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PREFACE

The following analysis of the incidence of advertis-
ing cost was undertaken in hopes of clarifying some of the ex~
isting confusion regarding this problem, In making this study
I have drawn heavily upon the works of others and wish to here-
by make my acknowledgements, While attempting to find and use
as much statistical evidence as possible, I have been compell-
ed to fall back upon the deductive method to a large extent,
This neces:ity arises from the scarcity of satisfactory objec-
tive data, My approach has been first, an examination of the
effects of advertising upon production and marketing costs,
followed by a consideration of the influence of advertising
upon demand, This analysis of the direct relation of adver-
tising to prices has been suvpplemented by an examination of the
more}indireet influence of advertising upon economic values,
such as the relation of advertising to the stabiligation of
demand, to standardization, to market research, to monopoly,
and finally its relation to the allocation of economic re-
sources, A concluding section has dealt with the potential
efficiency of advertising, As a result of this study the
following conclusions were reached,

In the first place it was found that in many cases
advertising was able to lower production costs, But this re-

duction in costs was seldom the result of mere increase in
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output--the usual explanation, In fact we found that for
certain types of goods, grester production in and of itself
tended to cause increasing or constant cost. We were obliged,
therefore, to explain the fact that advertising was accompanied
with falling costs on another basis, namely improvements in
production technique, In the discussion regarding marketing
costs the conclusions were similar: Advertising has had little
opportunity to lower total distribution expense. We found
that with an increase in the scale of operations, there was =a
very strong tendency for distribution cﬁsts to rise--a trend
which advertising was not able to counteract, Any tendency
for marketing expenses to fall seemed to be due to better meth-
ods of distribution, It ought to be added, however, that
there is reason to believe that advertising is a more econom-
ical, efficient means of demand creation than any other sub-
stitute agency. As a result, if advertising is used to build
up sales, costs are kept from rising as high as they might
otherwise go, This amounts to a relative reduction of market-
ing expenses,

In the next chapter the effect of advertising upon
demand was analyzed. While it was found that advertising has
accomplished a great deal in educating the consumer to a

better standard of living, it was also pointed out that this

educational force often operates in the wrong direction,

namely in developing more or less pernicious wants, On the
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whole advertising tends to offer a rather serious interference
with the consumer'’s guidance of production. The section fol-
lowing has dealt with the influence of advertising upon the
existing economic system. These results of advertising, al-
though they do not bear directly upon prices, tends to alter
the economic system in which prices are determined, and hence
influence values or prices in the end. In this dis@ussion
it was pointed out that advertising was a potent factor in
many cases in stabilizing demand, and in furthering market re-
search and standardization, Advertising's influence upon
competition, however, was problematiecal, It might be argued,
for example, that advertising makes for better competitive
conditions because it supplies the producers and consumers
with marketing information--thereby causing a closer approxi-
mation of a perfect market. On the other hand, it is contend-
ed that advertising tends to destroy competition and to create
monopolistic conditions, The arguments are inclusive on
either side; but it should bé pointed out, however, that in
actual practice the "monopolies" which adveriising tends to
establish do not givé the advertisers much power, PFinally,
we ansalyzed advertising's effect upon the allocation of our
economic resources, It is true that a justification of direct-
ing over a million dollars' worth of our factors of produetion

into the advertising business, might be made upon the grounds
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that such an expenditure increases our productive efficiency.
It is difficult, however to defend the influence advertising
has had upon society's use of resources in other directions,
ot only does advertising draw upcn the limited resources of
mankind for its own purrposes, it is also a factor in helping
consumers decide what goods and services will be produced,
Some of the decisions do néot seem socially desirable,

In the final chapter the future of advertising was
considered. The aim was to determims whether advertising
would tend to have a more salutary influence upon prices in
the future, With this in mind the various possible sources
of improvement were discussed, together with & brief consider-
ation of the newer trenmds in adfertisements. An anglysis
of what pert the government might take in the solution of
the advertising problems, lead us to the conclusion thzxt the
improvem-nt of advertising will come as a result of the natur-

al forces at work in the present competitive regime,
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THE INCIDENCE OF ADVERTISING COST.
I. Introduction,

"All national advertising tends to oreate vicious
chains in which the increases in national advertising approprie
ations by manufacturers tend to increase the price level of all
goods,." (1) This arraigmment is but an expression of a current
belief held by many people that advertising tends to increase
prices, On the other hand, there are those, particularly ad-
vertising men who are of an opposite opinion, "Not only are
goods better because of advertising, they are better distribu-
ted, lower in price, and the labor of selling them has been re-
duced”,(2) is the verdict of one eminent authority in the field,
Here are two diametrically opposed views,one implying that con-
sumers bear the advertising costs in higher prices; the other
that there is no increased cost to bear. It would seem that,
8ince both sides could not be correct the subject calls for
clarification, It will be the purpose of this disseration,
therefore, to attempt an analysis which will throw some light

(1) Borsodi, Ralph, "The Distribution Age", D. Appleton

and Company, 1927, page 247,

(2) cCalkins, B.E, "Reading With A Purpose: Advertising”,
American Library Aassociation, 1929, page 21,
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upon this controversy,(l) regarding the incidence of the cost
of advertising, Before entering into this discussion it may be
well to briefly oonsider the growth and genersal status of the
advertising business, The Survey of Current Business, publish-
ed by the Department of Commerce reports monthly averages of
agate lines used in magaszines and newspapers since 1913, Chart-
ing these a graphic picture is obtained of the growth of adver-
tising since the pre-war period. (See Chart I) In both cases
there has been a fairly steady increase in the number of lines
used except perhaps for the considerable relapse during the de-
pression of 1920-21. As for the amount spent upon advertising
every year, The Market Data Book for 1928 makes the following
comments: "EBxact statistics regarding the total amount spent
annually on all varieties of advertising in the United States

are not obtainable, but a recent estimate places the sum at not

(1) This controversy about advertising is not a recent
one, but is as o0ld as the industry itself, The fol-
low excerpt from an early article is a defense of
advertising which might well have been written in
1930, "Advertising, is indeed, one of the great de-
velopments of the century, It has revolutionized
business, and made it possible to accomplish in a few
years what otherwise would have taken generations to
compass, Nor has this advertising benefited the sel-
ler only, It has brought to the kmowledge of the
buyer the hundