
costs and to compete in terms of prices has made it possible for them to pursue
other forms of competition successfully. - - . .. - -~ h S o

In organizing their total merchandising efforts, the chains have made changes
throughout their whole system of procurement and sale of food. Their efforts
have been centred on attaining a high total volume of sales through a high rate
of turnover per unit of retail shelf space and per unit of warchouse space.? The
maintenance of the high volume on a continuous basis is dependent on the
highly co-ordinated supply system that has developed. o

" There are two aspects of the large volume of business of individual chain
organizations: (1) economies of scale; (2) enhanced bargaining position arising
from the large scale.’ R, < 8 o

The economies associated with large volume which tend to make for low
unit costs, and place the chain organization in a favourable position to com-

1 See, for example, the following statement in the submission of Loblaws to the Commission at
its public hearings: “In connection with advertising, it may be mentioned that the growth of the
Loblaw chain has never put price first. Prices compare favourably, and must compare favourably,
with prices of competitors but the first emphasis is on quality.” Proceedings, p. 3713. ]
‘ ‘&t’,’l'o the extent that they accomplish this, they also obtain a high rate of turnover per unit
of labour, : : - ' L
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pete in terms of prices, spring from a number of factors. In the first place, both
the merchandising and the procurement aspects of retail organization and opera-
tion require a vast amount of information. The combination store, with its multi-
plicity of commodities drawn from all parts of the agricultural industry, and
served by many different secondary industries, is a complex and complicated
concern. Its success can be affected by the extent of the information available
and the skill with which the information is interpreted. The unattached in-
dependent storekeeper simply cannot be fully informed on supply conditions;
this service has been provided to him by his wholesaler on whom he has to
rely, but whose judgment he does not have to accept. He can act independently
if he so chooses. Similarly, the judgment of the wholesaler may be affected by
the size of his own operations, and the opportunity he has, through specxahzatxon
within his organization, to become fully informed. Again the task is a difficult
one because of the great range of commodities handled. Further, the whole-
saler may find his knowledge rendered ineffective if it does not influence the
actions of the retailers with whom he is associated. Indeed this seems to be
evident from certain features of the development of the voluntary chains. Not
only are the wholesalers servicing independent retail stores within a chain becom-
. ing larger, but there is an increasing tendency for them to reduce the oppor-
tunities for individual action on the part of the operators of retail outlets. The
sponsoring wholesaler is increasingly intruding into-the management functions
of the retail outlets.

In the second place, chain stores are organized in a manner that enables
. information on all aspects of the business to flow quickly to those who make
use of it. They are also organized to obtain and analyze information on many
factors outside the business itself. Information on factors both within and out-
side-the firm is crucial if the firm is to be able to adapt quickly to changes. To
cope with the necessity of organizing information, some chain organizations
have established centralized research departments. In a quickly changing situation,
such as has characterized food marketing in recent years, access to information
and the capacity to employ those capable of interprcting it have proved partic-
ularly important to the chain store organizations.

In the third place, the large organization which can engagc ‘the services
of highly competent specialists in information, procurement and merchandising
techniques, and can spread the cost of these services over a large volume of
sales, has a substantial advantage in operating efficiency over the smaller in-
dependent concern. The corporate chains within their company organization
have exploited their potential advantages of size most effectively. But the success
of the voluntary chains has also reflected the gains from large-scale organization.
The wholesalers in voluntary chains have reached forward into the associated,
although independently owned, retail outlets and have imposed effective mer-
chandising methods on them. At the same time the corporate retail chains ex-
panded their wholesaling activities because of the advantages from integrated
operations; the volume of business undertaken at the wholesale level has pro-
vided opportunities for efficiencies of operation and procurement. The unattached
independent retail stores and the relatively small wholesaler serving them have
both found themselves at a competitive disadvantage.
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We have outlined various features of large-scale operation in food retailing
which suggest net economies with increasing size. We do not have any evidence
on which to conclude that the large Canadian food chains have increased the
efficiency of their operations as a result of their expansion over recent years. In
our opinion, it is unlikely that the large chain organizations need to operate at
their present size in order to obtain the full advantages of economies of scale.

In addition to the economies of scale dealt with above, the large chain
organizations—both corporate and voluntary—have a competitive ' advantage
arising out of their enhanced bargaining power. Their procurement policies have
been adapted to increasing scale and both types of chains have used their strength-
ened position as large-scale buyers to modify the nature of their relations with
their suppliers, including the terms on which they buy from them. The impact
of chain store procurement practices on processors and others is dealt with
later in the report.!’ At this point we refer to one or two features only of these
practices which are clearly related to the competitive position of the chains.

The corporate and voluntary chains have been able to draw heavily on
suppliers for advertising allowances. -In-this way the chains have been able to
pass back to suppliers part of the costs of advertising and thus to reduce the
extent of these costs which must be borne by themselves: the division of costs
is shifted even-if total advertising costs are not reduced. The competitive posi-
tion of the unattached independent store is affected in so far as these stores
or the wholesaler supplying them are unable to extract the same terms from their
suppliers.

The large chain organizations have also been able to obtain from suppliers
substantial discounts for quantity purchases—discounts which cannot be secured
by smaller buyers. In so far as suppliers’ costs per transaction are reduced in
relation to the size of the transaction, there is a real gain from quantity buying
which may, in the end, be passed on to the consumer. But the immediate effect
is to improve the competitive position of the chain stores vis-a-vis the unattached
independent. . ' ‘ _

Another way of looking at these discounts and allowances is to note that
they lower the effective prices to the buyers receiving them.2 Thus, there is some
degree of error in using actual prices that are quoted in order to look at a break-
down in price spreads; in doing so we underestimate the retailer’s spread and
overestimate the supplier’s spread. : ' - ,

The Commission in its questionnaire to corporate chains requested infor-
mation on the magnitude of various types of discounts and allowances and changes
that have taken place in the use of different types. During the past 10 years, while
the overall magnitude of promotional allowances and volume and ‘other discounts
in relation to purchases has remained relatively constant, there has been a shift
towards more use of promotional allowances and away from- the traditional
volume discounts. In 1957, for the seven largest corporate chains returning the
Commission’s questionnaire, the total of discounts and allowances amounted to
$11 million, which is equivalent to 1.2% of the cost of all goods purchased by

1 See Chapter 3 of this part of the report.
2The buyers will presumably have additional promotional expenses when they incur the
expenditure of the advertising for which the advertising allowances were granted. ,
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these chains. About half of the total was in the form of promotional allowances.
As this is an overall total for all purchases of the chains considered and includes
many products on which no discounts and allowances are received, the impact
would be considerably greater for certain types of food products. : S
The area of special discounts and allowances was the subject of an intensive
study by the Combines Investigation Branch of the Department of Justice.! They
reviewed the discount structures, including trade discounts (which distinguish
between classes of customers), quantity discounts, cumulative (volume) dis-
counts, and special discounts and allowances. The latter group—special discounts
and allowances—was defined as “all those forms of discount and allowance
which do not appear on the face of the invoice”. These were the subject of
particular attention in the report; promotional allowances would be a large factor
in this category. Two results of the study are pertinent here. The first is that no
clear-cut evidence was obtained from a survey conducted in 1954 that the chains
with the largest purchases have the highest rate of receipt of special discounts
and allowances.? Second, the rate of payment of such.discounts and allowances
by suppliers to corporate and voluntary chains was much higher than those paid
to wholesalers and other accounts—2.34% and 2.47% of sales respectively, as
compared with 1.11% and 0.65% of sales respectively, to the last groups.®
. We will return later to the effect of discounts and allowances on the com-
petitive position of the retail food chains vis-a-vis their suppliers.* It should be
noted at this point, however, that the increasing concentration of purchases of
- chain organizations may well have the effect of exerting downward pressures on
prices of suppliers who in turn may well exert pressure on the prices paid to
farmers and fishermen. To the extent that these pressures cannot be exerted
_through adjustments in prices themselves, discounts and allowances fill a partic-

ularly significant role.

e -
Availability of Capital , .

The rate of creation of new capital in the economy as a whole is related to
incomes and prices. The relationship is established in the following way. The
process of creation of capital goods, although not the only activity putting income
in the hands of consumers, generates income. In so far as the employment of
labour and other productive resources in capital creation competes for these |
resources with industries producing consumer goods, it does at the first stage
limit the rate of expansion of production of consumer goods. The increased
demand for these goods, stemming from the increased total disposable incomes,
may then push up the prices of consumer goods. : R

The creation of new assets by business corporations is not the only source
of new capital creation. It is evident from Table 5, however, that there is some
relation between disposable incomes, prices, and the rate of creation of new
assets by Canadian corporations. We have already presented our analysis of the

1 Report Transmitting a Study of Certain Discriminatory Pricing Practices in the Grocery Trade
made by the Director of Investigation and Research, Restrictive Trade Practices Commission, Depart-
ment of Justice, Ottawa, 1958, )

2 1bid, see Table 5-3. !

3 Ibid, see Table 5-2.

4 See Chapter 3, p. 70.
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relation between disposable incomes and prices in Part I and have distinguished
three periods within the last 10 years. Table 5 shows that investment in new
corporate assets advanced rapidly in 1950 and 1951, when incomes and retail
prices also rose; increased at a less rapid rate from 1951 to 1954, when incomes
and prices rose less rapidly or declined; and picked up again in 1955, contribut-
ing to a renewed increase in incomes and prices. The table also shows that the
creation of new assets in the food industries followed the same pattern.

Table 5—Relation Between New Capital Assets of Corporations, and Changes in Disposable
Incomes and Prices, 1949 to 1957

(Increases by Years)
: Aggregate :
Total Assets Personal Consumer Total Assets
Year of all . Disposable Price - of Food
Corporations® :. Income . Index Corporations*
(%) (%) (%) (%)
1949750, 0 e eveeieeenee e eeeennn 12.4 7.1 2.9 104
1950/5L .0 cinn e eriineiinrocnencacencnanes 13.2 16.6 10,5 9.6
Average 1949-51..................... 12.8 11.8 6.7 -: 10.0
1951/52. e e ueuerreneneniainnennns 10.4 8.6 2.5 8.7
1052/53 .0 cueneniieeneraniaraennanannanans 12.4 5.2 -0.9 -8.9
1953/84. 0 cevncnennncrnncnnss eeerienaanns 8.9 0.5 - 0.8 6.2
Average 1951-54.............o0ellll 10.6 4.7 0.7 7.9
1954/55.. 0000, 12.3 7.9 0.2 9.6
1955/56... 16.0 16.0 1.5 1.8
1956/57... . 9.2 4.7 3.2 7.4 -
Average 1954-57..... ves 12.5 7.5 1.6 9.6
Average 1949-57............coovvi, - 11.8 7.5 2.5 9.1 -

s Source: Tazation Statistics, Department of Natiopal Revenue (data for profit and loss corporations).

Table 6 shows the trend of assets of corporations in food processing, whole-
saling and retailing.! The rate of increase in assets of food firms would be signifi-
cantly greater than indicated in the table if the new investment in retail store
facilities was fully included. It is generally not included in the assets of corpora-
tions because of the rise of “lease-back” arrangements by which specialized firms
finance the building of stores and lease them back to the corporate chains on a
long-term basis. It will be seen that total assets in food retailing have increased
relatively rapidly during the whole period, 1949 :to 1957; were relatively well
maintained durmg the years of slower advance, 1951 to 1954 and have expanded
remarkably since 1955.2 -

The investment funds from which the retaxl food corporauons acquu-e new
assets include bank loans, issue of stocks and bonds, and accumulated earnings
retained and reinvested by the corporations. Table 7 shows the sources for
financing the expansion of retail food corporations between 1949 and 1957. We

1 Retail food corporations include corporate chain store orgamzauons and other corporanons
engaged in food retailing,

2To avoid misinterpretation of the data in the table, it should be noted that the per cent rate
of investment for corporations in food retailing overstates the rate at which investment in food
retailing as a whole has increased, because the chain organizations have increased their share of the
busmess Investment in the busmesscs of the other retailers which are not mcorporated has not been
increasing as rapidly.
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Table 6—Total Assets of Corporations in Food Processing, Wholesaling and Rétailing,‘
1949 to 1957

) All Food
Processing - Wholesaling Retailing Corporations
Annual Annual Annual Annual
Year _Total Increase Total  Increase Total  Increase Total . Increase
($ million) (%) ($ million) (%) ($ million) %) ($ million) (%)
913.6 — 338.0 - 200.4 — M0 —
991.7 8.5 388.6 14.9 223.2 11.4 1603.5 10.4
1080.1 8.9 418.6 7.7 . 259.2 16.1 1757.9 9.6
196951  — 8.7 - 1.3 13.7 - 10.0
1147.0 6.2 485.7 16.0 277.3 7.0 1910.0 8.7
1351.4 17.8 471.4 —2.9 257.7 -7.0 2080.5 8.9
1396.9 3.4 467.8 —-0.8 345.2 33.9 2209.9 6.2
— 8.9 — 3.8 _ 10.0 - 7.9
1495.4 7.1 528.8 ° 12.8 400.5 16.0 2422.7 9.6
1678.9 12.3 551.8 4.7 477.5 19.2 2708.2 11.8
1730.1 3.0 617.5 11.9 562.0 17.8 2909.6 7.4
Average :
195 — 7.5 —_ 9.7 | - - 17,6 —_— 9.6
Average . .
1949-57 —_ 8.3 —_— 7.7 - 13.8 — .91

Source: Tazation Statistics, Department of National Revenue (data for profit and loss corporations).

Table 7—Sources of Finance for Retail Food Corporations, 1949 to 1957

Accumulated Stocks Bonds ﬁank Loans : .
Earnings Retained Qutstanding Outstanding Outstanding " Total
Annual Annual Annual Annual Annual
Total Incresse Total Increase Total Increase Total Increase Total Increase
(8 million) T
1949......... 42.8 — 47.8 —_ 19.6  — 5.8 — 115.8 _
1950......... 504 - 7.6 49.0 - 1.4 19.3 -0.3 6.9 1.1 125.6 9.8
1951......... &67.7 7.3 53.7 4.7 20.0 0.7 13.3 6.4 144.6 19.0
1952......... 65.0 7.3 58.5 2.8 16.2 -3.8 14.2 0.9 151.9 7.3
1953......... 57.8 -7.2 49.7 -6.8 268.5 -10.3 1.2 =3.0 145.2 —6.7::
1954....... . 78.4 20.6 53.8 9.1 43.5 17.0 14.3 . 3.1 194.6 49.4
1955......... 93.7 15.3 6.0 - 7.2 44.2 0.7  10.2 —4.1 214.1 19.5
1958......... 113.3 19.6 99.1 33.1 63.5 19.3 14.1 3.9 290.0 75.9
1957......... 131.3 18.0 101.0 1.9 89.4 25.9 16.6 . 2.5 338.3 438.3
Total )
Increase :
1953-57.. 73.5 — 51.3 —_ 62.9 —_ 5.4 —_— 193.1 -
Total
Increase .
1949-57.. 83.5 —_ 83.4 - 69.8 - 10.8 -— 222.5 -

Source: Tazation Slatistics, Department of National Revenue (data for proﬁ't.kand loss corporations).
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notice in the first place that in the nine years, 1949 to 1957, total investment
by these corporations (not including property held under lease) amounted to
$222 million. Of this, however, $193 million or 85% was invested in the four
years 1954 to 1957. Over the nine years, funds have been provided in roughly
the following proportions: accumulated earnings, 40%; stock issues, 25%; bond
issues, 30% ; bank loans, 5%. In the later years of more rapid increases in invest-
ment, the amount of new investment financed from retained earnings has been
well maintained; bank loans have remained a. relatively small factor; and the
corporate chains have turned to the market to ﬁna.nce a substantlal part of the
more recent and more rapid expansxon ;

We have noted that the rate of increase in assets of retail food firms does not,
because of the use of “lease-back” arrangements, take account of the increased
investment in retail store facilities. The general practice of chain store organizations
for many years has been to build and sell, or have built for them, stores specially
constructed for their use and to lease them back on a long-term basis, usually
20 years or longer. Investing institutions, such as life insurance companies, own a
considerable proportion of these store premises.  In some - instances subsidiary
companies own some of the stores and warehouses of the corporate food chain as,
for example, Loblaw Leased Properties Ltd., and Ivanhoe Corporation, the latter
a subsidiary of Steinberg’s. One of the corporate chains, in its reply to the Com-
mission’s questionnaire, indicated that at the time of a shift away from ownership
of store premises early in the period under review, unportant amounts of capxtal
were released for expansion needs.:

Corporations engaged in food retaxlmg, in ﬁnancmg their mcreased business,
have relied on retained earnings to a considerable extent. They have also increased
the use of bond financing. New common stock has been issued only-to a limited
extent. With the overall rate of return during the period from 1949 to the present
at a level considerably above the rate of interest paid on preferred shares and
bonds, the return on the investment of holders of common shares has remained at
a relatively high level throughout the period.! ,

We refer above to the earnings on the retail food operauons of these corpora-
tions. In addition, many of these firms have derived considerable profits from their
real estate operations. This shows up when they sell the stores which they have
erected on the sites previously purchased. )

The relatively high rate of return on equity capxtal by the corporate chains
has to a large extent been retained for reinvestment in the expansion programs of
these firms. This is not unusual. Firms typically maintain a reasonable stable
dividend policy; earnings are retained in periods when they are high and dividénds
are to a considerable extent maintained when earnings decline., Earnings have
been at a high level throughout the last decade and have, to a large extent, been
retained; as a result, the equity per share has increased rapidly.

While the corporate chains do differ in their dividend policy, it is apparent
that, since the early '50’s, the two largest chains, Dominion Stores and Loblaws,
have followed much the same course. The rate of dividend payments in relation
to net profits after taxes has.been relatively constant at about one-third. The
dividends actually paid on common shares represent a return of about 5% per

1 We deal with the rate of return on investment in more detail in Part III. -
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annum on an investment made in the early *50’s. The investor with common stock
has the enhanced value of his stock as an additional return. In the case of
Steinberg’s, where the company is controlled by the family, the policy appears
to have been not to distribute dividends on common shares to any extent; dividends
have been paid on the preferred stock. Dividend payments during the last three
years have averaged less than 10% of the net profit after taxes. In the case of
Canada Safeway, the dividend payments have been very irregular. With all of the
common stock owned by its parent company, however, there is no incentive to
maintain a stable dividend as is the case with companies whose shares are in the
hands of the public. In the case of A & P, information on the overall Canadian
operations is not made public. The Great Atlantic and Pacific Tea Company is
incorporated under the Federal Companies Act and Atlantic and Pacific Food
Stores is incorporated under Quebec legislation. . L
The earnings, both in the grocery and real estate operations, coupled recently
with the shift in preference to common stocks, have caused sharp increases in
the prices of the common shares of the corporate chains. For example, the prices
of the common shares of Dominion Stores and Loblaws have - increased rapidly
during the *50’s. For the former, the share prices in-1958 averaged almost six
times those of 1950, and for the latter, more than three times. These increases are
considerably more rapid than the increase of 98% for the overall food and allied
products group, and 82% for the total index as reported by the Dominion Bureau
of Statistics. The increase for these two corporate chains indicates the effect of
_relatively high earnings when they are concentrated on the holdings of equity
"capital. ‘ ' , R ST
" For the other three of the major corporate chains, information is not sufficient
to look at increases in stock prices over the period. In the case of Steinberg’s, the
common stock is held by the family; class A shares (equivalent to common stock,
except that they are non-voting) were only sold to the public in late 1958. The
common stock of Canada Safeway is owned by the parent company; only preferred
stock is listed on the stock exchange. A & P has not issued public stock in its
Canadian operations. - ‘ I
In Part III, we will discuss profits in the food industries. At this point we
are concerned mainly with access to capital for expansion as a factor contributing
to the relatively rapid growth of the chain organizations. We have pointed out
the remarkable manner in which food retailers, and particularly the chain organi-
zations, have adapted themselves to the needs of consumers during the recent
period of expansion of the economy and of substantial and rapid changes in
the patterns of consumer behaviour. We have noticed that this period was a
favourable one: the combination of expanding demand and pressure of supplies
of food materials was conducive to profits in the food industries for all firms, and
for profitable growth by those firms in food retailing which were forward-looking
enough to see the opportunities, concerned to be in the forefront of expansion,
and at the same time able to secure on favourable terms the necessary funds for
investment. ' ~ C - Co
We have seen that the total amount of new investment reached substantial
proportions, and that much of it has been in large units. It scems evident to
us that the chains were in a favoured position to obtain the investment funds
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required.-As we will confirm later, the general climate of conditions, along with
the efficient operation of the chains, did result in a substantial rate of profits.
The chains, already operating on a large scale, found that their large aggregate
earnings provided them with a ready source of funds for reinvestment. Further,
the profit position and prospects, the fact that they were themselves under-
writing their expansion-in considerable measure, and the greater facility with
which large competent . organizations can secure capital ‘in the market placed
the chains in a preferred posmon to the smaller, unattached food retaller in
provxdmg for expansnon : |

3 The Independent Food Store

In the prevnous section we have dealt with the causes of the growth of the
chain supermarket. organizations, both corporate and voluntary, in recent years.
The total sales of food by unattached independent stores appear to have decreased
somewhat during the period from 1951 to 1958, from $1.2 billion to $1.1 billion,
which would represent a decline in the share of total food sales by this group
from 63% to 36% during this period. This has not, however, meant a_ decline
in sales of existing stores because much of the increase in the voluntary chains’
business has been occasioned by the shift of stores into voluntary chains.

.The unattached independent food retailer has a place in food distribution
which can be attributed to the particular advantages that he may have. Many
of these advantages may also exist for retailers in voluntary chains. Independent
stores have been able to compete effectively with the chains particularly in the
less densely populated areas where the volume of sales has not been sufficient
for efficient chain operation. In areas where they compete directly with the
chains, they are able to provide certain types of services such as: (1) provndmg
a degree of personal attention to the shopper not possible in a larger organi-
zation;! (2) offering telephone service, charge accounts and delivery service;?
and (3) in some instances staying open to serve customers in evenings and on
holidays (particularly where the workers in the store are members of the owner’s
family). These advantages are attributable to a considerable extent to the fact that
the independent store operator may be the owner, the manager and the worker
in the store along with members of his family. In addition to providing the above
services, he has greater flexibility and can adjust prices quickly and in some
instances can even buy products advantageously. There also appears to be a
place for independent stores handling food specialties,  although the potential
extent of overall operations here does not appear to be great.

In addition to providing services of a different nature from those provided
by the chains, the independent store, because of its characteristic combination
of owner-manager-worker into one, has a resiliency which enables it to survive

1 Mr, Falls, of the Ontario Federation of Labour, made the following point: “In the old days
you saw the butcher leaning on a knife and talking to a young lady and telling her how to cook
the meat. Today he is working downstairs on productivity . . . and they have girls wrapping . . .”,
Proceedings, p. 2769.

2 In the submission of the Retail Merchants’ Association of Canada, it was indicated that fewer
of these services are now being offered by the independent stores than previously, Proceedings, pp.
4407 and 4441.
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a period of adversity. We have observed a rapid growth in the chain store busi-
ness during a period of rising incomes. With their many fixed obligations, these
organizations—in particular the corporate chains—would have more difficulty in
a period of declining incomes. :

While, as we have seen, the corporate chain stores have a considerable
advantage in availability of capital, it is still possible to enter business as an
independent food retailer with a limited amount of capital. To gain a reasonably
large volume of sales, however, a store must be in an appropriate location. This
has become increasingly difficult as desirable sites have been acquired by the
chain store organizations several years prior to store construction. For example,
few independent store owners have found it possible to obtain locations in shop-
ping centres.! Such locations are particularly important because zoning regula-
tions have the effect of limiting alternative locations. We do not -suggest that
there will not continue to be a large number of independent retailers. However,
the increasingly rigorous competition to which they will be subjected and the
relatively small scale on which most of them will operate will require of their
management a high level of competence and efficiency. o

We have set out these considerations to indicate the reasons for the con-
tinued existence of the large number of independent retailers. There appears
to be a place for them in food retailing. It should be noted, however, that the
incomes of the many retailers operating small stores are and will remain relatively
low. ‘ ' : S

1See p. 43.
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CHAPTER 3

'~ FOOD WHOLESALING, PROCESSING, ASSEMBLING

1. Wholesaling -

. A wide variety of agencies engaged in food distribution are called whole-
salers. Of the 1,659 establishments defined as wholesalers proper* in the 1951
Census of Distribution, 1,277 were classified as Wholesale Merchants -and 114
as Voluntary Group Wholesalers. The functions of the Wholesale Merchants in-
clude some or all of the following: assembling, warehousmg, order-taking and
delivery, and fumrshmg customers with such services . as merchandising aids,
credit, and help in store engineering. The voluntary group wholesalers perform
these functions for the retail merchants affiliated with them.

The number of wholesalers declined between 1941 and 1951; this, of
course, includes the wartime period during which there were some restrictions on
the establishment of new businesses. The decline was noticeable for all groups
of wholesalers handling specialized lines of food products, except those handling
frosted or frozen foods and canned foods. On the other hand, wholesalers handlmg
a general line of groceries increased in number during the period, and in 1951
accounted for 60% of the total sales of all wholesalers proper. '

" The changes that took place between 1941 and 1951 were clearly associated
with the decline in the specxalty food store and the rise of the combmatxon food
store in retailing. =

Durmg the period since 1951, the busmess of all wholesalers as a group
has been increasing, with sales for the three groups (those handling groceries and
food specialties, fresh fruits and vegetables, and meat and dairy products) having
increased from $1.2 billion to $1.8 billion between 1951 and :1957. Most of
this increase has been accounted for by one group, those handling groceries and
food specialties, of which practically all the business is done by those handling
a general line of groceries. By 1957, these wholesalers handling a general line
accounted for over 70% of the sales of all food wholesalers. .

This continuation of the shift evident in the previous decade is associated
with two factors. First, the decline of the specialty food store and the rise of
the combination food store, already underway before 1951, has, as we have
observed previously,2 continued during the *50’s at a rapid rate. Secondly, with
the rapid development of the voluntary chains in the '50’s,® the business of the
general lme food wholesalers servxcmg the retarl outlets in these chains has been
increasing.

Some of the larger wholesalers in Canada are; Western Grocers, a subsxdxary
of George Weston Ltd. (operating in western Canada with subsidiaries of its
own which include Dominion Fruit Company, the parent company of the retail

" 1 Wholesalers proper are distinguished from the other groups under the general designation of
whol;ssaclers 1g the Census by the fact that they buy and scll on their own account.
e p. 33.
3 See Chart 9, Chapter 2,
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chain of Shop Easy Stores Ltd.); National Grocers (operating in Ontario); Kelly,
Douglas and Co. (operating mainly in western Canada, with a subsidiary, Super
Valu Stores Ltd., a retail chain operating in British Columbia); and M. Loeb
Ltd. (having expanded recently from operations in the Ottawa area to Sudbury
with the acquisition of J. A. LaPalme and Son, and to Alberta, where partial
interest has been acquired in Edmonton Associated Wholesale and Horne &
Pitfield). All of these wholesale firms participate extensively in voluntary chain
operations.

With approximately two-thirds of the retail food business now handled by
corporate or voluntary chains, the role of the wholesaler servicing the completely
independent retail store has declined. The increase in the business of food whole-
salers as a group during the period from 1951 to 1957 can be attributed almost
entirely to the rapid increase in the business of voluntary group wholesalers.

We have described the voluntary chains in the preceding chapter. While
they may be organized on the initiative of the retailers themselves, most of the
rapid development which has taken place during the ’50’s has been among
voluntary chains sponsored by wholesalers. Active recruiting by wholesalers of
stores to participate in voluntary chains, and their assistance with merchandising
and other matters once the stores are in the group, represent an intrusion of
wholesalers into the retailing of food similar to the performance of wholesaling
by the corporate retail chains. The degree of intrusion varies between the different
_ voluntary groups and also between the individual wholesalers within a par-
“ticular group. For example, wholesalers servicing retail stores in the largest

voluntary chain in Canada, Independent Grocers Alliance,  participate to a
considerable extent in the management of the stores, while there are voluntary
groups at the other extreme where there is little more than a common store
name. In these latter cases participation in a voluntary chain results in little
change: the merchandising and other services may be little different from those
traditionally performed for unattached independent retailers by the wholesalers
who service them. : ’ ,

To recapitulate, the three principal changes which have occurred- at the
wholesaling level in recent years have been: (1) the increasing assumption of
the wholesaling function by the corporate chains as these organizations have
increased their share of the retail market; (2) the increasing association of in-
dependent retail stores with voluntary chain wholesalers. This was induced by
the competition of the corporate chains. Wholesalers and. independent store
operators have recognized their identity of interests, and the expansion of the
share of the retail market secured by stores associated with voluntary chain
wholesalers has proved the effectiveness of these arrangements; (3) retailers
outside of the voluntary chains have endeavoured by various means to mect
the competition of the chain stores, both corporate and voluntary. To the extent
that wholesalers participating in voluntary chains give more limited service to
unattached independent stores, these stores are at a disadvantage. However, a
number of wholesalers have instituted cash and carry warchouses (with or with-

1Sce p. 37.
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out self-service) in an attempt to reduce the cost of food to the smaller retailers.
Wholesalers themselves have continued to feel the impact of the increasing pro-
portion of the retail food business done through the chain stores.

2. Processing

Firms in the processing industries process the products of the farm into the
form wanted by the consumer. They also store both the raw material and the
processed product. For transportation they rely mainly on specialized transporta-
tion agencies. Product standardization (or quality control) and packaging, as
well as a number of other functions, are performed by food processors. Many
non-food by-products are often produced as part of the diversified operations.
These range from the drugs produced in the meat packing industry to the beet
pulp produced in sugar refineries for use as animal feed. Food processing firms
are also engaged frequently in other enterprises, for example, fertilizer production
in the meat packing industry. Where these enterprises are carried on in the same
establishment as the food processing, the value of the output is included in the
statistics of value of products produced.

The Situation in 1951

In 1951, there were 5,633 establishments (plants) processing food products
of farm origin. They purchased materials (mainly raw materials) valued at $2.0
billion, and sold products of gross value of $2.6 billion.

In terms of the total value of products sold, the major group comprises those
handling livestock and livestock products, including dairy products. These estab-
lishments accounted for half the total in 1951. Other groups, in order of size,
were flour mills, bakeries, fruit and vegetable processors, sugar refineries, and
breakfast food plants. In terms of number of establishments, the most numerous
groups were bread and bakery products (2,607) and butter and cheese plants
(1,690). These industries include many small local plants. The value of sales
per establishment was largest in the slaughtering and meat packing industry. One
hundred and fifty-five meat packing plants sold products valued at $0.9 billion,
or about $5.7 million per plant. (Their cost of materials amounted to about $5.0
million per plant.) The next highest value of sales per plant was in the flour
milling group. Here 108 establishments sold products valued at $0.3 billion, or
$2.6 million per plant (cost of materials averaged about $2.2 million). In all of
the groups there are, of course, large variations in the size of plant.

The degrec of concentration of ownership varies considerably in the various
fields of food processing. Ownership of butter and cheese plants' tends to be
widely dispersed and many local plants are owned and operated by farmer. co-
operatives. In 1948, five firms in the slaughtering and meat packing industry
produced 70% of the total output; three firms in the prepared breakfast foods
industry produced 92% of the total output. Other fields which showed an appre-
ciable concentration included (beet) sugar refining (four firms, 100%, condensed

1 Excluding those producing special process cheese.
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milk (six firms, 62%), fruit and vegetable processing (three firms, 40%),
bread and other bakery products (five firms, 33%), and flour milling (three
firms, 32%). : '

Developments since 1951

In the past 10 years, the value of products sold by the foods industry has
increased steadily. While part of the increase can be attributed to increased prices,
tl;e in;rease in the volume of production from 1949 to 1957 was of the order
of 33%. .

A number of changes that have taken place in the operations of food
processors have been occasioned by the changing structure of food distribution
outlined above. The changing structure includes the increasing concentration in
food retailing, and the pronounced move towards integration of wholesaling and
retailing functions. The impact on processors is conditioned to a large extent by
whether or not their products are of a type that are sold under a brand name. For
such products, the appeal to the consumer is made largely on the basis of the
brand. The supplier is under constant pressure to maintain his “share of the
market” in order that his brand will be kept on retailers’ shelves. This entails the
maintenance of a flow of the product through the year in a volume sufficient to
meet the demands of the large buyers, and the provision of a large variety of
items and package sizes. . S »

The processor of products which are sold under brand names appeals to the
consumer through advertising and other promotional devices in order to differ-
entiate his products from those of competitors. Where most of the products of
an industry have these characteristics, promotional expenses are relatively high.
This is particularly evident in the prepared breakfast foods industry and to a
lesser extent in firms processing fruits and vegetables.! The promotional expendi-
tures in these as well as other fields of food processing may, as we have observed
previously, take the form of advertising allowances to distributors,2 or they may
be incurred in advertising and other promotional activities carried out by the
processing firms themselves. ' : ‘

Products of a type that are not sold under a brand name, such as uncured
meats and fresh fruits and vegetables, fit into a role of particular significance.
They are often used by retailers as “specials” to draw in customers.

Superimposed on the features of the products referred to above is the desire
of the chain retailers to economize on the costs of procurement. They demand a
large volume and wide variety of products and package sizes. The small processor
has difficulty in meeting these demands. Neither is he in a position to obtain some
of the technical efficiencies available to the processor who handles a wide varicty
of items as, for example, the greater efficiency possible when operations are con-
ducted over a longer season. ' .

There has also been in food processing an increased centralization of the
selling function in head offices. While this development did not start during the

1 Sce later sections dealing with the ‘pnnicular ficlds of food processing.
28ce p. 60. :
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past 10 years, it has now reached a stage where the individual salesman is per-
mitted little flexibility. To a considerable extent, the sales function is being shifted
to head office where sales are handled by a smaller but more highly skilled staff.

With the increased bargaining position of the chain store organizations,
there have been a number of developments affecting all processors, whether large
or small. There has been an increase in the use of distributors’ (wholesalers’ and
retailers’) brands in certain lines, and distributors have increased the degree to
which they purchase products on specifications. Also, the increased bargaining
power has enabled the chain organizations to obtain advertising and other allow-
ances except in a small number of cases where suppliers have been able to per-
suade the consumers to demand their products through extensive national
advertising. In addition, the holding of inventories of seasonally processed prod-
ucts, such as fruits and vegetables, has been shifted back to the processors. To
the extent that processors are successful in passing back the effects of the increased
bargaining power of the chains, prices of primary producers are lowered and
price spreads increased. :

While changes in the various fields of food processing have been less striking
than those in the retailing and wholesaling of food, many changes have occurred.
The products themselves have been changed with the demand by consumers for
greater variety and for more “built-in maid service”. Many changes have also been
made in food packaging. Extensive research programs have resulted in a continual
stream of new products, and these have typically been accompanied by extensive
promotional programs to ensure that the products attain sufficient volume to hold
places on the retailers’ shelves. Examples of the development of new 'products in
recent years are the lines of baby foods and frozen foods that have come on the
market. These changes in products affect prices at various levels, and the changes
in one ficld often have widespread effects as, for example, the impact of the promo-
tional activities in support of prepared breakfast foods on the sales of bakery and
other products.!

The objective of promotion from the point of view of food processors is that
the activity contribute to company profit. No firm wishes to make a significant
expenditure unless it feels assured that such an expenditure will be profitable to
the firm. Consequently, promotional activity may aim at: (1) selling more of a
processor’s products; (2) selling more of the processor’s higher gross margin
products; (3) increasing the processor’s share of the market; (4) increasing
consumer loyalty to the processor’s product; or (5) obtaining wider and more
intensive distribution at the wholesaler and retailer level. These, and other aims,
are sometimes thwarted by competitor activity and customer pressure. For example,
aggressive promotion on the part of competitors may force the processor to embark
on a promotional campaign to maintain rather than increase his share of the
market. Customer buying power may alter the processor’s aim from one of obtain-
ing wider and more intensive distribution to one of maintaining existing distribution.

The manner in which promotion is employed depends on the firm’s prevailing
attitude towards the role of promotion as an effective vehicle of marketing effort
for the exploitation of existing or potential market opportunity. At any one time,

1Two of the bakery firms brought out this point in their replies to the Commission’s
questionnaire. .
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different processors in the same industry may apply different weights of importance
to promotion as a form of marketing effort. For example, a processor may think
it more worth while to employ more salesmen than to employ more promotion.
In other words, the aims of promotion are not exclusive; they are a part of the
marketing aims of the company.

Selection and use of the many available promotional devices depend on the
processor’s evaluation of such devices to fulfil the tactical role selected for them.!
As stated above, competition in its many forms forces some processors to use
promotional plans that deviate from their aims of promotional effort.

Existing promotions by food processors are of two types: price promotions
and non-price promotions, some of which are directed to the trade and others
directed to the consumer. ~ ‘ :

Price promotions directed to the food trade range from quantity discounts of
various types, to shelf and display discounts (a discount if the customer displays
the product at a certain location in the store), to “baker’s dozen” deals (an
additional unit of the product provided at no cost over the number ordered). Many
other arrangements exist.

Questionnaire returns from the food processing industry for the year 1957
indicate that very few firms grant shelf and display discounts.? One breakfast food
company allowed a shelf discount in the form of merchandise; a firm in the dairy
products industry provided for such allowances on certain products; a flour milling
firm gave one at certain times of the year to retail food chains; and a meat packer
~ discounted for retail location. End-of-year cumulative quantity discounts are
prevalent in the fruit and vegetable processing industry and in the ice cream
segment of the dairy industry. - S

- Price promotions that are directed to the consumer include one-cent offers,
bonus coupons, mail-in premiums, banded deals (a multiple number of units banded
together at a special price), and outright price discounts that may or may not be
printed as part of the label.

Non-price promotions directed to the trade include such methods as advertis-
ing in the trade papers, contests for store managers and the granting for a limited
time of exclusive distribution rights on new products. Generally, while such
practices as trade advertising prevail throughout the food processing industry, they
account for a relatively small share of the promotional budget. By far the largest
portion of the processor's promotional budget is allocated to the non-pricc type
of promotion that is directed to the ultimate consumer—either dircctly to the
consumer or to the consumer through the auspices of the retail stores. Non-price
promotions that are dirccted to the ultimate consumer via the store include co-
operative advertising allowances, the use of store demonstrators, in-store displays,
in-pack premiums and packaging changes. ,

One breakfast food firm allocated 14% of its 1957 promotional budget for
co-operative advertising. Such allowances are considerable in the fruit and vegetable
processing industry as well and range from 13% to 32% of the promotional
budget. A fish processing company allowed 16% of its promotional budget to

) Canadian Grocer lists 50 kinds of promotional schemes. Sce p. 30 of the September 27, 1958

illomer, it is conceivable that such discounts may, in fact, be given, but sccounted for undet
a different promotional category, such as “special deals™ or “advertising allowance™.
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co-operative advertising, while a meat packer allowed 12%. Store demonstrators
are employed mainly in the fruit and vegetable and meat packing industries; the
returns indicate a range of 2% to 4% of the promotional budget. There is also
the supplying of display materials to be used inside the stores. Budget allocations
for such displays ranged from 2% to 73%, with no consistency within any
particular industry. For example, our data indicate the following ranges: 3%
to 21% in the meat packing industry; 6% to 24% in the fruit and vegetable
processing industry; 2% to 6% in the breakfast foods industry; and 8% to 73%
in the dairy products industry. In-pack premiums are an important promotional
device in the breakfast foods industry; their cost ranged from 5% to 30% of the
promotional budget. We do not have data on costs of package changes: while the
intent of the many changes in packaging design and materials are promotional in
nature, the costs of such changes are included with the overall costs of packaging
materials and containers.

Consumer advertising appears to be the main method of promotion used
by food processors. Advertising expenditures (excluding co-operative allowances
in most cases) ranged from one-third to three-quarters of the total promotional
budgets of the larger processors. Newspaper advertising receives the greatest
allocation of the advertising budget; television advertising is also important.
Typically, firms spent between one-third and two-thirds of 'their advertising
budget on newspaper advertising. Some of the larger firms in the dairy products,
meat packing, flour milling, fruits and vegetable processing, and breakfast foods
industries indicated that their 1957 television billings accounted for one-third
to two-thirds of their total advertising budget. One large firm in the breakfast
foods industry placed 56% of its advertising in magazines, and a bakery firm
spent 41% in radio advertising.- o — o

Developments in the Major Fields of Food Précessii;g

“We describe the changes in each of the major food processing fields in this
section. To indicate the relative importance of the various fields, we have in-
cluded Table 8 which gives the selling value of shipments in each field in 1957.

. In meat packing, the degree of concentration of firms was already relatively
high, with 70% of the output controlled by five firms in 1948. By 1956, four
firms—Canada Packers, Swift’s, Burns and Schneider—produced 71% of the
output (in 1955, Canada Packers acquired Wilsil's and Calgary ‘Packers, and
Burns acquircd Modern Packers).2 The effect of the increased concentration of
buying by distributors has resulted in a shift to a smaller, more highly skilled
sales staff in place of a larger number of less skilled sales personnel. Evidence
presented at the hearings by representatives of meat packing companies® suggested
that the cost of the shift to the more highly skilled sales staff had, to a con-
siderable extent, offsct the economies of the smaller number of sales personnel

1 We discuss these costs in Part 1V,

2The meat packing industry is at present the subject of an inquiry under the Combines
Investigation Act. . Co : ‘ o :

3 Sce Proceedings, p. 3858, testimony of Mr. R. S. Munn, President of Burns and Company. Mr.
McLean of Canada Packers also referred to the fact that their sales procedures required some
modification as far as the chain store organizations were concerned (Proceedings, pp. 4116-7).
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required. Shifts in population in relation to areas of meat production have
resulted in an increase in the amount of transportation required to get a unit
of product to the consumer. Other changes affecting meat packing include a
tendency towards higher relative prices for the better cuts, occasioned by the
increase in aggregate demand, and a shift in cured meats to shorter and milder
curing. These product changes have, however, had little overall effect on the
structure of the meat packing industry. Firms primarily engaged in meat packing
may of course be influenced by factors affecting the demand for fertilizers. animal
feeds and other by-products which they also produce.

Table 8—Selling Value of Factory Shipments, by Groups in the Food Processing Industry, 1957

Group ’ $ Million Per Cent
Meat Produets........covvivirereincnnaeaeorsensscassesnsns 947 32.0
Dairy Products®. . .. ..ttt iiaiitereateriraaaanns 602 20.3
)3T T 11 7 78 2.6
Bread and Other Bakery Produets....................cooilts 331 11.2
Flour Mills. .. couuiiiiiiiiieetiiarissnsrncensrssnsansonanss 204 o 6.9
Fruit and Vegetable Preparations. ........ccoiveviiiinnnanes 265 _ 9.0
Sugar Refinertes.........0coeeveiiueneeaennssosssnsssanaranens 155 - 5.2
Prepared Breakfast Foods.................. O 33 1.1 .
Macaroni and Kindred Products®.........oovevevrannaens eeees 13 .4
Miscellaneous Food Preparations......... e eerrceriarnanenaan 330 11.3°
Total Food Processing®.....ccoveeeecasssoserssocasssassos 2,964 100.0

s In addition, the selling value of shipments from milk pasteurization plants totalled $139 million.
c t‘n\_\'e have not dealt with this group in the text. One of the main food processing firms in this group is
atelli. ’ t
¢ Excluding Fish Processing, with selling value of shipments of $171 million. '

Sotrce: Reports of industry sub-groups in the Foods and Beverages Industry, Industry and Mer-
chandising Division, Dominion Bureau of Statistics. . .

In the dairy products industry, where the primary product may be used in
a variety of ways, the nature of the changes that have taken place varics greatly.
The production of processed dairy products has been affected to a considerable
extent by government activity, with butter, cheese and concentrated milk products
all having been under price support at one time or another during the past 10
years. In most years a considerable amount of butter storage has been performed
on the government’s account. The number of firms engaged in the production
of butter and cheese is large but there has been a great deal of consolidation
in recent years. The 30 largest firms produced 32% of the output in 1948
and 45% in 1956. The co-operative form of organization is particularly im-
portant in the processing of butter, cheese and powdered milk. In the processing
of dairy products as a whole, 27% of the output was produced in co-operative
plants in 1956. In two of the sub-groups within the dairy products industry
—condensed milk and processed cheese—the degree of concentration is rela-
tively high. In 1948, six firms handled 62% of the output of condensed milk,
and in 1956, four firms, including Carnation and Bordens, produced 59%. For
processed cheese, there was an increase during this period from five firms pro-
ducing 81% to four firms producing 87%, of which Kraft is much the largest.
Bordens, Kraft, and Carnation are subsidiarics of United States firms, In the
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production of processed cheese, there is considerable stress on product differentia-
tion and promotional activities in support of the various brands. In the sub-
mission of Kraft Foods to the Commission,! it was indicated that they had spent
large sums of money in advertising and promotional activities.

In the distribution of fluid milk, which is not included as part of food pro-
cessing, the situation varies from area to area. In general, there is a considerable
degree of regulation by provincial governments and changes have taken place
slowly with a considerable shift from home to store delivery, reduction in the
frequency of home deliveries, and the increased use of paper cartons having been
the main changes. In the evidence presented at the public hearings, this field was
presented to the Commission by a number of interested farm groups as a model
one because the price spread had not increased as much as in other fields? but
at the same time it was the target for many of the criticisms of consumers.? We
report on our study of the price spread for fluid milk in Part V. =

Firms producing bread and other bakery products have experienced a number
of problems during recent years. With the main product being one for which there
has been relatively little possibility of extending the market, these firms have had
less scope than others in the food industry in adjusting to changing circumstances.
Bakery products other than bread have, however, become an increasingly important
factor. There has been a considerable shift to fewer and larger plants with new
and more highly mechanized bakery equipment. This trend has resulted in more
transportation in relation to the quantity of product handled. The bakeries during
this period have also shifted in their route distribution from horse-drawn vehicles
to trucks. With bread being a “traffic” item in the supermarket and distributors’
private brands being priced considerably below the route prices, there has been
some decline in the proportion of bread handled on home delivery routes. There
was little, if any, increase in the proportion of the bakery business done by the
main firms—from five firms with 33% in 1948 to six firms with 37% in 1956.
The major firms include Canada Bread, Canadian Bakeries and Eastern Bakeries
(subsidiaries of Maple Leaf Milling), Weston Bakeries (a subsidiary of George
Weston Ltd.), Consolidated Bakeries (which includes Wonder Bakeries and other
subsidiaries), General Bakeries, McGavin’s, and Inter-City Baking Co. (a sub-
sidiary of Lake of the Woods Milling). The fact that there are corporate links
between flour mills and bakeries may well affect the pricing of products. Even if
a baking firm which is a subsidiary of a flour milling company buys from its
parent company when prices are the same as those offered by other compames -
this preference may have a general downward effect on the overall pncmg of
flour because it narrows the market for other flour milling companies.

The flour milling industry in Canada has been influenced primarily by the
whcat—surplus problem. (This industry, which was already quite highly mechanized
in 1949, now has considerable idle capacity.) Difficulties of selling in foreign
markets in recent years have been accentuated by the export subudy program of

3 Proceedings, p. 4591.

2 See, for example, the submission of the Saskatchewan Farmers Union, Proceedmgx. p. 1400,

3Sce, for example, the submission of the Nova Scotia Branch of the Canadian Association of
Consumen. Proceedings, p. 2155: “We are convinced, however, that the present system of distributing
milk is inefficient and costly.”

4 Mr. Ross of Canada Bread suggested that this was the practice. Proceedings, p. 2477.
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the United States and the development of flour mills abroad. As with some of
the other areas of food processing, firms in the flour milling industry engage in
other activities such as the production of animal feeds. There was a sharp increase
in the degree of concentration in this industry in Canada from 1948, when three
firms did 32% of the business, to 1956 when four firms did 80%. These four
firms are Maple Leaf Milling (including Purity Flour Mills, which has been a
subsidiary since 1952), Robin Hood Flour Mills ( a subsidiary of International
Milling Co., an American company), Ogilvie Flour Mills, and Lake of the Woods
Milling (controlled since 1954 by Ogilvie). We have referred to the fact that
a number of bakery firms are controlled by these flour milling companies;-some
of these companies also own terminal and country grain elevators. The Flour
Milling industry is influenced considerably by the operations of the Canadian Wheat
Board, both in buying its raw materials and in sclling its final product, the selling
price of which is affected by wheat prices. The Canadian per capita consumption
of the main product—flour—has not been increasing, and the range of products sold
has not increased as it has in some other fields. One of the few new product
developments has been prepared cake mixes. . . :

The fruit and vegetable processing industry is one of contrasts. The large firm
has been able to adjust relatively quickly to the increased variety of products and
has taken the initiative in developing new products. For the larger firms, a decline
in seasonality of operations has been occasioncd by the wider varicty, and this
~ development has been assisted by bulk preserving which provides raw material
" for the firm to draw on in the off-season. The small seasonal canning company
with a limited number of lines has found it much more difficult to adjust and such
firms have generally been left behind in the development of a whole line of new
products such as baby foods, frozen foods, sauces, ctc. In some instances, however,
small firms have had profitable operations in specialized lines for which markets
were expanding. As most of the products of this industry are sold under processors’
brands, national advertising and other forms of promotion play a significant role,
with the large firms having advantages. Promotional expenscs incrcased in relation
to sales between 1949 and 1957, and by 1957 ranged from 3.4% to 7.1% of
sales for the four major firms. For all firms in this industry, the holding of in-
ventories has increased as the distributors have shifted this function back to the
processor. The proportion of the output produced by the larger firms did not
increase between 1948 and 1956; in the carlicr year three firms produccd 40%
of the output, and in 1956 four firms produced 43%. These four firms arc Canadian
Canners, Heinz, Campbell Soups and Libby’s (all subsidiarics of or controlled
by United States-based firms). Some of the other firms in the field include W.
Clark, Green Giant of Canada (controlled by Salada-Shirrifl-Horsey since 1956).
Stokely-Van Camp of Canada, David Lord and Alphonse Raymond.

Changes in the sugar refining industry have not been great in recent years. A
highly standardized product is produced with relatively few firms engaged. There
are four in beet sugar refining at prescnt—Canada and Dominion Sugar, Qucbec
Sugar Refinery, Canadian Sugar Factories and Manitoba Sugar Company. The last
two companies were controlled by the British Columbia Sugar Refining Company
Control of the Manitoba Sugar Company was acquired in April, 1955; in 1957 the
Restrictive Trade Practices Commission concluded that the public interest would
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be best served if Manitoba Sugar operated as an independent company. Sugar beets
are grown on contract with farmers! and the product is sold in a market where
prices are influenced primarily by the price of imported sugar.

In the industries processing food products of agricultural origin the total
product of the prepared breakfast foods industry is less than any of the industries
referred to above. In this industry (which is dominated by subsidiaries of United

States corporations) in 1948 three companies produced 92% of the output, and:

by 1956 the same number of companies produced 87%. The main firm in this
field is Kellogg’s. Until recent years Nabisco and Quaker Oats were the main other
firms of significant size engaged in the production of prepared breakfast foods in
Canada, followed by General Foods. General Mills began activities in Canada
during the ’50’s. With consumers allotting a relatively small part of their food
expenditures to prepared breakfast foods, there has been considerable scope for
the creation of demand by promotional activities. With the development of markets
for new products, firms in this industry have been able to avoid some of their
previous problems of seasonal operations. It is also interesting to note that several
of the companies in this industry have extended operations into the expanding pet
food lines. These companies have engaged in many of the merchandising activities
with which consumers’ groups expressed displeasure at the public hearings—
coupon offers, in-package premiums, advertising directed to children, etc., and a
generally high level of advertising which increased during the period. Promotional
expenses ranged from 13.4% to 20.2% of sales in 1957 for the major firms
engaged in the production of prepared breakfast foods. While we stress the promo-
tional activities of these firms, it should be noted that they are alert to the changing
structure of food marketing. They have shifted to local warehousing when the
greater variety called for this to provide efficient servicing of distributors, and they
have watched the shelf life of their products closely by coding packages.

We have noted that the extent of participation by co-operative organizations
in the processing of cheese, butter and powdered milk is considerable. It is
greater in this field than in food processing as a whole, where the overall degree
of processing done by co-operatives averages between 7% and 8% of the total.
The proportion has remained about the same during the past 10 years. -

3. Assembling -

. There are a number of agencies of varying types which have the common
function of assembling primary products. In addition, they may transport and
store the products and perform. other functions. : S

In 1951, the Census of Distribution recorded 6,664 establishments handling
farm products to the value of $1.3 billion. Grain elevators and buyers were the
largest group with about one-half of the total volume of sales of all assemblers
handled through 5,314 establishments. All of the grain elevators are owned either
by grain producers’ co-operatives or by large private elevator companies. In 1957
the United Grain Growers and the Manitoba, Saskatchewan and Alberta pools
operated 2,622 of the 5,343 clevators; these 2,622 elevators had a capacity of
198 million out of a total of 380 million bushels. The remainder of the capacity

1 We refer in Part V to the particular type of this contractual arrangement.
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was operated by non-co-operatives, with the major companies being Searle Grain
Co. (462 elevators), Federal Grain Ltd. (454) and its subsidiary, Alberta Pacific
Grain Co. (331), Pioneer Grain Company (439), and National Grain Co. (324).
Ogilvie Flour Mills operated 128 country elevators and 98 were owned by its
subsidiary, Lake of the Woods Milling Co. ‘

Other large groups of assemblers were those handling livestock, poultry
products and fruits and vegetables. Livestock assemblers (410 establishments in
1951) reported sales totalling $380 million. Poultry product establishments (416)
reported a total volume of sales of $70 million. Fruit and vegetable establish-
ments (398) had total sales of $102 million.

Co-operatives!

In its submission to the Commission at the public hearings, the Co-operative
Union of Canada included a definition of co-operative enterprise as follows:?
“One of the best definitions of co-operative enterprise is found in
Chapter 3 of the Report of the Enquiry on Co-operative Enterprise in Europe,
1937, issued by the Government of the U.S.A. It reads as follows:
‘A co-operative enterprise is one which belongs to the people who use
its services, the control of which rests equally with all the members,
and the gains of which are distributed to the members in proportion to
the use they make of its services.’ ' ‘
In practice, co-operatives follow certain well-accepted principles, of which
the following are fundamental: open membership; one member, onc vote;
_ limited return on capital; and surplus distributed in proportion to patronage.
" Methods of operation ordinarily include provision for promotional or educa-
- tional work, cash trading is favoured, and goods are handled at regular
market prices.” ‘ '

Co-operatives have for many. years been particularly important in the
marketing of agricultural products at the point of first sale. It is at this point that
the assembly function is carried out. In 1951 co-operatives performed 36% of
the assembling of commodities other than grain and approximately 50% for
this latter commodity. Taking into account the relative magnitudes for grain and
other products, the overall proportion of assembling done by co-operatives in
1951 was 43%. The importance of the co-operative form of business operation
at this level, and the lesser importance at the processing (7%) and retailing
level (2%), is associated with the fact that the co-operative movement in Canada
has drawn its strength from farmers and other primary producers in contrast to
some other countries where the participation of consumers of finished products
has been much greater. We have noted that in particular fields of processing the
proportion is as high as 27%; the proportion is also much higher than the
national average in particular regions. The difference in relative importance of
co-operatives at the various Jevels is occasioned to some ‘extent by the varying
1 For a more extensive discussion of “The Role of Co-operatives in Canadian Food Marketing”,

see Volume 111,
2 Proceedings p. 4152,
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financial requirements of business, with the performance of the assembly function
requiring lesser amounts of capital than some of the other stages of marketing.

The interest of the Commission in the role of co-operatives stems from the
particular significance that the co-operative form of organization may have in per-
forming alongside of other forms of business enterprise and operating as a check
on the possibility of excessive price spreads. One of the factors in the participa-
tion of co-operatives is that the patronage dividends which are paid either to
producers of food commodities or to consumers of food products alter the effective
prices and thereby result in reduced price spreads

For the period since 1951, information is not available on the proportion of
the business of assemblers done by co-operatrves However, the data collected

" by the Economics Division of the Department of Agriculture indicate that the

sales of “marketing” co-operatives have increased to about the same extent that
the cash income from the sale of farm products has increased. This suggests
that the propomon of the business of assemblers done by co—operanves has not
changed greatly , : 4

M arketmg Boards?

There have been other changes at the farm end of the markenng system
for food products, the most noteworthy in recent years being the development
of producer marketing boards. 3 The essential feature of the board method of
marketing is that, where the majority of the producers of a commodity desire
to market their product collectively, the minority may be compelled by law to
fall in line with the wishes of the ma]onty Boards have been established under
provincial legislation and have been an important factor in recent years in the
marketing of a number of food products. There are three kinds of producer
boards operating in the provmces of Canada. The simplest is the negotiating
committee type which negotiates the minimum price ‘to be received by the farm
producer for his products. The second is a negotiating-agency board which both
negotiates price and handles payments but does not handle the crop. The third is
the central selling agency type which has an agency appomted to control and
market the product, though it may not take ownership in any physical sense at
any stage in marketing. Among the producer. marketing boards are the British
Columbia Fruit Board, which in 1939 designated B. C.' Tree Fruits as its sole sell-
ing agency,® and the British Columbia Coast Vegetable Board, which were estab-
lished prior to the war. Since the war, and particularly in the '50’s, there has
been increased use made of such boards. In Ontario, a large number of negotiating
boards have been established for fruit and vegetable products and dairy products,
with farmers and processors both represented on the boards. A few boards have
also been established which operate through a central sellmg agency, one of which

1ln “mukeung co-operauves are mcluded those that are engaged in processing for whxch
we have separate informauon from lhe Domxmon Bureau of Stau.stms wluch has becn refcrred to
under *Processing™, . T

2For a more extcnswe drscussnon of "The Role ot Markehnz Boards m Canadran Food
Marketing”, see Volume III.

3 Many of the submissions at. the public hemngs of the Commission dealt wn.h parucular'

aspects of these boards’ operations.’
4 Royal Commission on the Tree Fruit Industry of Brillsh Columbia, p. 491.
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is the Ontario Hog Marketing Board. Legislation exists in other provinces as
well for the establishment of producer marketing boards, and a number have
already been established.!

While the co-operatives have voluntary membership, the sale of products
through marketing boards is compulsory, provided that a stipulated proportion of
the producers (in some cases, producing a stipulated proportion of the product)
vote for establishment of a board. The marketmg boards may, however, use
co-operatives as their selling agencies, and in many cases have sold through
existing co-operatives or have established agencies under co-operative legislation
for the purposes of handling their products.

By far the widest variety of control methods has been used in thc case of
the British Columbia marketing boards. This is particularly true of the Fruit
Board which has controlled such matters as the time and place of marketing, the
quantxty and quality of the product marketed, the per cent marketed in fresh
and various processed forms, and the nature of the containers used. It has also
undertaken extensive research, sought to expand demand through advertising,
and performed processing and brokerage functions. The Fruit Board has sought
to raise producer prices through regulating the flow to market, employing spe-
cialized and well-informed salesmen and practising price differentiation. In short,
it has made the fullest use of controllcd maxkctmg lchslatxon of any board in
Canada.

The general practxcc of the Board is to scll to British Columbia and Alberta
bu)crs at higher prices than those charged buyers in other provinces. There seems
no reason to believe, however, that any such price differences have been more
pronounced since 1950 than in the immediately preceding years. Indeed it seems
likely that they have become considerably less in more recent years.

While we have not been able to assemble conclusive evidence of the effect
of the action of marketing boards in general on producer prices, in the few
instances where the Board has control over the supply and distribution between
domestic and foreign markets, it scems evident that there has been an increase
in the domestic price to producers. As to the effect of marketing boards on price
spreads, it should be noted that marketing boards have not been established for
the specific purpose of narrowing price spreads. Because of the great variety of
factors operating at any one time, we have not been able to ascertain whether
or not there has been any nnrrowmg or widening of price spreads as a result of
board activity.

In addition to producer marketing boards, there are the milk boards estab-
lished under provincial legislation, which operate in most provinces. In general,
however, these operate almost as public utilities, setting prices to farmers and,
sometimes, margins and prices to consumers. These have been in existence
throughout the period since the *30's.

1 The development is summarized by L E. Poetschke and Wm. Mackenzie, The Dcvclopnmu
of Producer Marketing Boards in Canadian Agriculture, University of Alberta, 1956, .
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4. Government Price Supports

During the public hearings, representatives of some producer organizations
suggested a relationship between narrow price spreads and government price
supports.!

We have examined the effects of government price support operations on

price spreads for a number of commodities. In the case of butter, which has
been under a program of price support throughout the 10 years, the Agricultural
Stabilization Board and its predecessor, the Agricultural Prices Support Board,
began placing butter in storage as soon as the open market price got down to the
guaranteed minimum or floor level, and continued storing until it rose above that
level, thus raising prices. The Board then resold its butter to the trade in periods
when prices were above the guaranteed minimum level, thus reducing prices at
that time. In the program of price support for butter, there have been a number
of factors that have tended to widen the price spread. These include: the lengthen-
ing of the storage period for butter, additional costs involved in meeting the
Board’s buying specifications, the effect of Board activity in limiting gains in
efficiency in the processing of butter, and the effect of price supports in increasing
the supply of butter and thereby resulting in a tendency to pull farm prices
down. There have also been a number of factors in the price support program
for butter that have tended to narrow the spread. These include: the bearing of
a portion of the marketing costs by the government (there have been only one
or two brief periods during the past 10 years during which the Board’s selling
price more than covered its cost plus carrying charges); and the impeding of
changes in the product as well as in packaging, promotional and other activities
associated with the participation of the Board in butter marketing. In the case
of butter, which has been subject to substantial support over the 10-year period,
we conclude that support procedures have tended, on balance, to narrow the
spread. An important factor outside of price supports which would have tended
to keep the butter spread narrow is the availability of a lower-priced competitive
product, margarine. ~

In the case of eggs, the participation of the government through price sup-
ports has been much more limited than in the case of butter. It is unlikely that
the effect on the price spread for this commodity has been significant. For other
commodities, including cheese, skimmed milk powder, apples, potatoes, cattle
and hogs, price supports have been a factor during limited parts of the period
only and could not have been an important factor in price spreads on these com-
modities in most years. '

1For example, sce the brief presented by the Saskatchewan Farmers' Union, Proceedings, pp.
1398-1410, and the answer to questions, pp. 1444, 1448.
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PART IIT

. GROSS MARGINS AND RETURNS TO LABOUR AND
CAPITAL IN FOOD PROCESSING AND DISTRIBUTION

CHAPTER 1 - | s
| INTRODUCTION

l.k The Relatid@ of the Analysis of “Gross Margins”
: to the Study of Price Spreads ‘

An analysis of gross margins is one way in which we can look at price spreads.
The retailer, for example, buys quantities of food products and sells these quantities
to consumers. The difference between the total amount he spends for materials
and the total revenue he obtains from sales is a measure of the aggregate spread
on all the units he handles. This difference is the retailer’s gross margin.

In this part we discuss the operating results of various types of marketing
firms, the changes from 1949 to 1957 in the spread looked at in this way (“gross
margins™) and the main components, viz., payments to firms in other sectors of
the economy, eamings of employees, other operating expenses,’ net operating
profit, and net profit before income taxes. In later sections of this part, we refer
in greater detail to the changes in earnings of employees, corporate income taxes,
and returns on investment. We consider these matters in this part because they can
be dealt with conveniently by using data relevant to the analysis of gross margins.

2. “Gross Margins”: An Accounting Measure

In the accounts of business firms, we have the expenditures of the firm on
raw materials and the revenue from the sale of the products; the difference be-
tween these is the “gross margin”. Gross margins can be obtained from the financial
records of retailers, wholesalers, processors and assemblers, and, when these are
available over a period of years, changes in gross margins can be observed.

The gross margin of any firm in any year is measured in dollars and relates
to the total of all products handled. As most firms handle a variety of products,
it is not possible from the accounting data to obtain a “spread” per unit of any
one product expressed in dollars. The gross margin for a group of firms is usually
expressed as a per cent of sales in order to obtain a yardstick for the measure-
ment and also because the number of firms reporting usually varies. These ratios
of gross margins as a per cent of sales can be compared from year to year. If the
gross margin as a per cent of sales increases from year to year, this means that the
cost of raw materials is a declining proportion of sales. .

83

-




Royal Commission on Price Spreads of Food Products

The financial records of the firm enable us to break down the gross margin
into parts. We can, therefore, use these records to analyze the changes which have
been occurring in the components of the gross margin. For example, it is possible
to discover whether expenditures on salaries and wages, as a per cent of sales,
have increased or decreased. ] SR o

If it were possible to obtain the financial records of all firms at, say, the retail
level of food marketing, we could determine the total gross margins for all
retailers, i.e., the total difference between purchases of foods by retailers and
total sales by them to consumers. We could also obtain an average gross margin
or spread for all retail firms. Where this is not possible, the financial records of
a sample of firms can show the range in gross margins between retailers. If the
sample were representative of all retailers, the average gross margin for the group
would be similar to that for all retailers. The same type of data could be obtained
for the components of the gross margins. * =~ L

There are difficulties in carrying through this kind of study from the financial
records of firms. Rarely are the financial records of all firms available; accounting
procedures, although considerably standardized, do differ between firms, and
result in some lack of comparability; firms frequently engage in activities other
than the handling of food products, and it is difficult or impossible to eliminate
these items from the accounts. The difficulties notwithstanding, the analysis of
gross margins from accounting records does throw light on the spread and on

_changes occurring over a period of years.! ) :

We will deal with gross margins as a per cent of sales. We are concerned
with price spreads looked at in this way because the business community and
others watch changes in these gross margins and are concerned with what lies
behind the changes they observe.? The changes in gross margins expressed as a
per cent of sales have little meaning by themselves but they are for many a con-
venient vehicle for analyzing the effects of changes in value of sales, costs of raw
materials and changes within business firms.

3. The Components of Gross Margins, From Financial Records

The Dominion Bureau of Statistics Operating Results of chain food stores,
independent food stores and food wholesalers provide a gross margin as a per cent
of sales, and also provide a breakdown of the various components of this margin
in considerable detail. A breakdown can be obtained from the D.B.S. reports on
the food processing industry, but information is not available for many of the
expense items. The components in these breakdowns include the following.

Payments to Firms in Other Sectors of the Economy

Firms in food marketing buy from other firms goods and services required in
the marketing of the food products which they handle. Grouping expenses into
such a category as this is arbitrary and can only be done with thosc expenses

1 The Dominion Bureau of Statistics, in its studics of operating results of food retailers and
wholesalers, obtains information by a questionnaire sent to a sample of firms. L

2 Sce, for example, the November 22, 1958, issue of Canadian Grocer and the question on the
cover: “The chains; What's Behind the Mounting Gross Margins™? .* ° T R
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which are reasonably well defined. We include here such items as real estate
taxes, licences, insurance, supplies (other than raw materials), advertising, travel-
ling, communication and delivery. We group these payments to other firms because
the price of these goods and services is largely determined in the economy at
large. o

E arm’ng.s: _of Employees

This represents the payment of salaries and wagés and erriployees’ benefits
by the firms to their own employees. It is a much more specific expense than some
of the other groupings of expenses. : :

Other bpefai:’ng Expenses

In conducting business, firms incur other operating expenses which we group
under the heading, “Other Operating Expenses”. - We include here the items for
occupancy, repairs and maintenance, depreciation, bad debt loss, and all other
expenses. As with the first category, this is an arbitrary grouping and will obviously
include a number of payments that are made to firms in other sectors. ~

Net Operating Profit

The above three categories make up the total operating expenses, which, when
deducted from the gross margin, give the net operating profit. (In the case of
individual proprietorships, this is the last step we can take. For these businesses
we obtain at this point the net operating profit before deduction of proprietors’
salaries and income tax.) o o o

Non-Trading Income and Expenses

The firms may have non-trading income in the form of interest earned, net
revenue from rentals, financing charges, delivery charges made to customers and
bad debts recovered, revenues from investments and other non-trading activities.
The firms may also have non-trading expenses in the form of interest expenses and
any other expenses not pertaining to the business. : :

Net Profit Before Income Tax

Taking the net operating profit, adding non-trading income and deducting non-
trading expenses, we obtain the overall net profit before income tax. (If we consider
this in relation to investment, we obtain the rate of return on investment before
taxes.) t

Corporate Income Taxes

We are concerned here with corporate income tax payments, as they are
a component of price spreads whether they are measured by gross margins or
in some other manner.

Net Profit after Taxes

This is the overall net profit after deduction of corporate income taxes. (If
we consider this in relation to investment, we obtain the rate of return on investment
after taxes.)
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4. 'The Sources of Information on Gross Margins and Components

~ The Dominion Bureau of Statistics publishes every second year (the even-
numbered years) Operating Results and Financial Structure of Retail Food Stores
(Independent) and also (in the odd numbered years) Operating Results of
Chain Food Stores and Operating Results of Food Wholesalers. These reports
cover a sample of firms in each group, with a breakdown in sufficient detail to set
out most of the items referred to in the previous section, at least down as
far as net operating profit. ‘ : ' :
~ For food processing, reports are published each year by the Dominion
Bureau of Statistics on the Foods and Beverages Industry, with separate reports
on the various sub-groups in this industry. In each of these reports, a summary
table contains the following aggregate estimates for the industry-or sub-group:
salaries and wages; cost of fuel and electricity; cost at plant of materials used;
and selling value of factory shipments. From the cost of materials, it is possible
to extract the cost of packaging materials and containers. These data enable
the computation of a measure along the same lines as the “gross margin” presented
for food retailing and wholesaling, and a breakdown into certain of the components;
the breakdown is not comparable, however, to that for firms engaged in food
distribution. Coe o

In addition to these data, the Commission received returns from questionnaires

sent to over one hundred firms engaged in food processing and distribution.

Financial returns from these firms covered the period from 1949 to 1957. These
returns were useful in supplementing the estimates of gross margins obtained from
D.B.S. data and in providing additional detail on particular types of expenses.
These returns also provided additional information on corporate income tax
payments and net profits after taxes. From this information, rates of return on
investment before and after taxes were obtained. ' -

In using data from both of the above sources, there are difficulties arising
from the lack of comparability between the categories of expenses listed by
different firms. This sets limits on the degree to which analysis of particular ex-
penses can be pursued. Also, in grouping firms, the dissimilarities of their businesses
may reduce the value of the resultant estimates. S o :

There are certain types of firms for which it is difficult to obtain data because
of the nature of their operations. For example, the Commission did not attempt
to obtain additional data to that obtained by the Dominion Burcau of Statistics
on independent retailers. And neither the Commission nor the Dominion Bureau
of Statistics has available information on operating results of assemblers of primary
products, agents or brokers. ~
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CHAPTER 2

GROSS MARGINS AND COMPONENTS, 1948 TO 1957

1. Gross Margins: 1948 to 1957

Retailers

Gross margins in food retailing have averaged around 15% to 20% of retail
sales. They are relatively low for grocery stores, higher for combination stores and
highest for meat and fruit and vegetable stores. The margins for combination
stores are higher than for grocery stores because of the inclusion of meats. Similarly,
the higher margins in meat and fruit and vegetable stores are occasioned by the
fact that they specialize in products that are relatively perishable. (Table 9.)

Gross margins for chain stores have been 1% to 2% of sales above those for
independent stores of similar type except for meat stores where the difference was
slight. These higher margins in the chains are mainly a result of the fact that they
buy further back in the marketing stream and perform their own - wholesaling.
In the case of meat stores, where the difference was slight, the addition of the
wholesaling function has less effect because in neither the chains nor the independ-
ents does the meat move into and out of a wholesale warehouse, but in most cases
comes directly from the packing plant to the individual retail outlet. .

During the period from 1949 to 1957,! there were a number of changes
in retailers’ gross margins as a per cent of sales. There was little increase until
1951 or 1952. Since then margins have tended to increase for all categories. For
the combination stores, both chain and independent, which in 1951 accounted
for well over one-half of the sales of all food stores, gross margins have increased
throughout the period, with the increase being greater for the chains. The increased
handlmg of non-foods in combination stores, with their attendant hxgher markups,
isa factor in the increasing gross margins.

Wholesalers

The gross margins of wholesalers as a per cent of sales at wholesale are con-
siderably lower than those of retailers, and the differences would be even greater
if the gross margins were expressed in relation to sales at retail. Within wholesaling
the gross margin for fruit and vegetable wholesalers is considerably greater than
for grocery wholesalers. The greater degree of perishability and handling of the
products of the former group accounts for a large part of this difference. (Table 9.)

—

11948 to 1956 in the case of independent stores.
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Table 9—“Gross Margins”, Food Retailing and Wholesaling

Group 1948 1949 1950 1951 1852 1053 1954 1955 1956 1957
Per Cent of Sales
Retailerss o . o coon :
Chain Combination Stores®.............. 15.6 15.8 16.5 16.5 17.4
Chain Grocery Stores.....ccoevevieanenes 18.0 13.5 15.0 16.0 15.0
Chain Meat Stores.......c.cociieiarennee 17.6 15.8 n.a.* 18.8 20.2
Independent Combination Stores........ . 14,8 L 149 -14.8 15.1 15.4
Independent Grocery Stores.............. 14.0 14.4 "13.9 14.4 14.8
Independent Meat Marketas.............. . 16.6 16.1 17.8 18.9 19.6
Independent Fruit and Vegetable Stores.. 17.5 17.5 17.7 18.4 19.4 B
Wholesalerss
Grocery Wholesalers.............. rerereans 7.7 8.0 7.7 7.2 6.8
Fruit and Vegetable Wholesalers ......... " 10.6 11.3 1.8 11.5 12.1

*We have shown here the results for all of the firms reporting. For the independent retail stores and
the wholesalers, the results are affected to some extent by the fact that different ﬁrms report in different
years, but the general trend is not distorted.

bThese are the average results for chain combination organisations of All sizes. The changes differ
for firma in different size groups: for those with sales under $10 million, gross margins have not inc!
over the period; all of the increase has been accounted for by the firms with sales of $10 million or over. )

*n.a. = not available.
Sovrce: D.B.S. Operating Resulls.

Gross margins of grocery wholcsalcrs, by far thc largcst group accordmg to
sales volume, declined during the period from 1949 to 1957, while gross m:u’gms
of fruit and vcgctablc wholesalers increased somcwhat.‘ :

Proce::or:

Informauon on firms engaged in food processing is pubhshcd annually by
the Dominion Bureau of Statistics in the reports on the Foods and Beverages
Industry. We are concerned here only with firms that process food products of
agricultural origin. Thus, from the Foods and Beverages Industry, we exclude for
the treatment in this part the information on fish processing as well as on beverages,
animal feeds and confccnoncry

Firms engaged in food processing purchasc agricultural raw matcmls and
sell food and other products obtained as by-products. These firms may also
process other products. Also, some of the raw materials are imported and some
of the processed products are exported. However, the main activity of most of
the firms in this industry is directed towards processing Canadian food products
for use in domestic consumption. Therefore, gross margins in the food industry
as defined abovc, and in the various sub-groups, arc of considerable assistancc in
interpreting price spreads. ,

11f we take the gross mamn of the grocery wholeulcr. vuh the appropriate adnmmmt for the
different level of selling prices, and combine it with the gross margin of the independent combination
store, we obtain an overall gross margin of 21.1% of sales in both 1949 and 1957. In the case of
the chain combination store, which we discussed easlicr, the gross margin increased from 15.6% of
sales in 1949 to 17.4% in 1957,

Similar changes took place In the period from 1924 to 1930, an carlier petiod uhm chain food
stores increased their relative share of the retail food business, Their gross margins increased from

182% in 1924 to 19.1% in 1930, while those for the wholesaler-retailer system declined from
30% 1o 26%. (Report of the Royal Commission on Price Spreads, 1935, p. 217.)
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The gross margins were obtained by taking the difference between the cost
at plant of raw materials’ and the selling value of factory shipments, and stating
this as a per cent of sales. - - o . .

The results in Table 10 indicate that the gross margins for the food processing
industry are considerably greater than retailers’ and wholesalers’ margins; how-
ever, it should be noted that the margins are expressed as a per cent of sales at
the processors’ level. ' : el L

For the food processing industry as a whole, the gross margin ranged from
30% to 37% of sales during the period 1949 to 1957. However, there was a
great variation between the sub-groups, with the range from 66% to 769, for
the breakfast foods industry, from 16% to 26% for the slaughtering and meat
packing industry. There are a number of products, such as fresh produce, eggs
and milk for fluid consumption, that do not undergo processing to any great
extent; firms engaged in handling these commodities are not included in the food
processing industry.2 . ‘ o :

- Table 10—“Gross Margins",* Food Processing

Industry 1949 1950 © 1951 1952 ° 1053 - 1954 1955 1956 1957
) e , PerCenlofSalca.{J i
Foods and Beverages Industry® 30.4 °;30.7 30.2 34.1 °'35.0 . 35.7 ° :37.4 - 36.8 . 36.6.’
Meat Products.....eeveeeeenen. . 18.1 170 “18.2- 219 2.7 227 258 244 23,9 .
Dairy Products..... cesnsesens . 205 2.6 282 30.2 307 . -3L2 314 317 29.6 ;
Bakery Products......ccovuuen 3.1 522 530 855 56.2 85,5 56,1 54.5 55.2
Four Mills........ ceseesssennne 16.9 19.7 208 203  21.2- 221 23.0: 220 23.8
Fruit and Vegetable . . - : : o
Preparations.......ccccu..n.. 6.3 635 63.7 658 648 . 63.5 641 63.6 61.1
Sugar Refineries......co0e0eess 22,0 27.9 26,3 32.0 © 37.3  36.2 C3L7 28.2 313
Breakfast Foods.............. . 66.0 - 67.7 67.4 70.7 - 73.6 :75.4 - 765 - 749 73.1

¢ The *‘gross margin'’ was obtained by taking the cost at plant of materials used (excluding packaging
materials and containers) as a per cent of selling value of factory shipments, the residual being the gross
margin.  To the extent that materials other than raw materials are included, this procedure results in an
understatement of the gross margin. Toooe ; . : Lo

*Excluding beverages, animal feeds, confectionery and fish processing, = )

Sotrce: Computed from ‘D.B.S. reports on the Foods and Beverages industry.

During the period from 1949 to 1957, gross margins in the food processing
industry increased from 30.49, to 36.69% of sales, with the sharpest increase
taking place in 1952. (Another way of stating this is to say that the cost at plant
of raw materials as a per cent of sales declined from 69.6% to 63.49%.) Part of
this increase was occasioned by shifts in relative prices (which we discussed in
Part T). There have also been a number of shifts towards increased ‘processing

of foods these have been referred to as increased built-in maid service.

1 From the cost at plant of materials used, only the cost of packaging materials and containers
was deducted. To the extent that jtems other than raw materials remain in the materials figure, this
procedure results in an over-estimate of the cost of raw materials and an understatement of the
“gross margin™, . C

2The Dominion Bureau of Statistics included data on fluid milk distribution in its 1957 report

on the Dairy Products Industry.
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The sharp increase in gross margins in 1952 was centred in the principal
processing field—slaughtering and meat packing. The other areas where gross
margins increased considerably over the period from 1949 to 1957 were flour mills
and breakfast foods; in these the increases were spread over the period.

Summary

Over the period 1949 to 1957, retailers’ gross margins increased, with the
greatest increase occurring in chain store margins. Margins of grocery whole-
salers, the main wholesale group, declined as a per cent of sales, and margins of
processors increased considerably. As a result, there has been a general increase
in overall gross margins.! o o

2. Components of Gross Margins: 1948 to 1957 .

We have dealt in the previous sections with gross margins for food retailers,
wholesalers and processors. These gross margins, as a per cent of sales, have
been used by many as a point of departure for the consideration of changes in
food marketing. As we have indicated, they do serve to focus attention on the
effects of changes, such as shifts in functions or the increased degree of processing
of food products.

We might also consider the various components of gross margins in relation
to sales or as porportions of the gross margins. These approaches were implied
in several of the submissions received by the Commission at its public hearings.
For example, we have the following two references: :

" “For wages and salaries to have contributed to the price spreads of food

products, it follows that they would have had to increase their proportion

relative to sales. Table 9 (below) shows that this has not been the case.

Wages and salaries have remained relatively constant over the period 1946

to 1956, and in the last three years were slightly lower than the average for

the entire period.”? e o ‘

“Figures derived from Taxation Statistics published by the Department
of National Revenue show that the profits (after taxes) of all fully tabulated
companies rose from 4.1 per cent gross sales or revenucs for 1949 to 5.1
per cent in 1950, and dropped to 3.3 per cent in 1955 (the latest year for
which such figures are available). o

In the light of the current squecze on profits, it becomes obvious that
cost increascs, including taxes, must of necessity be reflected in higher prices.
The sole alternative is a loss of profit which, if continued, leads to cventual
bankruptcy.” S

We believe that any such consideration of the componcnis of gross margins
is of limited usc because of the difficulty in interpreting the changes observed.

1 Taking the gross margins of the processor-chain combination store and combining these as »
per cent of retail sales, the Increase has been from 41% In 1949 to 48% in 1957. Taking the processor-
grocery wholesaler-independent combination store, the increase has been from 45% to 30%. Scc
also footnote 1, p. 88. .

2 Submission of the Canadian Congress of Labour, Proceedings, p. 3895,

46' ‘gubminion of the Executive Council of the Canadian Chamber of Commerce, Proceedings.
p. . s :

1
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While we do not consider the analysis of the changing components of gross margins
as a fruitful approach for dealing with the causes of changing costs in food
marketing, we do find it helpful to look at the relative magnitude of the various
components in order to understand the impact of changes in wage rates and rates
of return on investment with which we will deal later in this part of the report.
We have set out in Tables 11 and 12 the gross margins in 1957 for chain
and independent combination stores, grocery wholesalers and various groups of

food processors, and also the components expressed as a per cent of gross margins
for the years 1949 to 1957. : N

Table 11—Components as Proportions of Gross Margins, Food Retailing and Wholesaling
- ‘ 1949 and 1957* ‘ '

Gross Margins

as a Per Cent ) "
of Sales Per Cent of Margin 1949 Per Cent of Margin 1957
‘ Earnings Earnings
. of Em- Other of Em- Other
Group 1849 1957 ployees Expenses”Profit"® ployees Expenses*Profit’®

Chain Combination Stores..... 15.6 17.4 52.6 3.4 160 - 43.7 35.7 20.6

Independent Combination s - :
Stores........... teseasecacss 14.6 15.4 @ 33.6 36.2 30.2 28.4 - 40.8 30.8

Grocery Wholesalers........... 7.7- 6.8 ° 5i.5 3.7 7.8 53.9 36.8 7.3

® 1948 and 1956 for independent combination stores. N

b *“Profit** for the chain combination stores and grocery wholesalers is the “net operating profit”
while for the independent combination stores it is the “net operating profit before deduction of proprietors
salaries and income tax’’,

Sotrcx: D.B.8. Operating Resulls for chain and independent food stores and for food wholesalers.

Table 12—Components as Proportions of “Gross Mtrgins",‘Food Processing, 1949 and 1957

*“Grosas Marginas'’
as ‘lPSez:l Cent  Per Cent of Margin 1049 Per Cent of Margin 1957
of Sales

Other Other

Esxpenses xpenses

Salaries Packag- and Net Salaries Packag- and Net

and ing Ma- Operating and ing Ma- Omfgiu
t

- Group 19049 1957 Wages terials Profit Wages terials -

Foods and Beverages Industrys 30.4 36.6 36.3 17.8 45.9 37.2 20.0 42.8
Meat Products.......... vesesss 181 23.9 41.9 10.3 47.8 44.9 11.0 4.1
Dairy Products............... 27.5 29.6  39.7 14.3 46.0 42.6 17.1 40.3
Bakery Products.............. 53.1 55.2 47.8 3.6 48.6 51.2 4.9 43.9
Flour Mills, ........... sesesess 169 23.8 20.3 36.7 34.0 31.3 26.4 42.3
Fruit and Vegetable

Preparations.......eceeveen. 63.3 61.1 25.3 37.0 37.7 26.9 43.3 29.8
Sugar Refineries............... 27.0 31.3 23.0 13.7 56.3 25.0 12.1 62.9
Breakiast Foods............... 06.0 73.1 21.0 20.0 59.0 21.0 19.4 59.6

¢ Excluding be , animal feeds, confectionery and fish processing. SR
Somxc:: l(l}gmp:mr;m D.B.S. reports on the Foods and Beverages industry,:
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It can be observed from the tables that firms engaged in food distribution
have a thher proportion of their gross margins in the form of labour than the
food processing firms as a group. (For the independent combination stores, part
of the labour input is contained in the “profit” figure which includes the retun
to the individual proprietor.) Within the food processing group, there is con-
siderable variation; the bakery products firms are relatxvely labour-mtcnswc, while
the breakfast foods firms are not. ‘

* With the breakdown provided in Tablcs 11 and 12, 1t is difficult to com-

ment on what types of firms utilize relatively high amounts of capital in relation
to labour.
v In the food processing group, packaging materials and containers are shown
as a separate item. The fruits and vegetables processing group has relatively high
expenses for packaging materials, while these expenses are relatively low for the
bakery products group.!

Between 1949 and 1957, there have been some changes in the proportion
of gross margins represented by the various items. In rctzuhng. earnings of em-
ployees now account for a smaller propomon of the margm Other expenses and
profits now account for a greater proportion. This shift is probably associated with
the rapxd development of the supcrm:ukct typc of outlet which represents a sub-
stitution of capital for labour.

For the wholesaling and processing ﬁclds 1t is difficult to draw any general
conclusions as to changes from these data. In wholesaling, labour costs account
for a slightly greater part of the margin. In processing, there is a light increase in
most groups in the proportion_accounted for by salaries and wagss and, except
for flour mills, sugar refineries and breakfast food firms, costs of packagmg mate-
rials and containers account for a greater proportion of the gross margin.

1 1n spite of this, the submission of the National Council of the Baking Industry at the public
hearings laid considerable stress oa the increases in the cost of packaging materials,
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CHAPTER 3

SALARIES AND WAGES, TAXES, AND RETURNS
ON INVESTMENT :

We have considered gross margins in relation to sales. This is a type of
measure of price spread and as such we are interested in it. We have also noted
certain shifts that have taken place in the components of gross margins. These
shifts reflect the changes taking place in food marketing.” :- :

We are also interested in the rates of return and changes in these rates for
wage eamners and investors; we are, therefore, concerned with changes in wage
rates and fringe benefits and with changes in rates of return on investment. We are
also concerned with changes in corporate tax rates because investors receive only
those returns remaining after these taxes are paid. - B

In considering rates of return to resources employed in food marketing, it
should be observed that particular industries do not operate in isolation: they com-
pete with other industries for supplies, labour and capital. The mobility of labour
and capital is not such that there is at any time equivalence between prices paid
for similar but not identical supplies, between wages of labour in alternative em-
ployment, or between returns to capital in different industries. However, the desire
of suppliers to find and exploit the most promising outlets, the disposition of labour
to compare earnings in other occupations, and the concern of investors to apply
their capital to the most profitable enterprises all tend towards equivalence of the
prices of close substitutes, the earnings of labour and the returns to capital. -

We can take it that the prices paid by the food industries for such supplies
as packaging materials and containers have moved up along with prices charged
to other industries by the firms producing these materials. Our analysis of the
earnings of labour in the food industries will disclose how closely the increase
in earnings of labour in these industries has paralleled the changes in labour earn-
ings in other occupations. Our analysis of the return to investment in the food
industries will show whether returns to capital in these industries have advanced
more or less rapidly than the returns to capital in other industries. - -

- " 1. -Salaries and Wages

In the preceding section, we have referred to earnings of employees in rela-
tion both to sales and to gross margins without analyzing the effect of various
factors on labour costs. Here we are concerned with . evaluating the effect of
changes in wage rates, hours of work and other factors on labour costs.

Retailing ‘ S I T

Most of the labour force engaged in food retailing, apart from the self-
employed, receive payment in the form ‘of ‘wages. About 95% of chain store
employees are hired on this basis; most of the remaining 5% who receive payment
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in the form of salaries are employed in head offices. In 1957 the five major chains
employed 32,000, of which over 31,000, were working in stores, warchouses and
plants. Of these 31,000, a considerable number were employed on a part-time
basis. The pmporuon that held part-time jobs was 41% in 1957, an increase
from 33% in 1949; many of these were mamcd women who worked as cashiers
and in other jobs in supcrmarkets

Salaries in food retailing, as in other ﬁelds, are dxﬁicult to define quantitatively.
For independent retailers it is not possible to draw any clear distinction between
salaries and returns from the investment in the business. For chain store organi-
zations, salaries are supplemented by allowances and profit-sharing arrangements.
In addition, salaries vary widely within each chain store organization. These
factors, along with the fact that additional employees in salaried classifications
have been added in recent years at the lower levels, render it impossible to draw
any conclusions from increases in average salary levels for all salaried cmployees
in a firm.

Wage rates in food rctaxlmg vary considerably because of the wide range in

type of work. Retail organizations hire store managers, clerks for meat, grocery,
produce and other departments, cashiers and other employees to work in the
retail stores. In addition, chain store organizations hire employees for jobs in
their warehouses and plants. For most of these employees wagcs are established
on a weekly basis.
) The replies to the Commission’s qucsuonn:urc mdxcatc that dunng the period
from 1949 to 1957 weekly wage rates paid by chain store organizations have
increased about 50% or at about the same rate as for retail trade as a whole and
for food processing. Data collected by the Department of Labour indicate that in
October, 1957, the average wages of grocery clerks ranged from $39.00 per week
in St. John'’s to $69.00 in Vancouver and Victoria; for women cashiers, from
$29.00 in St. John’s to $55.00 in Victoria. The standard work week varied
considerably, from an average of 49 hours in Quebec City to 40 hours in Winnipeg,
Edmonton and Vancouver. Further details are provided in Table 13.:

In a previous section we noted that, in food retailing, earnings of cmpIO)ccs
now account for a smaller proportion of the gross margin than in 1949. Increases
in wage rates have been offsct to a considerable extent by savings in the use of
labour. These savings are particularly evident in the shift to a higher proportion
of food bemg sold through self-service supcrmatkcts The change to supermarkets
results in a substitution of capital for labour; in addition, part of the work is
transferred to the customers who themselves pick out the food items from the
shelves.

Wlnole:aln" ng

We have little pubhshcd information with which to cvaluate the effect of
such factors as changes in wage rates and hours of work on labour costs in food
wholesaling. The Department of Labour publishes information on changes in
average wage rates for all wholesole trade, of which food wholesaling is a com-
ponent. This information indicates that weekly wage rates increased by 66%
between 1949 and 1957, as compared with an increase of 49% for all retail trade.
For food retailing, we noted that weekly wage rates have increased by about 50¢%.

H
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Table 13—Average Standard Hours and Rates of Pay per Week in Food Retailing,
" R “October, 1957 ) :

Average " ‘
Standard Grocery Meat Produce
. Hours per  Cashier Clerk Cutter Clerk
Locality Week Female Male Male Male
: (hours) $) (€ )7 ¢ § $
Newfoundland ¢ ) ¢ ®
St. John's..... ST R IR . 43.8 ) 28.58 38.88 n.a. na.
Nora Scolia . . ’
HalifaX.cveeeesoosorssoncscsccccsns vees 47,2 32.25 43.85 56.29 44.00
Quebec R : T : c
Quebec City..civvarnenrnoassoensonnsas 48.6 41.44 '54.39 62.98 n.a.
Montreal....... tissesssessensancesronne 45.2 . 40.76 52.84 . 64.02 55.22
Ontario T .. o
Ottawa... 45.3 48.62 56.08 66.76 52.85
Toronto.. 44.5 . 51.08 . 61.79 " 69.21 56.16
Hamilton 4.7 46.06  59.41 71.77 58.11
London....... eeee 45.1 . 80.72. ... 65.09 ... . 68.34. 55.38
Windsor....veeeerenenneen eressasasenee o 45.1 52,42 62.98 . 69.17 - 56.07
Manitoba - . . ..
Winnipeg.eseeaes seessecassavsssssasenns 40.0 . 43,31 53.17 n.a. n.a.
Saskatchewan . T R .
REZiDReuraseaoncesssssorcssosvessncees 409 43.11 - 51.95 62.37 n.a.
Alberta ’
CAlZArY...ceeeeseccssnsannsscssseasess  40.1 41.18 60.06 63.60 65.27
Edmonton..e.esecscncesosossssnasssses - 40.0 . 48,60 - DB 74.09. .. . na.
British Columbia 3
VANCOUVEr..canseee 40.0 53.38 - - 68.73 77.00 -  na.
Victoria...oiveersnsvocens 40.2 55.12 69.25 7.12 - na.

n.a. = Not available, ~ - o ) . . S :
Soorce: Wage Rates and Hours of Labour, October, 1957, an annual publication of the Economics and
&wﬁ:chlglsrsu):ch. Department of Labour, Ottawa. - (Data on food retailing shown separately since

tober, . oo - A .

The lower rate of increase in food retailing stems partly from the use of an increasing
number of part-time workers in food retailing for whom the rates of pay are lower
than for full-time workers.t T S

- As we observed carlier, earnings of employees in food wholesaling accounted
for a slightly greater proportion of the gross margin in 1957 than in 1949. While
food wholesalers have made a number of changes in their operations that have
resulted in savings in the use of labour, these have been less significant than in
food retailing. One of the changes has been the institution by many wholesalers
of cash-and-carry warehouses (with or without self-service) for the smaller
retailers. - oo e

Processing

In food processing, as in other industries, most of the labour force receive
payment in the form of wages. The proportion is about 809, for food processing
as a whole and varies from 85% in firms producing bread and other bakery
products to 719 for flour mills. (See Chart 11.) R -

-

1 Mr. Bainard of National Grocers, & food wholesaling ﬁrm. indicated .tha:t their wage rates in
the Toronto area increased about 60% in the 10-year period, presumably from 1949 to 1958.
(Proceedings, p. 2970.) ” . ’ ) o '
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CHART 11

CHARACTERISTICS OF EMPLOYMENT IN FOOD PROCESSING,

1956.

PROPORTIONS OF EMPLOYEES WHO RECEIVE PAYMENT IN THE FORM OF WAGES.
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- Gross Margins and Returns to Labour and Capital

Most of the wage earners in the food processing industry are male (749%p) but
the proportion varies considerably, from a high of 95% for flour mills to a low
of 519 for firms processing fruits and vegetables. c

The regularity of employment depends on the flow of the raw materials to
the firms engaged in the various types of food processing. For two groups, fruit
and vegetable processors and sugar refineries, there is a high degree of seasonal
variation in employment of production.workers. The types of firms ‘'with the
least seasonal variation in employment are flour mills and bakeries.

As we have indicated previously, it is difficult to deal with salaries because
of other considerations that may be involved in the returns to employees who
receive payment in the form of salaries. Nevertheless, some indication can be
obtained from the increase in average salaries paid to the 209 of the labour force
in the food processing industry that are paid on this basis. During the years 1949
to 1956, average salaries in this industry increased 50%. The increase was
greatest in firms producing breakfast foods (709) and lowest in flour mills and
sugar refineries (36%). ‘ Cel » :

Wages in food processing are usually paid on an hourly basis. A wide range
in type of occupations and rates of pay exists in food processing. The lowest
wages are paid to female workers such as cake icers ($0.95 per hour), wrapping
machine operators for bread and cake ($1.10) in firms producing bread and
other bakery products, and bacon wrappers and packers in meat packing ($1.34).
Male employees typically receive higher wages as, for example, oven-men ($1.45)
and breadbakers ($1.49) in bakery firms, wheat cleaners ($1.51) and sifter
opérators ($1.65) in flour mills, and ham trimmers ($1.68) and butchers ($1.83)
in meat packing firms. The highest-paid wage earners in these firms are usually
in jobs not special to the foods industry as, for instance, automotive mechanics
($1.58) hired by bakery firms, millwrights ($1.75) and electricians ($1.78) hired
by flour milling firms, and machinists ($2.03) and steamfitters ($2.03) hired by
meat packing firms. The number of workers in occupations such as these in food
processing firms is small. In the dairy products industry, wage rates are quoted
on a weekly basis and range from $40.46 for female packaging operators, to $57.25
for buttermakers, to $81.73 for stationary engineers, second class. 1

We turn now to a consideration of labour costs and returns to wage earners
and we will consider regularity of employment in food processing, levels and
changes in hourly earnings, hours of work per week and weekly wages. The data
drawn from the Review of Man Hours and Hourly Earnings, 1 946-57, published
by the Labour and Prices Division of the Dominion Bureau of Statistics, include:
payments for overtime work; cost-of-living, incentive or production bonuses paid
at regular intervals; and amounts credited to wage-earners on leave with pay.
First, we deal with changes in earnings between 1949 and 1957 and then we deal
with the level of earnings in 1957. (Table 14.) ‘ ’

During the period from 1949 to 1957, average hourly earnings in the manu-
facturing industry as a whole increased 62%. In the foods and beverages processing
industry the increase was about the same, 61%. In each case the decline in the

1 Rates of pay for the various occupations are obtained from Wage Rates and Hours of Labour,
Department of Labour, Ottawa, October, 1957, and are averages for all of Canada. Overtime earnings
are not included but the rates include cost-of-living bonus payments where applicable,
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average work week was 1.9 hours, or about 5%. As a consequence, weekly wages
rose by a lesser amount, 55% for manufacturing as a whole, and 53% for the
foods and beverages industry. While these increases have differed slightly, they
do illustrate the fact that firms engdged in food marketing hire labour in com-
petition with firms in other sectors of the economy and must meet the general
increases in wages that occur.

By 1957, the level of weekly wages for the foods and beverages mdustry
was $55.93, or 16% below the level of wages for manufacturing as a whole, As
firms producing distilled malts and liquors had the highest wages in the foods
and beverages industry, an average for the foods group alone would be somewhat
lower. Within the foods group there is considerable variation, ranging from $45.36
per week in fruit and vegetable processing to $66.44 in meat packing. It should
be noted that in fruit and vegetable processing many of the workers are women
hired on a seasonal basis. P

Table 14—Changes in Hourly Earnings, Hours of Work, and Weekly Wages in Food Procewng
in Relation to All Maanufacturing, 1949 to 1957*

1949 to 1957 1957

Average

Increases ' Decreases TInereases Average Iours
in Hourly in Hours in Weekly = Weekly Wonagedk per
e

Iadustry Earnings per Week  Wages Wages
. (%) - (hours) (%) ® (hours)
All Muufacturmx .......................... 62.3 1.9 55.0 . 64.64 - 40,4
Foods and Be 60.6 1.9 53.4 . 55.93 40.5
Distilled Mnlts vees 740 - 2.1 65.3 72.50 39.9
Meat Products........occvecrvncnicasannnse 56.8 2.4 43.0 66.44 40.0
Grain Mill Products 60.1 2.8 49.7 62.28 41.6
Bread and Other Bakery Products......... 63.6 1.1 89.5 54.40 42.8
Fruits and Vegetables........ccovvvnvnenenn 57.6 0.4 56.0 43.36 39.0

sAll data in this table are based on annual nvex"ages for hourly-rated wage earners,
Sovrce: Review of Man-Iours and Hourly Earnings, 1948 lo 1957, Labour and Prices Division, Dominjon
Bureau of Statistics.

Increases in weekly wages between 1949 and 1957 have been greater for
the groups with a lower level of wages. An increase of 56% in weekly wages in
fruit and vegetable processing has taken place, with the hours worked per week
staying at about the 1949 level. In the bread and other bakery products group,
there was a 60% increase in weekly wages after taking account of a slight decline
in the average number of hours worked per week. In meat packing and the proces-
sing of grain mill products, where the weekly wages are above the average for
the foods and beverages industry, weekly wages have increased 48% and 50%
respectively, after taking account of declines in the hours worked per week.

In the foods and beverages industry between 1949 and 1957, the number
of employees increased by 8% . During the same period, there was a 36%% increasc
in the volume of production,! the net result being a 26% increase in output per

P 1 We use here the revised Index of Industrial Production, published in D. B. S. Reference Papcr
.502, 1958.
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worker. This has accompanied a considerable degree of investment in the industry.
We have indicated above that average weekly wages in the foods and beverages
industry increased 53% between 1949 and 1957. We have observed previously that
earnings of employees as a proportion of the gross margin have increased only
slightly from 36.3% to 37.2%. (See Table 12.) Thus, while labour costs per
unit of product have increased, other costs and profits have also increased to
about the same extent.

For food marketing as a whole, earnings of employees increased about 50%
between 1949 and 1957. During the same period the consumer price index in-
creased 21.9%. Thus, real eamnings of employees in food marketing have in-
creased by about 23%, or at an average rate of 2.6% per annum. This increase
in real incomes is slightly greater than for Canadian consumers generally which,
as we noted in Part I, was about 2% per annum.

A

2. Taxes

There are a number of taxes incurred by business firms which are treated
in much the same way as any other business expenses. These include property and
other taxes and business licences. Most foods are exempt from sales and excise
taxes. In arriving at its net profits, the firm deducts these several types of taxes
from its revenues, along with other expenses. This net profit can be related to
investment and rates of return on investment computed In the oorporate sector,
however, corporate income taxes are applied to the net taxable income, and the
effective returns on investment are those after the payment of these corporate
income taxes. Indeed, businessmen to a considerable extent view these taxes as
an item of cost similar to other items of cost.!

Table 15—Rates of Tax on Taxable Income of Corporations, Canada, 1949 to 1957

Tax as Proportion
© O of Taxable In-

come for Corpora-
- Security tions Engaged in
Year : Corporate Income Tax Tax Food Marketing®
: : (%)
1949  109% on first $10,000, 33% on the remainder...... None 33
1850%  15% on first $10,000, 35% on the remainder.. None 34
1931  15% on first $10,000, 45.6% on the remmder None 42
1952 209 on first $10,000, 50% on the remainder.. 2% ' . 48
1953 18% on first $20.000, 47% on the remainder. .. 2% 43
1954  20% on first $20,000, 47% on the remainder. . 2% 45
1955 20% on first $20,000, 47% on the remainder 2% 41 .
1856 209 on first $20,000, 47% on the remainder. . e 2% 43
1957 20% oa first $20,000, 47% on the remainder.. . ccveiiiereiscnnecenss 2% 41

s Computed from data provided in Taration Statistics.
® The same as 1949 until September, when the increases took effect.
SoUrce: Taration Statistics, Department of National Revenue.

——

1See, for example, the submission of the Winnipeg Chamber of Commerce, Proceedings, p. 932.
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In considering rates of return on investment in the corporate sector of food
marketing, we are interested, therefore, in the level and in changes in the level
of corporate income taxes. The rates of corporate income tax increased in the
ear]y part of the 1949 to 1957 period, and have remained at levels close to 50%
since then. The specific rates on taxable income are summarized in Table 15.

The effective rates are somewhat below this because of particular provxslons
in the tax legislation. For corporations engaged in food marketing, corporation
taxes and old age security taxes in total have ranged from 33% to 48% of taxable
income during the years 1949 to 1957. The proportions are provided in Table 15.
The ratio of taxes to taxable income increased to a peak in 1952 and 1953 and
has since declined.

3. Net Profit After Taxes as a Return on Investment

The net profits of corporations engaged in food processing, wholesaling and
retailing are provided in Taxation Statistics, published annually by the Department
of National Revenue. Between 1949 and 1957 the aggregate profits after taxes of
all corporauans engaged in food marketing increased from $60 million to $101
million.! This increase is influenced, of course, by the variations in tax rates we
discussed in the previous section and also by the shift that has occurred towards
the corporate form of organization.

We could observe the relatlonshxp of corporate profits, after taxes, to sales
or as a proportion of the overall price spread as measured by the marketing bill
in Part IV. We would observe some decline in profits in relation to these mag-
nitudes. This fact, however, is of little help in looking at returns to capital invested
in food marketmg Ir: 2 period of expanding general economic actmty and gcncmlly
rising price levels, rates of return on investment may remain stable or increase
even though profits after taxes are declining in relation to sales. In such a period,
the volume of business done by firms may be expanding rapidly.

Measures of Investment

In order to consider rates of return on investment, it is necessary to measure
the investment with which nct profits after taxes are associated. We use here as a
measure of investment the “sharcholders® equity” which is the total of the valuc
of the capital stock plus the undivided surplus. This docs not indicate the total
investment in the corporations. Bonded indebtedness and bank loans, for which
interest payments are made, also reflect investment. We limit our consideration
here to the sharcholders’ investment and the ratcs of return on this investment,
and to the incrcases that have taken place in investment by sharcholders. This
investment may take place through the rctention of earnings by the corporation
or by the issuing of new shares.

1 In order to give some perspective, we refer the reader 1o Part IV, where we indicate that the
overall farm-retail marketing bill increased from $900 million in 1949 to $2,132 million in 1937,
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Rates of Return on Investment

We are interested in rates of return on investment in various phases of food
marketing in- relation to other sectors of the economy. We have assembled
information on the actual rates of return and on changes within the various groups
of firms cngaged in food matketmg in the period from 1949 to 1957. This
information is summarized in Table 16.

The information that we have drawn together in Table 16 comes from two
sources—the corporate tax statistics, published by the Taxation Division of the
Department of National Revenue, and from replies to a questionnaire sent to
business firms by the Commission. In each case the data are for incorporated
companies.

Table 16—Ratesv of Return on Investment After Taxes

’ o ) Aver-
1949 1050 1951 1952 1953 1954 1955 1956 1957  age
Total Retail Trade.................i.... 14.7 14.2 11.4 85 9.0 6.2 7.0 8.0 8.8 9.8
Retail: Dairy Products.............. 5.2 7.2 6.6 6.8 7.6 9.2 9.4 7.6 7.7 7.5
3 Dairies.....cieeereiieniiennn ceveane 55 7.6 5.2 83 7.9 7.5.9.1 84 8.6 7.7
Retail: Other Food Productas.......... 16.8 17.2 16.1 17.7 17.4 -14.3 13.2 10.6 12.0 15.0
5 Chain Store Organizations.......... 20.1 21.2 19.3 19.7 18.9 17.8 16.9 15.0 14.9 17.1
Total Wholesale Trade................... 13.3 15.2 14.9 10.4 8 5 6.7 9.0 11.2 10.3 11.1
Wholesale: Food Products and l-‘arm . . . -
Products,ne.c.®................ 8.8 11.6 8.3 7.5 6 7 60 56 7.6 7.4 7.7
5 Food Wholesalers....... cereeeaane . 96 80 6.6 10.2 85 7.7°10.0-9.6 98 9.0
Total Manufnetunng'... Ceeriseshtacaenes 12.8 15.2 13.7 10.3 9.9 7.5 9.4 9.2 85 10.7
Total Food Processing......ceocianee. ..-85 0.0 88 7.6 87 .82 82 7.9 8.3 8.4
Slaughtering and Meat Packing....... 7.6 10.5 90 7.3 109 7.8 83 9.1 9.0 8.8
3 Meat Packers.........covieennenn. 8.4 905 3.6 11.6 9.0 6.9 83 7.9 7.9 8.2
Dairy Products Manufacturing....... 12.0 15.9 10.4 8.4 11.1 9.0 10.! 10.5 10.3 10.9
Bakery Products........ tassrseianens 10.3 83 /69 80 7.2 6.5 6.0 538 5.7 7.2
5 Bakery Firms.. cee. 6.3 4.3 -8.0:10.5 9.6 8.4 69 6.3 6.2 7.4 .
Grain Mill I‘roducts 8.3 83 88 7.0 70 7.3 57 6.9 8.2 7.5
3 Breakfast Food Firms 26.4 30.5 25.2 29.8 30.5 28.4 30.2 32.3 29.3 20.2
3 Flour Mills.....ooceviinicinniannnn. 6.2 65 7.7 69 6.7 7.3 7.1 6.1 33 6.4
Canned and Preserved Fruits and '
Vegetables 6.2- 49 108 92 73 76 7.6 7.2 7.2 7.6°
4large antand\rzouble ‘Processors 5.0 11.0 10.3 8.8 +9.4.10.8 10.0 9.3 64 90
4medmm Fruitand Vegetable Proces- : U
....................... ¢ 13.0 144 86 6.7 98 37 7.4 42 6.7
3smsllantand\'ogetablel’roeouon 8.8 153 15.4 17.8 7.0 12.8 14,2 9.6 6.5 11.9
Miscellaneous Foods. 9.1 9.4 86 6.8 9.7 9.6 8.3 8.4 10.4 8.9
3 Sugar Refineries.........coevevnenn. 7.9 81 84 66 92 7.5 79 87 96 8.2

*n.e.c. = not elscwhere classified. )

tFor the years 1957 and 1938 we can also obtain a measure of the rate of return on mvestment froma
survey of manufacturing firms carried out annually by the Canadian Manufacturers Association, which is
;;grt;d ém in Circular No, 3075 of the Association, dated May 14, 1959. For 1957 the rate waa 9.2% and for

“This group of firms incurred a loas in 1949, ‘

Sovrce: Those figures with numbers of firms indicated come from quoahonnmre returns other groups
are taken from T'aration Stalistics.  In ench case. both profit and loss companics are included.

Corpomtc net pmﬁts after taxcs are the residual retum to the sharcholder
after all expenses and taxes have been paid. As such, they vary from year to year,
with variations arising from almost any conceivable source. For this reason it is
difficult to compare rates of return on investment for individual years. We would
expect, howcvcr, that average rates of return over a period would be approximately
the same in overall retailing, wholesaling and manufacturing. This has been the
situation over the period from 1949 to 1957 with the nine-year average ranging
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from 9.8% for corporations engaged in retailing to 11.1% for those engaged in
wholesaling; those engaged in manufacturing averaged 10.7%. It will also be
observed that rates of return have declined from the levels reached in 1949 or
1950. (The decline is partly attributable to the fact that rates of corporate income
tax have increased since the early part of the period.)

In order to indicate changes more clearly, we have shown in Chart 12 the
rates of return on investment after taxes for the groups of corporations in the
food field. The rates of return shown are those included in Table 16. In addition,
we have shown in Chart 12 the rates of return on investment before taxes.

We have referred to a general tendency for rates of return on investment
after taxes to decline from the levels reached in the early part of the period. This
has varied between the different groups and one of the factors has been the dif-
fering conditions of growth. We would expect to observe a tendency for share-
holders’ investment to be increasing more rapidly in industries where rates of
return are high and we would expect the rate of return to decline as investment
in the industry increased, particularly if the rate of investment is high.

It can be seen by comparing the data in Table 17 with Table 16 and Chart
12 that these general conditions hold. In the retailing field, there are data for two
food groups. One, dairy products, was a group with low rates of return and there
was a decline in overall shareholders’ investment in corporatxons in this group.
However, it should be noted that rates of return here have been increasing. Th15
is in contrast to most of the other groups with which we will deal.

The “other food products™ group in the retailing field includes the corporate
food chains as a major part. Here, we observe that the rate of return on invest-
ment has averaged considerably above that for all retail corporations—15.0% as
compared to 9.8%. The rate of return showed some decline during the period
accompanying the very rapid investment.

An analysis of the movement of the rate of profit, year by year, from 1949
to 1957 shows that the rate of return remained high from 1949 to 1953 and.
indeed, would have increased sharply had it not been for increased corporation
taxes in 1951, 1952 and 1953. From 1953, the rate of return declined until 1956
but there was a rise in the rate of return earned in 1957. The five major corporate
chains, which form an important part of this group, had the same pattern of
change in rates of return, but there was no increase in 1957. The average rate of
return after taxes for the period was above that of the overall group—17.1% as
compared to 15.0%. (Table 16.)

How can we explain the fact that the corporate chains have been able to eamn
a high rate of return for so long?

Changes in demand after the war created highly profitable opportunities for
new facilities and new investment in food retailing. The corporate chains alrcady
established in Canada quickly adapted themselves to the new situation and their
activities proved highly profitable. The rate of profit remained extremely high
until 1953.

The rate of new investment in the corporate chains operating in Canada is
limited by the capacity of the organizations to handle the administrative problems
of expansion; their rate of expansion was, nevertheless, quite rapid, although not so
rapid as to reduce the rate of rcturn before 1953. The opportunitics for the
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- CHART 12
RATES OF RETURN ON INVESTMENT, BEFORE AND AFTER TAXES
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CHART 12 (continved)
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Gross Margins and Returns to Labour and Capital

Table 17—Increases in Shareholders’ Investment for Groups of Corporations, 1949 to 1957

Per Cent Increase in

Group Shareholders’
Investment

Total Retatl Trade.......ovueieerotasinennseancusnenssssearessiasesasanrnscanses 94.6
Retail: Dairy Products...o.oviiiiiiiiiiiiiinnirierisrnistsescensssvecnanas —~6.6
Other Food Products. . .....ccvuiuineneniieieirnniasseeiarsonnanans 301.1
Total Wholesale Trade. ... o veeueseeaensuaoeiooisesroreuscernseacsacansnasosns 126.0
Wholesale: Food Products and Farm Products, n.ec.®..........ccovvueennn. 49.3
Total Manufacturing.......cccveaeeuns b eseareeneeeatttatetaantaneaaenrsaosscnes 96.4
Fi Processing®.......co0cueen.. feeeeessesaseescectaainrtraanersasene 71.6
Slaughtering and Meat Packing..........ccciiiiiiiiiiiiiiociienenannss 53.0
Dairy Products. ..ot iiaiineiinecnreretireriseiasiecanocrensanasans 259.0
Bakery Products.....ueeeeicerearoncasnsceaseonnssescascsssnsesarnsnes 111.3
Grain Mill Products. .. ..oouneniiiiitiiieriestoineiannnnnccanescnnns 35.5
Canned and Preserved Fruits and Vegetables.................covvieenee 33.1
Miscellaneous Foods. . ..uiu i rieiiaiarinreiaanensocncncnsssnoecesncens 68.8

 n.e.c. = not elsewhere classified.
b Excluding fish processing.
Source: Tazalion Statistics, Department of National Revenue.

development of new chain organizations is limited by the “know how” even if
prospective returns are attractive to investors. Intrusion from the United States
was possible, but to a considerable extent United States chains were occupied with
expansion in that country.

The decline in profits following 1953 indicates: (1) the chains were catching
up on the increase in demand in the more favourable situations; (2) the voluntary
chains were expanding their operations; (3) some intrusion of new United States
chains began.

The continued expansion of the major retail chains through 1958 and 1959
may well result in an eventual decline in profits but the 1958 reports of the major
chains indicate that rates of return in 1958 remained close to the 1957 levels.

The general conclusion is that the tendencies characteristic of unobstructed
access to investments promising high rates of return have been operating in food
retailing, but with a lag resulting from normal problems of expansion, and short-
period irregularities due to general movements of prices. :

This analysis does not render invalid the argument that the chain stores are
no longer low-price outlets and that their promotional techniques are designed
to achieve volume of sales by adding services rather than by reducing prices.

In the wholesaling field, there is information for only one group dealing in
farm and food products; for this group the rate of return on investment has
averaged below that for the overall wholesaling ficld and has been declining. Also,
the rate of growth of shareholders’ investment has been less than for wholesaling in
general. The Commission obtained information from a number of food wholesalers;
information for five of the largest as a group is included in Table 16, and indicates
less of a decline over the period than does the overall group from Taxation
Statistics; also, the rate of return averaged 9.09 as compared to 7.79% for the
whole group.

In the manufacturing field, rates of return for the groups in food processing
(an overall average of 8.49%) are considerably below those for manufacturing
as a whole (10.79%), except for the dairy products group where the rate of
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return (10.99%) has been as high as for manufacturing as a whole, and where
shareholders’ investment has increased rapidly in response to this attractive rate
of return. Meat packing and the miscellaneous foods group have had rates of
return on investment higher than the remaining groups. In each of these three
groups, the rate of return has not declined to any great extent over the period.

For each of the groups of food processors for which the Commission has
information for firms of a comparable type, the average rates of return over the
period are close to the average for food processors as a whole. In the case of one
group, the fruit and vegetable processors, it is evident from looking at smaller
groups of firms that the rate of return on investment varies considerably from
year to year. It will also be apparent from the data on this type of processor in
Table 16 that rates of return are not any higher for the larger firms.

The grain mill products group contains firms varying widely in type, including
flour mills, breakfast food firms, and firms producing animal feeds. We have
separate data for several firms in each of the first two categories and their rates of
return differ greatly, averaging 29.2% over the period for the three breakfast food
firms and 6.4% for the three flour mills. There has been no tendency for the rates
of return for the three breakfast food firms to decline; the shareholders’ investment
in these companies has increased only 189, over the period. As we have noted
in Part II,' however, a new firm has begun activities in this field in Canada in
recent years. We have referred already to the high degree of promotional activity

in this industry.
‘ The miscellaneous foods industry covers a wide range; we have information
only for firms of one type—sugar refineries. The rates of return on investment
did not decline over the period for either the overall group or for the sugar
refineries, and the average for each group was between 89, and 9%,.

"~ We have compared rates of return on investment for various groups of
corporations, taking net profits after taxes in relation to shareholders’ investment.
In many corporations, including those engaged in the processing and distribution
of food, part of the earnings are retained and re-invested, with the increase in
value of the firm accruing to the sharcholders. However, this is an alternative
rather than an additional return to the receipt of dividends.

4. Changes in Returns to Resources in Food Marketing
and Agriculture

We have noted earlier in this part that the real earnings of employees in food
marketing increased by about 239, over the period 1949 to 1957; in terms of
actual dollars the increase was spread over the period.

For most groups of corporations engaged in food marketing, the rates of
return on investment either have declined from relatively high levels or have not
increased since the early years of the period; the dairy products group in retailing
is an exception to this generalization.

1See p. 77.
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Gross Margins and Returns to Labour and Capital

In considering changes in the income position of farmers in Part I, we noted
that the net farm operating income' per farm increased by 149, between 1949
and 1958; in real terms it declined 89%,. In looking at the return to resources in
agriculture, we should, however, look at changes in the returns to workers and
other resources employed in agriculture.

The average net farm operating income per non-paid farm worker in 1958
was $2,582 and represents a 219, increase over 1949, (In real terms there was
no increase.) If we use the income measure of net farm income, the average per
non-paid farm worker was $1,973 in 1958, 119, higher than in 1949. (In real
terms there was a decrease of 99%,.) For hired farm labour, we turn to information
on farm wage rates. Based upon a monthly wage of $74.87, including the value
of room and board, paid farm labour had an annual income of $898 in 1949. By
1958, the monthly wage on the same basis as the foregoing had risen to $101.00,
or an annual rate of $1,212, representing an increase of 35%. (In terms of real
income, however, the paid farm labourer realized only an 89 increase in this
period.)

In the income of the non-paid farm workers referred to above, are included
the returns to the farm operator and his family for labour and for their capital
investment in farming. While the total investment in agriculture has not increased
during the period in real terms, there has been a sharp decline in the number of
workers. As a result, the investment per worker has increased considerably. Thus,
it is apparent that the returns per unit of labour and capital engaged in agriculture
have not increased during the period.

———

. 1*Net Farm Operating Income™ is the sum of cash income from the sale of farm products,
income in kind and supplementary payments less cash expenses. It does not allow for depreciation.
If we had used “net farm income™ per farm, where an allowance is made for depreciation and in
addition account is taken of inventory changes, the changes in the income position of farmers would
have appeared to be even worse.
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PART IV

FOOD EXPENDITURES, FARM RECEIPTS AND
THE “MARKETING BILL”

Our main purpose in this part is to measure the aggregate food marketing
bill which is the difference between the total expenditures of consumers on
Canadian-produced food at retail and the total receipts of farmers from the sale
of the food materials. To calculate the food marketing bill we need first to determine
consumer expenditures at retail. Reference to consumer food expenditures provides
the opportunity to present some analysis of the relation between incomes and food
expenditures and consumption, which are relevant to our inquiry. Our second
calculation necessary to arrive at estimates of the marketing bill requires the
determination of the farm value of food consumed. Reference to farm receipts
provides the opportunity to call attention to some changes in the relative quantities
of particular farm products entering into domestic Canadian consumption. Having
arrived at a measure of the marketing bill for the period 1949 to 1958, we discuss
the factors responsible for the observed increase. We then report on the increases
in certain components of the total bill. ’
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CHAPTER 1
CONSUMER INCOME AND FOOD EXPENDITURES

1. Personal Disposable Income

In Part I we introduced a measure of consumers’ income referred to as
Personal Disposable Income.! The Aggregate Personal Disposable Income is a
measure of the total amount of money available to Canadian consumers to be
spent or saved largely as they choose. In Table 18 we repeat the annual values
of disposable incomes given in Table 1, Part I, and show for the same years the
estimated food expenditures per person in dollars and as a per cent of income
per person. The increase in aggregate disposable income, 1949 to 1958, amounted
to 91%. This increase was associated with an increase in population of 27%,
and a rise in prices as measured by the consumer price index of 22%. We noted
in Part I that consumers’ disposable real income per capita increased during this
period. Money income increased at a rate 17% faster than the prices of goods
and services.

2. Distribution of Consumers’ Income and Proportion Spent on Food

Referring again to Table 18, we see that disposable income per person
increased by about $450 from 1949 to 1958. This increased income was
distributed among various forms of expenditure.? The increases in expenditure per
capita on various classes of consumers’ goods are reflected in Chart 13. It will be
seen that the rate of increase in per capita expenditures on food was less than
for other classes of goods with the exception of tobacco and alcoholic beverages

Table 18—The Relation Between Income and Food Expenditure per Person, 1949 to 1953

Food
Expenditure
Aggregate Disposable Food as a Per Cent
Disposable Income Expenditure of Income
Year Income Population per Person per Person per Person
($ million) (thousands) [¢)) $) (%)
11,849 13,447 881 215 24.4
12,688 13,712 925 229 24.8
14,794 14,009 1,058 258 24.4
16,072 14,459 1,112 263 23.6
16,904 14,845 1,139 262 23.0
16,984 15,287 1,111 264 23.8
18,329 15,608 1,168 270 23.1
20,153 16,081 1,253 234 22.7
21,107 16, 589 1,272 206 23.3
22,600 17,048 1,326 303 22.8

Source: D.B.S. National Accounts, Income and Expendilure, various issues.

1See footnote 2, p. 8 (Part I) for a definition of personal disposable income. )
2 For a detailed treatment of long-run trends, see the special study Consumption Expenditures in
Canada by David W. Slater, Royal Commission on Canada's Economic Prospects, May, 1957.
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Food Expenditures, Farm Receipts and the “Marketing Bill”

and clothing and personal furnishing.! Food expenditures per person advanced
from $215 in 1949 to $303 in 1958, an increase of 41%. However, expenditures
on food, which in 1949 accounted for 24.4% of income, by 1958 accounted for
only 22.8% of the average Canadian budget.?

In Part II we examined the impact of population increases, changes in
standards and conditions of living, including suburban development and the increase
in automobile ownership and other matters upon the retail food trade, with
particular reference to the chain supermarket. And in Part I we pointed to the
disparity in rates of change in income over the period among groups of producers
and consumers.

Our reference above to the proportion of income spent on food is a generaliza-
tion drawn from national aggregates. We would be concerned if readers of this
report took this to be either a representative or an ideal figure, particularly as a
guide to apportionment of the family income. Because this figure is calculated from
an aggregate, it represents a wide range of different experiences with all possible
variations in geographic and social and economic conditions.

Unfortunately, we are limited in studying changes in income flows among
occupational categories in the population, as explained in Part I. From income tax
data, we can, however, derive some indications about the distribution of income to
the population generally. We are interested in changes in income distribution
because of their effect on the level of expenditures on foods and in the distribution
of those expenditures over various kinds or groups of foods and the services
associated with food.

Our analysis of data on income distribution leads us to the conclusion that
there has been little, if any, change over the 1949 to 1958 period. To put it in
another way, both at the beginning and end of the period, the lower 50% of the
income earners receive less than 30% of the total personal income, and the upper
12% of income earners about the same proportion.

The relevance of this stability in income distribution to changes in food
expenditures is that the proportion of income spent on food differs between the
lower and the higher income groups. In the lowest income groups, a high propor-
tion of income is spent on food and this proportion declines progressively for the
higher income groups. However, total expenditures on food, although a smaller
proportion of income, increase as incomes rise. Thus, had there been a significant
shift in income distribution from higher to lower earners during this period, it is
quite possible that food expenditures as a proportion of income would not have
fallen and might even have increased. Further, the distribution of food expenditures
among types or kinds of food might have yielded rather different results in consump-
tion from those presented in a later section. o

The importance of income distribution in relation to food purchases is sub-
stantiated in the urban family expenditures surveys of the Dominion Bureau of
Statistics. For example, in the 1955 survey it was found that families with incomes
of less than $2,500 a ycar spent on the average $271 a year per person on food,
and $817 a year per family; families with incomes over $6,000 spent on the

1 See Chart 4, Part I, for changes in relative prices. e e

2 National Accounts. The food component includes retail sales and the value of food sold in
Testaurants after an adjustment to eliminate the service portion. It also includes the self-supplied
farm portion valued at farm prices. r e e -
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Royal Commission on Price Spreads of Food Products

CHART 13

ACTUAL PER CAPITA EXPENDITURE ON VARIOUS CLASSES OF
CONSUMER GOODS: 1958 AS A PER CENT OF 1949.
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Sevrce: D.B.S. National Accounts, Inceme and Expenditure.
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Food Expenditures, Farm Receipts and the “Marketing Bill”

average $405 per person on food, and $1,344 per family. The proportion of
family income spent on food in the $2,500 income group was 37%, and for the
over $6,000 group, 19%.

While food expenditures in the aggregate and as a proportion of income are
affected by changes in income, changes in social conditions also play a part. Many
of the changes in social conditions are the result of or are associated with income
increases. If more married women are working, then the types and kinds of food
and services associated with the food purchased will be different. The number
and kinds of food preparation and storage facilities in the home will also affect
food expenditures, both in total and in kinds or types of food and the services
bought with the food. -

In Part II, among other things, we mentioned that during and following
World War 1I women generally had found opportunities in employment in Canada
and that, particularly, more married women were in the labour force. In some
of the evidence presented at the hearings,! we were told that the demand for more
food services was partly, or even in good measure, attributable to the “working
wives”, While this may have been a factor prior to 1949, we have been unable to
establish evidence which would support this as a new or an increasingly important
factor in the period from 1949 to date. While there have been changes in the
number of married women of different age groups employed during this period,
there has been no overall increase in the proportion of married women employed.
Some changes in food spending habits in the 1949 to 1958 period may have been
the result of an increase in the proportion of working married women of the
middle-age group and a decline in the number of younger married women working.

Important changes in meal preparation facilities have been the increase in
modern-type cooking equipment, (oil, gas and electric) and in storage and
preservation equipment such as mechanical refrigerators and deep-freeze cabinets.
These have brought in their train some of the changes in the amounts and kinds
of services incorporated in or associated with the food items.

Returning to the consideration of aggregate food expenditures, we find that
changes of the kind just described have caused changes in the kinds of food
purchased in recent years. Their effects show up in the Canadian food budget. As
the direction of change has been from the less expensive to the more expensive
foods at retail, the shift has contributed to maintaining the proportion of income
spent on food. If consumers in 1958 had bought the same market basket of foods
as they purchased in 1949, it would have taken 19.8% of their income instead of
22.8%; to express it another way, food expenditures per person in 1958 were
19% higher than in 1949 because of changes in the items in the total Canadian
food budget. The relations between income and food expenditures, and the effects
of the shift to higher-priced foods are shown in Table 19 and Chart 14.

As we have occasion to stress at various points in our report, food ex-
penditures of consumers are not payments for food materials only. Consumer
cxpenditures on food are, in part, payments for services which become associated
with food materials, and, as we show presently, the amount of services in the
food marketing bill has incrcased significantly over the period. It follows that the
per cent of income spent on food materials is substantially less than 22.8% and

1 Sce Proceedings, Vol. 28, p. 4543.
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Royal Commission on Price Spreads of Food Products

that, only insofar as there has been an increase in services between 1949 and 1958,
expenditures as a per cent of income appear to have been maintained. We proceed
to show that the per capita consumption of food materials has not increased at all.
From detailed estimates of rates of food consumption, we have assembled the
data in Table 20. Total food materials consumed per capita, as measured at retail,
averaged 1,445 pounds per year in the three years 1948 to 1950, and 1,426
pounds in the years 1955 to 1957. Thus, over the period there was virtually no
change in the total weight of food materials purchased per person. :
We do not wish to imply that every Canadian is receiving an adequate
supply of the right kinds of food, whatever the right kinds may be. Some recent
findings of nutritionists suggest that the number of underfed and undernourished
are about balanced by the number of overfed people in Canada.! The Canadian
evidence, which is supported by evidence from the United States and elsewhere,?
is that once consumers have reached a relatively satisfactory level of diet, there
are but slight variations from year to year in the average weight of food consumed
per person. As we have noted above, this does not, of course, rule out a continuous
adjustment in the rates at which different types or kinds of food are purchased.

“ . CHART 14
. THE RELATIONSHIP BETWEEN CHANGES IN INCOMES AND
 CHANGES IN THE PROPORTION OF INCOME SPENT ON FOOD,

130 1949 TO 1958.
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1 *Report of Canadian Average Weights, Heights and Skinfolds™, Canadian Bulletin on Nutrition,
Vol. V, No. 1, Scptember, 1957. o .

2 Food Consumption Levels in Canada, the United Kingdom and the United States, Repost of
a Special Joint Committee set up by the Combined Food Board, King's Printer, Ottawa, 1944,
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Table 19—Estimates of Retail Cost of 1949 per Capita Food Basket

Retail Cost ofs Per Cent of
Year 1949 Basket  Disposable Income

®) (%)
215 24.4
221 23.9
252 23.9
251
242
241
241
244
255
262

MN—MN&s

eowormst
LR= - RRITR-N

= Estimated retail value of the per capita consumption of food in 1949 based on 1949 food expenditures
and the retail price index for food.

Table 20—Changes in the Consumption of Food per Capita by Food Groups: Total in Pounds
at Retail 1948-50 and 1955-57*

Average Average Per Cent
Food Groups 1948-50 1955-57 Change

(ib.) (b.) %

& T .

Dairy Products (excl. Butter)................................ 446.7 436.2
Cereal Products....oooviuiuiiinniiiiiiinineiiiinenn. . .
Potatoes (White & Sweet).................................. .. 217.2 154.9
Vegetables. . ... o i 86.8
Tomatoes & Citrus Fruit..................................... 71.8
Other l-?kruit....
Sugars & Syrups.
l’uﬂs & Nuts,

peneEa

[&]
NOOOr N =IL eI LI

[AX ]

2
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SUBPCH . e e 1.6
Oils& Fats (incl. Butter)..........c.oooiiiiiniinna.. .. 48.7
Ten & Coffee. ... i ittt e 10.2

_
=
=]
™
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=
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...
B
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*Expressed in terms of retail weight equivalent except for meats which are in terms of carcass weight;
poultry on an eviscerated basis and tea and coffee in terms of primary distribution weight.

Sovrcx: D.B.8. Apparent Per Capita Domeastic Disappearance of Food in Canada, Aunual Statements.

From Table 20, as well as from longer-run comparison,! we observe that
consumption per person of potatocs, pulses and nuts and all cereal products has
been declining. Excluding butter, because of the shifting from butter to margarine
which has taken place in the 1949 to 1957 period, the consumption of dairy prod-
ucts has remained relatively constant. Fats and oils, sugar and starch also have
shown little change. In general, consumption of beef, pork, and poultry meats has
been rising. These changes reflect the tendency with increasing incomes to shift
towards the consumption of more expensive foods. Divergence from the normal
cffects of income occurs when, for particular reasons, food price relationships

1See W. M. Drummond and W. MacKenzie, Progress and Prospects of Canadian Agriculture,
Queen’s Printer, Ottawa, 1957, p. 32.
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Royal Commission on Price Spreads of Food Products

change. In the decade just past, chicken meat has been much less expensive. Be-
tween the periods 1948 to 1950 and 1955 to 1957, consumption of chicken,
turkeys and other poultry meats rose by 64%.

The data we presented in Table 20 are average rates of consumption, as
measured in terms of weight at retail, for food groups classified in most instances
by the origin of the raw materials. Therefore, these data do not reveal some of the
changes in rates of consumption taking place among forms or types of food
products.

In Table 21 we have drawn together available information covering certain
broad groups of processed food products. For two of the groups, canned foods and
frozen foods, the increases in rates of consumption have been substantial; for two
others, breakfast foods and dried fruits, there has been a decline.

The commodity studies in Part V deal in more detail with changes in the
rates of consumption of specific foods. The purpose of the discussion at this point
in the report is to draw attention to the changes that have bcen taking place in
rates of consumption for different food products, and to emphasize that thesc
changes are mainly the result of increased real consumer incomes together with
shifting price relationships among various food products.

In summary, the evidence we have drawn from Canadian experience over
the past 10 years indicates the following important relations. First, as real incomes
of consumers increase, there is a tendency for expenditure on food to rise as con-
sumers shift towards the purchase of more expensive food materials and more

- services, although, as real incomes increase, the per cent of income spent on food

tends to decline. Second, as incomes generally increase, there is little or no change
in the consumption of physical food materials per capita. Third, changes in the
prices of particular foods result in shifts in consumption to thosc foods which
become relatively low in price.

Table 21—Per Capita Consumption of Certain Types of Processed Foods in Canada,
Average 1948-50 and 1955.57

Frozen Fruits Breakinst®
Period Canned Foods and Vegetables Dried Fruits Foods
(pounds)
IH8-830. ... iiiiienisrersenncansesnne 104.3 0.8 6.9 12.4
) B s, S N 122.8 3.4 6.0 11.6

*No adjustments have been made for stocks in estimating domestic disapprarance. Includes all
prepared breakfast foods, e.x., products made [rom corn, wheat and bran, ete., and unprepared breakfast
cereals (i.e., hot cereals) including oatmeal and rolled oats,

Souncy: D.B.S. Apparent Per Capita Domestic Disappearance of Food l"l Canade and the Canaed Foods
Summary, Annuals.

The persistence of these relations, and the regularitics in consumer behaviour
which they reflect, is attested to by numerous studics of family food expenditures
and of national expenditures in other countrics as well as in Canada. The uni-
versality of the income-expenditure relations is cvident from Chart 15. The stab-
ility of food expenditure and consumption in relation to incomes and prices has
important implications with respect to the effects of the promotional activitics of
food merchandising firms. (See Part I1.)
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Food Expenditures, Farm Receipts and the “Marketing Bill”

CHART 15
FOOD EXPENDITURE AS A PROPORTION OF TOTAL

EXPENDITURE BY INCOME GROUPS.

PER CENT SPENT ON FOOD

CANADA: 1957
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Royal Commission on Price Spreads of Food Products:

Relevant to this discussion is the statistical evidence we have presented in the
preceding tables on rates of consumption. For example, we referred to the large
proportion of total expenditures devoted to promotional efforts by cereal product
manufacturers. These efforts do not appear to have materially affected the rates
of consumption of breakfast cereals in total. The promotions may have influenced
the consumer to switch purchases from porridge to dry breakfast cereals, but, over
the period we have examined, the annual rates of consumption for all breakfast
cereals declined. This decline, moreover, is only a part of a larger decline exhibited
in the rates of consumption of all products made from cereal grains. Consumption
of all cereal products averaged 202 pounds per person per year for the period
1945-47, dropped to an average of 169 pounds for the years 1948-50, and de-
creased further to an average of 160 pounds for 1955-57.

3. Retail Food Expenditures for Canadian Farm Products

Our discussion to this point has had reference to total food expenditures in
Canada, regardless of the origin of the food or of the outlet through which it was
purchased by the consumer. We were directed, however, to look into the spread
in prices between Canadian commodities at the farm and food products in the
domestic market. To arrive at the measure of consumer expenditures required for
our study of the Canadian food marketing bill, we have had to work from the
greater to the lesser, i.c., from total food expenditures to expenditures on food of
Canadian origin only. By value at retail, about one-fifth of the food supplies of
the Canadian people comes from abroad, so that in our analysis of costs of market-
ing Canadian farm-produced food, which follows, we are dealing only with about
four-fifths of the total food supply of the Canadian people.

The Retail Value of Domestic Farm Foods (Table 22) differs from the es-
timate of Personal Expenditures on Food in the following respects: the value of
imported food sold in Canada has been eliminated; the value of fishery products
has been eliminated;! the value of food consumed on farms where produced, i.e.,
which does not enter the marketing system, has been taken out; and the value of
food served in public eating places has been adjusted to an equivalent value in the
retail store.

From Table 22, it can be seen that expenditures on food of farm origin in-
creased by $2,275 million between 1949 and 1958. Of this increase, $1,846 million
was spent on food of Canadian farm origin and $429 million on imported food.
Over the period prices of imported foods rose more than prices of food of domestic
farm origin. Increases in imported food prices occurring in 1954 (coffee) and 1958
(citrus fruits, vegetables) were the cause of most of the general price increase.
While by value, suppliers of Canadian food products got about the same propor-
tion (80%) of the Canadian retail food dollar, by volume, Canadian suppliers
obtained 81% of the Canadian food intake in 1958 as against 79% in 1949. The
impact on the income position of the Canadian farmer and the effect on exports
of Canadian farm products are discussed in Chapter 2 of this part.

1 For a similar analysis of retail value of fisheries products, see Part VI,
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Table 22—Personal Expenditure on Food and Retail Expenditure on Farm Foods of Domestic
Origin as Related to Total Retail Expenditure on All Farm Food Products, 1949 to 1958

Retail
Value of Retail Imported Retail Domestic
Personal* Farm Foods  Value of Foods as Value of Foods as
Expenditure Consumed Imported a Per Cent Domestic a Per Cent

Year on Food off Farms Farm Foods of Total Farm Foods  of Total

($ million)  ($ million) ($ million) - (%) ($ million) (%)
1049, .0ieienaan, 2,887 2,718 543 20.0 2,175 80.0
1950, . c.cvneennnn 3,140 2,979 682 22.9 2,297 77.1
1950, .cceeninnn... 3,619 3,440 736 21.4 2,703 78.6
1952, .. iiiinnnnen. 3,804 3,610 758 21.0 2,851 79.0
1953...ccvviuen rees 3,884 3,708 756 20.4 2,952 79.6
1954.. 0.0 cinennnn. 4,030 3,854 819 21,2 3,035 78.8
1955, . 0 eeeeviennnnn 4,236 4,064 836 20.6 3,228 79.4
1956.. .0 civinnnnnss . 4,571 4,409 934 21.2 3,475 78.8
1957 ceeeeinnnnnn. 4,920 4,758 959 20.2 3,799 79.8
1958. .00 vneennnnnn 5,167 4,993 972 19.5 4,020 80.5

sD.B.8. National Accounts, Income and Expenditure,

Part of the increase of over $1.8 billion spent at retail on Canadian-produced
foods represents a shift in sources of supply in Canada itself. As farming has
become more specialized, farmers are now buying more of their food at retail rather
than producing it themselves. Many persons on small holdings do not grow as
much or as wide a range of products as previously, and are, therefore, buying
more of their supply of food through the marketing system. - '
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CHAPTER 2
FARM RECEIPTS

Farmers and their families get their incomes from a number of sources, but
mainly from the sale of farm products. In our inquiry we are concerned with receipts
from farming operations, that is to say, with the money that farmers realize from
the sale of farm products and from other returns, such as government support pay-
ments and subsidies of various kinds, which are related to the production and sale
of farm commodities. More particularly, we are concerned with receipts from
sales of farm food products for use in the domestic market. We need this measure
of farm receipts in order to obtain a “total spread” between what the farmer re-
ceives for the food materials he sells and what the Canadian consumer spends for
the food products derived from these same materials.

We begin with an official series entitled “Cash Receipts from the Sale of Farm
Products”. This represents receipts from sales of all products, whether for domestic
use or export, and whether for food or non-food purposes. Consequently, we eli-
minate the sales of all non-food materials and those sales of food materials destined
for export. This leaves us with receipts from sales of farm raw materials produced
mainly for human food use in Canada. However, very few farm commodities are
consumed at retail in the total volume in which they leave the farm. Farm food
commodities have three possible end uses: first, as human food, second, as animal
food, and the third as a non-food. The portions not utilized for human food are
referred to here as by-products; later, in Part V, we deal at greater length with
the importance of by-products. In order, however, to arrive at our estimate of
farmers® receipts from the sale of food materials only, our last step must be to
deduct the estimated value of the by-product portion of the raw material.

The estimates of aggregate farm receipts are given in Table 23. Between 1949
and 1958, cash receipts of farmers from sales of food for use in the do-
mestic market increased by $495 million. There was a sharp increase in aggregate
receipts to 1951, and then a decline to 1954. Beginning in 1955, receipts from
the domestic market again climbed sharply so that the value in 1958 exceeded the
previous peak in 1951. The increased proportion of receipts from all sales off
Canadian farms attributable to food products sold to Canadian consumers is the
result of the expansion of the domestic market both in numbers of people and in
their buying power. From 1949 to 1951 inclusive, 60% of the Canadian farmer’s
cash receipts came from the home market; from 1955 to 1958 almost 65% came
from this source. To this extent Canadian consumers have, in the latter part of
the period, literally nibbled away the exports of certain farm products.

The relative changes in the volumes of the main groups of food items arc
shown in Table 24 and Chart 16. The increase in population was 27%. As we
have seen previously, the per capita consumption has remained stable. Nevertheless.
because of the shift in consumption to Canadian products, the total amount of
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CHART 16
RELATIVE CHANGES IN THE VOLUME OF SELECTED GROUPS
OF FARM FOOD PRODUCTS PRODUCED AND CONSUMED IN -
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all farm products rose by 36% from 1949 to 1958. Poultry meat and eggs more
than doubled. Livestock products (mainly the red meats) rose by a little over
30% ; dairy products, with a rise of just over 25%, and fruits with an increase of
23%, were just short of the population increase; grains showed only a moderate
increase of 15%. Vegetables were the only group with little or no change. This
was partly due to a continuation of the long-term downward trend in potato
consumption.

Table 23—Farm Cash Receipts From Sales of Food Products to the Domestic Market as
Related to Total Farm Cash Receipts, 1949 to 1958

Cash
Receipts® Cash Receipts®
from Sales from Sales of Domestic

of all Food to Sales as a

Farm Domestic Per Cent

Year Products Market of Total
($ million) ($ million) %)
L Rt 2,413 1,333 58
L T N 2,144 1,403 65
D T+ 3 U 2,783 1,651 59
b R .U 2,859 1,557 54
15 2,786 1,516 54
5 PN 2,375 1,503 63
3, 2,350 1,550 66
8 2,642 1,044 62
8L A 2,878 1,718 67
3. 2 N 2,787 1,828 66
AveragelH9-51..... .. .. ... it 2,47 1,462 60
Average 1932-54 . ... ... ... et 2,673 1,528 57
Average 1955-58 . .. .. ... et 2,588 1,684 65

»Does not include supplementary payments. Sce “Farm Iacome 1926-57"°, D.B.S. Reference Payxr

No. 25, (I’art 11) and Farm Net Income 1958, Annual.
*Gross'’ receipts unadjusted for the farm value of non-food by-products.

Tatle 24—Relative Changes in the Volume® of Various Groups of Farm Food Products
Produced in Canada for Domestic Consumption, 1949 to 1958

(1949 =100)
Total®
Farm Food Dairy Poultry GCrmins &

Year I'roducts Livestock Products & Eggs Pulses  Vegetables Fruit
1IM9............... 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1950 ... ......... 101.9 97.4 103.4 106.8 107.3 109.4 92.6
1930.... ..., 103.3 3.9 101.1 1160.9 109.8 106.9 88.6
1952............... 111.7 114.0 101.4 148.2 9.8 82.0 104.8
195300 i 111.8 111.0 107.3 143.8 8.8 868.2 104.0
1954..... ......... 115.8 114.8 110.4 162.3 902.2 80.5 106.2
1988..... . ......... 122.5 121.9 114.9 173.4 101.0 84.7 124.5
1956. ... ... 127.9 128.9 120.4 183.0 102.9 87.7 92.2
1957............... 133.2 130.2 124.9 199.0 109.6 97.7 110.7
1938 ... ..o 135.8 130.5 128.1 208.8 115.1 103.9 123.4

* Valued at 1949 farm prices.
N  Iacludes other producta such as honey, maple products and sugar bects, in addition to the siz groups
shown.
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CHAPTER 3
THE MARKETING BILL

In Table 22 we have estimates of the total amount, in terms of retail pur-
chases, spent by Canadians on food of domestic origin each year from 1949 to
1958. In Table 25 we have, for the same period of years, cash receipts of Cana-
dian farmers from the sale of that portion of the raw food materials which has Lo
moved through the marketing system to be purchased as food by Canadian con- o
sumers. By deduction we arrive at the Marketing Bill. We reproduce the arith-
metic in Table 25 and give for each of the years 1949 to 1958 our estimates of
the Marketing Bill. To provide a ready comparison of the relative changes of the
several values involved in the estimates of the Marketing Bill, the index numbers
are shown in Table 26.

We note (Table 26) that the Marketing Bill has more than doubled in the
period 1949 to 1958—a rise of 149%. We note also (Table 24) that during
the period there was an increase of 36% in the volume of food materials sold by
farmers for use in the domestic market. By dividing the index of the Marketing ‘
Bill (249.2) by the index of volume of food entering the marketing system ;
(135.5), we arrive at an estimate that the cost of marketing the basket of food, ]
including the services associated with it, increased by 84% from 1949 to 1958.

As we have made clear earlier, the market basket of food and related
services bought by the consumer in 1958 was not the same as in 1949. The
basket itself was about the same size, i.e., the weight of food consumed per person
was approximately the same. But, while our market basket has not increased
in weight of contents and, therefore, is no more difficult to push along the aisle
and lift off the cart at the check-out counter, the kinds of food in the basket have
changed. Part of this change has been to larger quantities of certain more expen- :
sive food items, which, even if prices had not changed, would make the total P
amount of the cash register higher by perhaps 7%. There are certain other

O e S

123

Table 25—Estimates of the Farm-Retail Marketing Bill, Canada, 1949 to 1958 o b
1) (2) 3) ) (3) (6)
Aggregate

Farm Value o

of Raw Farm Value Farm Value AN

Materials of Raw Food Farm-Retail as a I'er Cent "

Aggregate Food & Farm Value  Materials  Marketing of Retail i
Retail Non-food of Non-food Only Bill Value ;
Year Value By-products By-products (2) — (3) (1 — @) 4) + (1) L

($ million) (8§ millioa) (8 million)  ($ million)  ($ million) (%) -

2,178 1,333 58 1,278 900 . 59
2,297 1,403 63 1,340 957 58
2,703 1,651 77 1,574 1,129 58 ]
2,831 1,557 53 1,504 1,347 53 |
2,952 1,516 43 1,471 1,481 50 i
3.033 1,503 43 1,460 1,578 48 5

3.228 1,850 47 1,503 1,725 47 ¢

3.478 1,644 50 1,594 1,881 46 :
3.799 1,715 438 1,667 2,132 “ ¥yl
4,020 1.828 51 1,777 2,243 4“ 'Y

ol
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Table 26—Relative Changes in Aggregate Retail Value, Farm Valuve, Marketing Bill and Farm
Value as a Proportion of Retail Value, Canada, 1949 to 1958

Aggregate
Farm Value

of Raw Farm Value
Materialas Farm Value asa

Aggregate Food & Farm Value of Raw Food Farm-Retail Proportion

Retail Non-food of Non-food Materials Marketing of Retail
Year Value By-products By-products Only Bill Value
(1949 = 100)

100.0 100.0 100.0 100.0 100.0 100.0
105.6 105.2 108.6 105.1 108.3 99.5
124.3 123.8 132.8 . 123.4 125.4 99.3
131.1 116.8 91.4 118.0 149.7 90.1
135.7 113.7 77.6 115.4 164.6 85.0
139.5 112.8 74.1 114.5 175.0 82.1
148.4 116.3 81.0 117.9 191.7 79.5
159.8 123.3 86.2 125.0 209.0 78.3
174.7 128.6 82.8 130.7 236.9 74.9
184.8 137.1 87.9 139.4 249.2 75.4

differences in the basket and in its contents. We are buying a greater amount of
services provided in the marketing system. These services include more parking
space, more lights and better lights in the store and parking lot, carts for the
children, frozen food cabinets, better preservation facilities for food in the whole-
sale or cold storage warchouse, more care in the processing of the food, con-
venient packages, less wastage and so on. With our market basket of 1958, we
have about 28% more of these services than we had in the basket of 1949.2

We have estimated above that the cost of marketing the consumer’s basket
of food, including the services associated with the food materials, increased by
84% from 1949 to 1958. We have ascribed 28% of the increased cost to more
services associated with the food material all the way from the farm to final pur-
chase at retail. It is clear then that the marketing services by themselves cost
morc in 1958 than in 1949. The increased cost per unit of service is estimated at
43%.2

The indexes of volume of food and services at retail, raw food materials at
the farm, and marketing services were calculated after adjustment of the actual
dollar figures given in Table 25 to a 1957 dollar basis. These indexcs are brought
together in Table 27.

1 Index of volume of marketing services = 1739

Index of volume of food materials == 135.5
Index of marketing services per unit of food materials = 1739 X 100 = 128.3.
1385

2 Index of marketing cost per unit of food = 1839

Index of quantity of marketing services

per unit of food == 128.3
Index of cost of marketing services per unit = 1839 X 100 = 14).3
1283

We can arrive at the same measure in the following way:

Index of total marketing bill in 1957 = 2492

Index of volume of marketing services = 1739

Index of cost of marketing services per unit = 2492 x 100 = 14).3

1139
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When dealing with prices and incomes in Part I, we drew attention partic-
ularly to the timing in price and income movements over the period under
review. Our analysis of both farm and personal incomes generally in that part
referred to averages.

We desire to return in this part of the report to the matter of timing because
here, by the use of aggregate statistics, we are able to pick up the net effects of
changes in both prices and quantity of food commodities in relation to changes
in personal disposable income, retail cost of Canadian farm food products, the
marketing bill and aggregate gross receipts of farmers from the sales of food
materials for Canadian consumption.

Table 27—Index Numbers of Volume of Food and Services at Retail, Raw Food Matériah at
Farm and Marketing Services Between Farm and Retail, 1949 to 1938

Volume of
VYolume of Food Raw Food Volume of
and Services Materials Marketing

Year at Retail at Farm Services
(1949 = 100) ]

100.0 100.0 100.0
104.1 104.7 103.3
108.3 104.2 109.2
112.6 103.8 125.1
121.2 113.8 131.7
126.4 117.8 138.9
134.5 122.8 . 151.1
143.8 129.4 164.2
149.8 134.1 171.3
153.7 139.5 173.9

sVolume of food and scrvices at retail was derived by deflating the agiregate retail value by a retail
price index of foods of domestic origin. Volume of food raw materials at the farm was estimated by de-
flating aggregate farm value by a (arm price index for farm food products retained in Canada for domestic
comsumption. Volume of marketing services is equal to volume of food and services at retail (i.e., the
deflated retail value) minus the volume of food raw materials at the farm (j.e., the deflated farm value).

In Table 28 we have reduced the aggregates to plus and minus changes from
one year to the next. This provides for a direct comparison of year-to-year
changes and their timing. While generally the year-to-year changes are reasonably
reliable in reflecting the actual sequence of events, we are aware that economic
processes flow through time and that arbitrary selection of periods such as calen-
dar years may cut across developments in the flow of income and conditions of
supply and demand. Also, we must recognize that some of the differences in the
sequence of events between our analysis of the Marketing Bill and the approach
to “The Problem” in Part I are associated with differences in our measurements.
For example, the farm incomes in Part I represent cash receipts from all sales of
farm products minus operating expenses, while here we are dealing with receipts
from sales of food products for the domestic market only. i

We have attached considerable importance to the strength of demand dur-
ing the period and, in this connection, we have used “Personal Disposable
Income™ as the measure of aggregate consumer demand. In looking at Table 28,
we draw attention to the changes in Personal Disposable Income and note that
these were positive for every year of the period with the greatest increase from
1950 to 1951, a large increase from 1951 to 1952, another from 1954 to.1955,
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Table 28—Yearly Changes in Aggregate Farm Value, Marketing Bill, Retail Value and
Consumer Incomes, 1949 to 1958

Personal
Aggregate Marketing Aggregate Disposable
Years Farm Value Bill Retail Value Income
($ million) ($ million) ($ million) ($ million)
1949 t0 1930..... + 65 + & + 122 + 839
1950 to 1951..... + 234 + 172 + 408 + 2,108
1951 to 1952.. - 7 + 218 4+ 148 + 1,278
1852801933, ..o it iiieanenns - B + 134 + 101 + 832
105301954, ... . it - 11 + o4 + 83 + 80
105480 1955, ... it + 43 + 150 + 193 + 1,345
1955801956 ......ccviiiineaniinnneanas + 9 + 156 + 247 + 1,824
1956 t0 1057, ..o iv e iiiiiiieiniiaannens + 73 + 251 + 324 + 954
FE LY R T . A + 110 + 11 + 22 + 1,493
Total 1949t0 1958.............. + 502 + 1,343 + 1,845 +10,751

and large ones successively from 1955 to 1958. In general, these large increases
in aggregate demand for all consumer goods and services are in part reflected in
the demand for food as is shown in the column headed “Aggregate Retail Value™.
We note a correlation between income changes and food expenditures, with sub-
stantial increases in income reflected generally in substantial increases in “Aggre-
gate Retail Value”. As we observed earlier the calendar year may cut across a
flow pattern and result in a spill-over of demand from one calendar year into the

next. Thus, we find in some instances, from 1956 to 1957, for example, that food |
expenditures at retail showed a greater increase than in the previous year, although
aggregate demand increased at a slower rate.

The impact of demand in relation to timing of changes is likewise reflected
back through the marketing system and the farm receipts, although, as we pointed |
out in Part I, other factors disrupting the normal sequence enter into the situation |
at times through the period. Substantial increases in both the Marketing Bill and ‘
the “Aggregate Farm Value” took place from 1950 to 1951, which, as we pointed
out above, was the period of the greatest increase in demand. However, from
1951 to 1954, while increases were taking place in demand and in the marketing
bill, farm receipts were declining. We observed in Part I that the substantial
increase in farm production became a dominant factor during this period, in
Canada as well as abroad.

The fall in farm prices, through 1952 to 1955, would, if no other factors
were operative in these years, have caused a decline in farm incomes. But the
analysis of the marketing bill suggests, insofar as the domestic market for food
is concerned, that the strength of aggregate demand after 1954 gave rise to
increases in the total quantity of food taken and that this more than offsct the fall
in prices. Referring to Table 24, we draw attention to a considerable increase in
quantities of products taken by the domestic market beginning in 1954 and
continuing through 1958, particularly in meats, poultry and eggs and dairy
products. Hence, insofar as gross receipts of farmers from sales to the domestic
market were involved, increases started on a modest scale in 1955 and continued
through to 1958. In 1957 and 1958, of course, price increases again became 2
factor.
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To summarize: we estimate the increase in the Marketing Bill (1949 to
1958) to be of the order of 149%; and that the volume of food entering the
marketing system increased by 36%. It follows that the marketing cost per unit of
food increased by 84%. This increase in cost of marketing per unit of food was
due to both an increase in the quantity of services associated with each unit of food
(28%); and an increase in the cost per unit of the services (43%).

Some Components of the Marketing Bill

There are several ways in which the analysis of the Marketing Bill could be
developed. In Part II we described and illustrated the functional components
referring to transportation, financing, storing, buying, selling and so on. We also
dealt with the structural arrangement in the marketing system and described the
present-day organization of the institutions comprising this structure, such as the
retailing and wholesaling trade, and the food processing industry. In Part III we
examined within the marketing system changes in returns to labour (wages), to
management (salaries) and to capital (profits). We also gave attention to changes
in tax rates. :

We proceed in this section, following consideration of the elements entering
into cost of marketing services, to report upon changes occurring over the period in
aggregate costs for four functional components; transportation, advertising, cold
storage and packaging. We were able to carry out an analysis for these particular
components because of the availability of certain basic statistics relative to them.,
These four components themselves comprise a relatively small part of the marketing
bill. The balance consists in large part of labour, profits and taxes which we have
discussed in Part III.

In Chapters 1 and 2 we have given attention mainly to those changes in food
purchasing habits which in themselves would be expected to result in increases
in retail food costs and in a higher marketing cost even if all prices of goods and
services had remained the same throughout the period. The changes in question
were the change in the kinds of food in the market basket and changes in the
amount and kinds of marketing services associated with the food.

In the preceding section, we concluded that the cost of a unit of marketing
services had increased by 439. Marketing services consist of the quantities of
capital and labour required to take raw food materials from the farm, and
process, store and distribute the food products to the consumer. Capital is repre-
sented in the primary assembling facilities (warehouses, sheds, grain elevators,
cold storages and so forth), the processing plants, wholesale warehouses and retail
stores, as well as some other facilities owned or rented by individuals and firms
engaged in food marketing. In addition, there is the labour and management required
to operate these facilities—the livestock buyers, the butchers, the flour mill em-
ployees, the canning plant foreman, the wholesale clerk and the store owner,
to mention but a few of the persons engaged in various marketing activities.
But we must have more than facilities and employees. In Chapter 2 we established
measurements of the quantity and value of the materials obtained from the farmer.
In addition, other materials are needed, such as chemicals for use as preservatives,
coal, oil and electricity for operating the machinery and providing light and heat.

127

*
PR 6

P
e S, e e VT

o




Royal Commission on Price Spreads of Food Products

Machinery requires repairs; office supplies and equipment are essential for business
dealings, and a long list of many kinds of goods and services enter into the expenses
of marketing. For example, railroads and trucking firms are paid for carrying and
transferring materials and products. Advertising and packaging materials also
appear as expense items in the accounts of marketing firms.

All these goods and services used in marketing must be paid for. In addition,
marketing firms have to pay their employees, pay interest on money borrowed
to erect buildings, and make provision for depreciation of buildings, equipment
and so forth. _

When we refer, therefore, to the increase of 439, as the increase in the cost
of a unit of marketing services, our concern is directed only to the changes in prices
of units of goods and services used in marketing. Explicitly these would be prices
of items such as transporting a ton of freight one mile, an hour of labour, a kilo-
watt hour of electricity, a ton of coal, a gallon of gasoline, a long distance tele-
phone call between Winnipeg and Toronto, an investment of $100 of capital and
so forth through thousands of items. If we had the quantities of each of these items
used and the 1949 and 1958 prices, we could construct an independent index,
which presumably would show an overall increase of about 43%.

We do not have this sort of price index, but, as indicated at the beginning of
this section, we have developed estimates of aggregate costs for transportation,

_advertising, cold storage and packaging, which show some of the changes that
have been taking place over the period 1949 to 1957.

In Table 29 we have brought together the aggregates and indexes for each of
the above-mentioned components. The following sections are devoted to an analysis
of the changes in these between 1949 and 1957.

Transportation

Aggregate costs of moving food materials and food products in Canada rosc
from $109 million in 1949 to $245 million in 1957. Thus, total transportation
costs more than doubled. In this same period there was an increase of one-third
in the quantity of food materials moving through the marketing system. Thus.
if haulage rates and distances hauled remained unchanged during the period, we
could expect the transportation bill for food to have been at least a third greater
by 1957 on the basis of volume increase alone. "

But neither haulage rates nor distances hauled have remained unchanged.
Transportation costs for moving a ton of food have risen sharply from 1949 to
1957. Several increases in railway freight rates have been put into effect since
1949. There have been accompanying increascs in truck rates and in rates for
other forms of transportation service such as water and air. But the significant
and substantial change in recent years has been the switch in the proportion of
food shipped by truck rather than by rail. Table 30 gives the per cent distributica
of revenue accruing to the various forms of transportation from hauling focd
commodities and products from Canadian farms to Canadian retail stores.

The growth in importance of the truck, both absolutely and relatively, as a
means of transporting domestic foods to the Canadian consumer has been a factor
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contributing to the increases in the aggregate marketing bill. Because this state-
ment is suceptible to misrepresentation, we interject qualification. We are concerned
here with the measurement of aggregate costs of transportation as such and have
no means of striking a balance sheet to show compensatory savings along with
absolute increases in aggregate costs. As we will point out in the ensuing paragraph,
costs per unit of moving food by truck appear to have increased somewhat more
than costs by rail. But we cannot say to what extent savings in such matters as
the amount of handling, convenience, elimination of waste or loss have been
realized as offsetting factors to the higher unit cost and higher aggregate expend-
iture for trucking.

Table 29(a)—Changes in Various Cost Components of the Farm-Retail Marketing Bill,
1949 to 1957

(Million Dollars)

Year Traosportation® Advertising Cold Storage® Packaging Materialse
e 109 21 5 97
1950, .. cvveennccscacocansssrns 112 26 6 110
1950, civviannns seesssarasses 134 32 6 126
1952, . e iirerccnnncanannnanes 171 41 6 147
| 197 51 8 147
1954, ... . eiiiiarasssrencacnnns 190 61 8 160
1953, i ieiiriiererririrannans 219 " 9 174
1958, . ieerenennconarococsanans 254 90 9 188
1957.....000es vebesassasseseans 245 106 10 211

sTotal revenues of railways, truckers, air and water transport for farm food products produced and
consumed in Canadas.

bCold storage costs include costs of handling, frecsing and storage. Does not include the cost of storing
foods in freezer cabinets in retail stores, etc.

¢Packaging materials and containers only.
Sotrck: Various Itesearch Studies—{or details see Volume III.

Table 29(b)—Relative Changes in Various Cost Components of the Farm-Retail Marketing
Bill, 1949 to 1957

(1949=100)
Year Transportation Advertising  Cold Storage  Packaging Materials
THI. et 100.0 100.0 100.0 100.0
1950, . . rienecnnaranssnssanss 103.1 120.2 113.6 112.9
1951 ....vuuse rrerianenaane 123.6 151.7 102.0 130.4
1952, ........ teseesennarsaenns 157.3 190.8 116.9 151.4
1933.......... eresreraeannnans 181.4 240.6 139.3 151.3
1954, ........ tesrarsasaasnves . 174.5 283.7 146.5 165.3
1955.......... cessestsrenraenss 201.1 347.2 159.3 179.1
1958 ............ e 232.7 420.6 162.6 193.4
L R N 224.9 497.0 175.6 217.8

NotE: These index numbers were calculated from unrounded data.

129

A

cva

HS

B

—

J——



Royal Commission on Price Spreads of Food Products

Table 30—~Per Cent Distribution of Total Food Transportation Costs for Farm Products
Produced and Consumed in Canada, 1949 to 1957

Year Rail Truck Air Water Total
1049 e 53.6 43.1 1.1 2.2 100.0
1950, e 51.6 45.3 .9 2.2 100.0
8 49.6 47.4 1.0 2.0 100.0
1952, . i ittt 44.5 52.0 1.8 1.7 100.0
5 2 38.3 57.6 2.7 1.4 100.0
105 s 37.5 59.3 1.8 1.4 100.0
| E4 53 T 31.9 63.1 3.7 1.3 100.0
1958, .. e i 31.1 65.3 2.3 1.2 100.0
| £ S 31.8 64.9 2.1 1.3 100.0

From Table 31 we observe that the increase in truck revenues per ton was
greater than for rail, about 1109, as compared to 67%. This increase in rates
(as expressed by per-ton revenue changes), coupled with an estimated increase
in the volume of domestically produced and consumed food carried by truck,
pushed total truck revenues upwards to a level at which they accounted for about
659, of total transportation costs against only 439, of the total in 1949. Food
shipments by rail did not change in volume to any extent and hence the aggregate
cost attributable to the use of rail transportation for food rose only moderately over
the period. To the extent that truck transportation has replaced rail and water, total
transportation costs and, in turn, the farm-retail marketing bill, have been in-
creased by this shift in types of carrier.

‘A more recent development in transportation service, which appears to be of
some significance to the food industry, is the combination truck-rail (“piggy-back™)
service. We have been unable to assess the extent of the growth of this type of
service in relation to foods only, much less to make detailed measurements of the
overall effect on costs. It would appear, however, that the service offers speed.
convenience and flexibility which have effected overall savings in per unit costs
of moving food, particularly in traffic between major urban centres.

Table 31—Relative Changes in Unit Transportation Costs, 1949 to 1957

(1949=100)

Average Rail Average Truck  Total Transportation Costs prr

Year Revenve per Toa Revenue per Ton  Uait of Farm Food Marketed:®
| &2 3 100.0 100.0 100.0
1930, ... it iiivereeiianaescanans 107.1 97.1 101.2
£ 123.8 107.9 119.7
1932 i iiiieraeeraas 132.4 133.2 140.8
B P 130.3 161.1 162.7
| £+ 5 S 131.0 151.7 131.1
5L S 139.2 178.2 164.2
1058, .. i i 151.9 203.7 181.9
| 5L 167.3 209.6 169.8

P

* Derived by dividing the “value-volame’ index of farm marketings (Tubk 24) [ato the indes of ttal
transportation coats, (Table 29 (b)).
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When dealing with changes between 1949 and 1957 in the cost of transporta-
tion of food, we face a complex of changes in the elements from which the total
costs are built up. These are:

(1) Changes in per unit rates for transportation of food materials and food
products.?

(2) Changes in the type or kind of transportation used. Change to a propor-
tionately greater use of a lower or higher rate-per-unit type of transporta-
tion would affect the total cost.!

(3) Changes in the total volume of food moved. These would result from
population increases and from changes in the amount of food consumed
per person.

(4) Within the volume of food moved, changes in the kinds of food being
moved. We noted certain shifts in food consumption in Chapter 1. If
these shifts are from food materials or food products bearing low trans-
portation rates per unit to those bearing higher rates, then total trans-
portation costs would be increased.

(5) Changes in the distances which the food materials or food products are
shipped. These changes could result both from changes in population
location and from changes in the location of food production (in proces-
sing as well as in primary production).

Because changes of the above nature are taking place continuously, it is im-
possible to unravel with any certainty the net contribution of each to the total
increase in the food transportation bill.

Looking again at Table 31, we draw attention to the index of the costs of
transportation per unit of farm food marketed for each of the years 1949 to 1957.
This index embodies a complex of elements which change transportation costs per
unit of food marketed and, since it is expressed in terms of a unit of food, eliminates

Table 32.—Changes in Aversge Rail Hauls Per Ton For Selected Farm Food Products:
Three-Year Averages, 1949-51 and 1955.57,

3-Year Averages

1949-51 1955-57 % Increase

(miles) (miles)
Cattle & Calves....ooiviiiviieeriiirieeennrerniereneerannns 468 787 68
o8 i e 223 389 74
Sheep & Lambs....... et eete e et e ear et aeannanaeaan 267 676 153
Butter, Cheese & FgR®......vvviriiiiniinnnnreiierneneiennns 805 1,213 51
Dressed Meats & I'oultry. ..oovecrneenieneeniiiroracnaeanens 1,252 1,262 1

Sovncs: BDased on data in Annual Waybill Analysis of Carload Traffic, Board of Transport Commis-
sioners, Ottawa, annuals 1949 to 1957 inclusive.

1 During this period considerable use has been made of the provision in the Canada Tran;pon
Act permitting “Agreed charge contracts”. These contracts are an agreement between a shipper
and a rail carricr or carriers for a rate to the shipper lower than otherwise would be available for
which in exchange the shipper gives a guaranteed high per cent of the traffic Agreeq charge contracts
have 1o be filed with the Transport Board and are available to the public It is difficult to make a
statistical assessment of their significance and effect upon the general level of transportation rates
for food. However, their effects have been in the direction of keeping the general level of transporta-
tion rates for food lower than would be the case in the absence of this type of contract,
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the 33% increase in the aggregate which is attributable to food volume (see Table
24). It does, however, include a reflection of the change in volume of transporta-
tion per unit of product. The increase of from 70% to 80% per unit of food is
greater than the increase in rail rates per ton and somewhat less than the increase
in truck rates per ton.

A factor contributing to the increased amount of transportation per unit of
food is the distance of haul. There is considerable evidence of increases in distance
hauled.! The important commodities and products in terms of impact on transporta-
tion costs for all-Canadian operations are livestock (cattle, hogs and sheep) and
meats of these animals, and dairy and poultry products. Changes in average rail
hauls for some of these commodities and products are shown in Table 32.

To summarize our analysis of the aggregate of transportation costs in relation
to increases in the marketing bill, the following conclusions are presented:

(1) The overall increase in the aggregate cost of transportation in marketing

food over the 1949 to 1957 period is attributable mainly to a rise of
69% in the cost of transportation per unit of farm food commodity
marketed.

(2) In part, the higher per unit costs reflects a shift in the type of trans-
portation, that is a shift to moving more of the food by truck. (This
statement is qualified by our previous remarks regarding possible off-
setting savings.)

(3) There has been an increase in the amount of transportation per unit of
product. This is due in part to greater amounts of food being moved
longer distances to meet requirements arising out of concentration
(urbanization) of the population.

In connection with the increase in the use of trucks for moving food, the
Commission draws attention to the general growth in traffic congestion as an
increasingly important clement in the rise in trucking costs. The increasingly
large amount of food moved through and within the high traffic density areas
bears a proportionate or possibly more than proportionate part of the heavy costs
of traffic slow-down. Improvement of traffic conditions and establishment of well-
located traffic terminals adequately serviced by roads and highways, and whole-
sale food market arcas would limit increasing transportation costs for food
products.

Advertising

We have touched upon the subject of advertising in carlier parts of this
report. In Table 29 we noted that during the period 1949 to 1957 advertising
increased in aggregate cost from $21 million to $106 million, a risc of 397%.
This was by far the greatest per cent increase in any of the functional components
of the food marketing bill which we have examined. On the other hand, despite

1Sce Proceedings. The representative of Burns and Company referred to the increase in lve
stock production in the Prairie Provinces and the increase in population in Central Canada and the
Pacific Coast as factors contributing 10 increases in the distance products had to be transpoited
(Vol. 24, p. 3853, ct seq.). The representative of Canada Packers put it succinctly as foliows:
“ . .. the centre of gravity of production has moved West, and the centre of gravity of consump:ion
has moved East™ (Vol. 26, p. 4081).
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the proportionately large increase in the aggregate, advertising appears to account
for only about 5% of the marketing bill in 1957, although this is more than
double the 1949 proportion. Changes in the distribution of aggregate advertising
costs for food are given in Table 33.

The proportion of the total advertising bill spent by processors has been
increasing steadily, reaching 80%—by far the largest part—of total advertising
expenditures in 1957. (The amount increased from $15 million in 1949 to $85
million in 1957.) This reflects a continuation of the trend to what is known in
the trade as “national” advertising. As noted in Part II, a high proportion of this
national advertising of food products, as in the case of many other lines of
merchandise, is carried out by or an behalf of processing and manufacturing firms.
Meanwhile, the relative importance of advertising by both wholesalers and retailers
has diminished. Although expenditures by retail outlets as a proportion of the
total have declined, changes in retail food marketing during the period are
reflected in the estimate of advertising expenditure. Corporate chain expenditures
on advertising have increased relative to those of the independent retailers but
not relative to those of processors. (The chains’ expenditures increased from $2
million to $11 million and the independents’ expenditures from $3 million to
$8 million between 1949 and 1957.)

Table 33—Changes in the Distribution of Advertising Expenditures Among Institutional Groups
of the Food Industry, 1949 to 1957

Retailers
Inde- Corporate
Year Processors Wholesalers Total pendent Chains Total
(Per Cent)
L 3 T S 72.5 4.9 22.6 12.8 9.8 100.0
1950, i iiieeieneaneens 73.7 4.3 22.0 12.3 9.7 100.0
L 76.0 3.4 20.6 11.1 9.5 100.0
1952, i e, 76.7 3.9 19.4 8.9 10.6 100.0
195 i i 77.0 3.9 19.1 8.3 10.8 100.0
L TN 7.3 2.9 19.8 8.2 11.6 100.0
S 77.8 2.2 20.0 8.0 12.0 100.0
1958, .ot 7.0 2.1 18.9 7.8 11.1 100.0
L N 9.7 2.3 18.0 7.5 10.5 100.0

In considering the growth of advertising in connection with the food indus-
tries, we have been impressed with the expansion of advertising by television,
particularly for the promotion of national brands. Television is also being used
'o some extent by national and regional food retail chains to promote customer
patronage. Sometimes this latter use is combined with brand promotion under
arrangements between national processors and chain retail organizations. Because
television was only introduced in Canada in the early “50s, the increase in
advertising is partly a growth phenomenon associated with innovation. The new
medium provides for visual demonstration of food uses and an appeal to the
palate by the same means. More advertising and increases in advertising rates

133

i e, 4




Royal Commission on Price Spreads of Food Products

over the period have contributed to the overall increase in aggregate food adver-
tising expenditures. Our examination of rates charged for advertising in news-
papers, popular magazines and business publications revealed rather moderate
increases from 1949 to 1957. A larger part of the increase in the aggregate
advertising bill is attributable to the introduction and development of television
advertising and to a considerable increase in the volume of food advertising placed
in publications.

Cold Storage

Practically all food commodities in their movement from the farm to the
consumer undergo some form of storage for periods of shorter or longer duration.
It may be only a matter of hours or again it may be a matter of months depending
upon the nature of the food products and the marketing conditions. There can
be wide variations in the duration of the storage period even for a given com-
modity, as the marketing conditions vary.

The Commission confined its investigation of change in storage costs to
those involved in keeping food commodities and food products under controlled
temperatures in public and private commercial cold storage warchouses.! There
has been a considerable increase in food freezing as a means of preserving prod-
ucts (especially fruits and vegetables), and the Federal Government has assisted
in the development of adequate cold storage facilities, which has had its effect
on rates for cold storage. There are other important factors which lead us to
consider cold storage in particular. Statistics on cold storage holdings are readily
available, relatively accurate and complete, and the various series are published
monthly in considerable detail and are reasonably consistent for a period of years.
Cold storage is the most expensive type of storage per unit of product. In the
estimates for cold storage given in Table 29, the costs of freezing or putting
products into storage arc taken into account along with the monthly rates for
storage.

Table 34—Changes in the Per Cent Distribution of Cold Storage Costs Among Various Groups
of Food Products, 1949 to 1957

Fresh &

Dairy Frosen Fresh Frosen Frosen Frozen
Year Products Meats Apples Egxs Fruits Vegetables  Total
(Per Cent)

| £ 1 N 2.0 3.8 22.3 13.4 9.1 3.4 100.0
1950......00nnvenns 2.0 20.4 30.0 11.2 7.3 4.1 100.0
) § 11 PO 2.2 3.6 . 29.8 6.9 10.0 8.7 100.0
1932........oiae 25.1 32.8 18.9 10.0 9.1 4.4 100.0
1953, ... 29.3 2.2 20.0 5.9 .7 4.9 100.¢
1984 .. i iees 33.4 22.2 21.6 7.1 9.0 6.7 100. 0
1 SR 35.7 18.9 21.6 8.0 9.4 8.4 100. 1
) §' 17, J 34.5 3.0 21.3 3.8 8.3 9.1 100.¢
117 SO 27.3 22.0 7.0 9.8 8.3 10.6 100.0

PR

1See D.BS. reports on Stocks of Food Commodities In Cold Siorage and Other Warehouses
for Xinds of commodities and types of storage included.
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The cost of cold storage for farm products produced in Canada and
bought by domestic consumers increased only 76% between 1949 and 1957.
This relatively low rate of increase is attributable partly to government assistance
in the construction of facilities, which has affected rates, and also to an increased
degree of utilization of space. Table 34 below shows the per cent distribution of
total cold storage costs among various groups of farm products.

In 1957, cold storage costs for meats, frozen fruits and eggs were a
smaller proportion of the total than in 1949. Frozen vegetables were the only
group with a higher proportion in 1957. With the exception of frozen vegetables
and fresh apples, there has been no marked trend in the quantities of other
commodities placed in cold storage over the period. The volume tends to fluctuate
with production for most commodities. The total cost of cold storage for frozen
vegetables increased 445% and was chiefly a result of the 414% rise in storage
volume.! A substantial portion of the increase in total cold storage was a direct
result of the marked increase in the storage of frozen vegetables.

Storage costs vary with both volume and unit charges but, generally, there
were only moderate changes in the rates of handling and freezing and storage.
Volume was the chief factor contributing to the increase in total cold storage costs
over the period.

We cannot close our discussion of storage costs without further reference to
the costs arising out of the increase in volume of frozen foods during the 1949 to
1957 period. Insofar as frozen foods are to be held at low temperatures during
their movement through the marketing system prior to retail, the costs are for
the most part taken into account in the estimates in Table 29. For the further
period of storage and display at retail, there has been a major development in
frozen food cabinets. The expenses of buying and operating these, of course, show
up in the debit column of the retail store. The importance of the frozen food
business and its rate of growth are shown by the results of a recent survey? which
yielded a count of 421 different frozen food items in Toronto chain stores. This
count showed the number of items to be 409, higher than the year before.

At the beginning of this chapter we referred to the shifting of functions and
services back and forth within the marketing system and the resultant difficulties
this created in measuring the incidence of where or on whom the costs actually
fell. In Chapter 1, we mentioned the increase in mechanical refrigeration in the
home. Some part of this is attributable to the availability of frozen foods and on
this account part of the cost incurred in the home for purchase and operation of
cold storage cabincts can be regarded in fact as a transfer of that cost out of the
marketing system to the consumer.

Packaging

Packaging of food products takes many forms, and requires many methods
of enclosure. It takes place at all stages within the marketing system and outside
the marketing system proper as was described in Part II. Some products are
wrapped or packaged before leaving the farm. On the other hand, the consumer

1 Measured in pound-months.
2 Canadian Grocer, April 25, 1959, p. 30.
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may undertake certain packaging operations when the products are brought home
from the retail store. For example, food may be packaged after purchase for
storage in a home freezer. While on this subject we digress to pay a compliment
to nature for many excellent packaging accomplishments in the form of outer
protective coverings such as the shell on eggs, the hide on the steer, or the skins
on many fruits and vegetables.

There are three principal functions of packaging. These are:

(1) To protect the product against deterioration or contamination. Insulated
containers for ice cream and fresh fruits are examples. Milk cartons and
bottles are sealed against dust and bacteria.

(2) To provide convenience in transporting, storing and using the article
throughout marketing and to consumption. Size, shape and strength of
container enter into consideration here.

(3) To provide the information to the buycrs and users of the product
necessary to informed and intelligent purchasing and use. This informa-
tion may be printed as an integral part of the package or scparately
attached to the package by a label. This aspect of packaging has assumed
greater importance as the retailer-consumer relationship has become
less personal. In this conveying of information to the purchaser, the
essentials are:

(i) The kind, composition and quality of the product;

(ii) The net quantity in accurate and meaningful measurements;

(iii) Its uses and how it may be prepared or served for various uses;

(iv) Any particular instructions required in handling or storage to pro-
tect the contents;

(v) Where feasible, the contents visible in their natural appearance;

(vi) Last, but not least, wherever possible, provision for a write-in or
stamp-in (at the end of the marketing chain) of the unit or
package price.

While we have restricted the above classifications to the essential functions
of packaging, and have in this way narrowly defined the information aspects, we
find it difficult to deal with this subject in a realistic way without reference to
the promotional aspects of packaging. The transition stages from informational
services to promotional activities in packaging lcave a wide arca in which we
have found classification most perplexing.

In connection with the use of packaging as a mcans of promotion, reg..rd
must be given to (1), (2) and (3) above, but, in addition, other factors rank
high in importance. These include appcals to the consumer through package
design, including shape and embellishment by colour, decoration, lettering, and
also and not infrcquently, through the utility of the package for other things after
the food contents have served their purpose. Promotion by means of packaging
employs many devices, some of them bordering upon deception, including usc of
optical illusion, both as to quality and quantity of contents, inclusion of “gim-
micks” along with the food, and so forth.

We have directed this special attention to the packaging function because
of the numerous complaints about packaging costs, promotions, “gimmicks” and
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inconveniences, especially from representatives of consumers.! While no direct
evidence was submitted by these representatives on the extent to which increased
packaging and increased costs of packaging had increased the marketing costs
and hence the price spread, certainly the inference that costs had been increased
was intended. It remained, however, for particular industries and notably that of
cereal products to provide an outright admission that their costs had increased
because of the increase in packaging costs.? The expansion of competition into
this particular form of promotional activity is viewed by the Commission, there-
for, as one of the causes of increases in marketing costs and thereby a contribution
to the widening of the spread,

Before discussing our measurements of the aggregate of packaging costs in
the marketing bill, we comment upon some of the components entering into total
costs of packaging and consider certain economies associated with packaging.
Packaging operations in general require materials, labour on the packaging line
or in the packaging operation, packaging machinery, power, light, and other
items of operating expenses as well as a share of general overhead arising from
the utilization of plant space, fire protection and so forth. When packaging
operations arc segregated from the production and assembly lines, total packaging
costs can perhaps be measured fairly accurately. In many instances, however, the
packaging job has become an integral part of the production line; sometimes the
package-making or package-assembling machine itself is part of this line.

In recent years packaging machinery has become more intricate and more
expensive. In addition, when packaging becomes enmeshed in promotional activ-
ities, changes in package size and design make obsolescence a major factor in the
depreciation rate of packaging machines and equipment.3

To this point, our qualifying comments on the measurement of packaging
costs have dwelt upon the problem of obtaining inclusive coverage of all costs
associated with the operation. But we must give regard to the other side of the
coin, that is to the savings effected, not only to the consumer but throughout the
marketing system in waste reduction, convenience in handling and storage, and
quality maintenance. Certainly changes in packaging which have permitted
mechanization in the handling and assembling of materials in processing, whole-
saling and retailing have contributed to reduced labour and other costs per unit
of product. Once again all we can do is recognize these qualitatively—the net
effects of increases and decreases in cost attributable to packaging are incorporated
in the total mix of costs represented by the aggregate marketing bill.

In our mecasurement of the costs of packaging we have restricted our con-
sideration to the costs for matcrials and containers. Statistics on expenditures for
these are collected annually by the Dominion Bureau of Statistics from the food
processing industries, and, using these data together with other information, we
arrived at the aggregate figures given in Table 29. We repeat that these estimates

1Sce Proceedings, submissions by National Council of Women and Canadian Association of
Consumers, Vol. 2, pp. 277 and 298; Vol. 13, p. 2170; Vol. 15, p. 2388; Vol. 26, pp. 4124 and 4312.

2See Proceedings. A tepresentative of the Prepared Breakfast Food Section of the Quaker
Oats Company of Canada, Limited, said: “Packaging costs from 1949 to 1957 have advanced
approximately 52%™. (Vol. 28, p. 4456.) Also sce our reference on p. 138 to statement by a
representative of Burns and Company on this point.

3 For further comments on the factor of obsolescence see Proceedings, Vol. 28, p. 4459,

137

o e e

R——




e e | st

=

Royal Commission on Price Spreads of Food Products

do not include labour, machinery expense and so forth. Although an increase of
118% between 1949 and 1957 is indicated, this increase in total cost of packag-
ing materials is less than the rise in the total marketing bill (Table 26). Related to
our measure of the increase in amount of food put through, the increase in cost
of packaging materials per unit of food over the same period was 64%.* Price in-
creases in materials and containers and increases in the volume of food put through
have played major roles in the increasing aggregate cost of food packaging materials
and containers.

The amount of packaging per unit of farm product has increased. At the same
time, the volume of food products requiring some amount of packaging has also
increased. Most of the expenditure on packaging materials and containers has
been incurred by food manufacturers (processors) although there might, with the
growth of the chain store, have been an increase in the amount of packaging per-
formed at retail since 1949. As an offset to this, however, the decline in movement
of many food materials in large containers (bags, barrels) through to retail has
eliminated much repackaging that used to take place at retail. The ladle, scoop,
and grocery store scale, together with wrapping papers, string and various sized
paper bags no longer clutter the grocery store counters and shelves.

In summarizing our review of increases in packaging costs as a factor in the
increasing marketing bill, we conclude that, on balance, the attention directed to
this matter as a highly significant contributor to the overall rise in aggregate market-
ing costs tends to be exaggerated in the views expressed to the Commission. But
we do not dismiss increased packaging as a reason for sharp increases in marketing
costs for certain items, or alternatively for the failure of consumer prices to fall in
certain lines of food commodities, and especially where raw food materials prices
have declined. For some commodities, the marketing behaviour of processing and
distributing industries and firms has been characterized by substantial amounts of
promotional activity in which packaging and the promotional devices associated
with it have been prominent.

1 A representative of Burns and Company stated in regard to their experience: “From 1949 to
1937 the increase in cost of packaging matcrials has risen by some 49% per pound of product
sold”™. Proceedings, Vol. 24, p. 1841,
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CHAPTER 4

GOVERNMENT SERVICES AND FOOD MARKETING

Government activities have been an influence upon all sectors of the Canadian
economy. In the food marketing system particularly, government activities and as-
sistance have a considerable bearing upon operations at all levels, from the farm
to retail. The activities of governments in the food marketing sector reflect in large
part the concern of the public which arose initially out of the desire for an assured
and safe food supply.

Farmers, business operators and consumers pay taxes; in return they receive
services provided by governments. These range across a wide variety of activities.
Many of them, although general to the whole economy, may be regarded as con-
tributing in one way or another to improving efficiency and lowering costs in the
food marketing system. We could not possibly extract the portions of the many
multiple-purpose services such as those to transport (roads, policing), to com-
munication, to education and technological development which aid food market-
ing in the course of their general performance.

We suggested that, in return for taxes paid, the community received services
from governments. This statement can be accepted to a greater or lesser extent de-
pending upon the reservations and qualifications which each of the readers may
wish to attach to it based on their own experiences, satisfactory or otherwise. In
referring to services there are two general groupings of government activities. The
first group involves the making and enforcement of laws and regulations which, in
general, facilitate the functioning of the economy and social order. The second
grouping of government services includes direct assistance by way of matters like
market information, rescarch and actual participation in such matters as inspection
and grading. Inasmuch as these activities are necessary, they would, if not provided
by governments, be reflected in increased costs in food production and marketing,
to be borne dircectly by the consumer.

There are many activitics and services which, we can say with some assurance,
arc developed with the direct object of assisting food marketing. As a general rule,
these are provided by governments and, in most instances, revenues are incidental
and fail by a considerable margin to cover the costs of the activity. For example,
local governments often provide and supervise farmers’ market areas. For the use
of these facilities, only nominal rentals are collected.

While practically all governments, municipal, provincial and federal, are en-
gaged in some form or other of assistance to food marketing, segregation of ex-
penditures for these purposes in their financial statements varies considerably. Cer-
tainly, it becomes more difficult to segregate special categories of expenditure,
proceeding from scnior to junior Ievels of government. At the lower end, the village
constable may enforce retail store or market by-laws, while at the senior level an
cmployee's only duty may be daily inspection of a particular farm product.

We find, furthermore, that the food marketing system benefits from a number
of governmental activitics generally available to producers, marketing firms and
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consumers. These include regulations under which the whole economy is carried on,
and of paramount importance are those laws and regulations designed to preserve
freedom of competition.

Most certainly, governmental contributions by way of assistance in all its
many forms would amount to a substantial sum. This is covered, in part of course,
by way of property, income and other taxes raised by various levels of government
from tax levies on persons and firms. Insofar as our marketing bill estimate reflects
these taxes, it includes a portion of the marketing services provided by governments.
We are unable to strike a balance on the net benefit of government services to
food marketing; similarly we are unable to estimate the actual cost based upon the
difference between government tax levies and incidental receipts from services

provided in respect to food marketing.
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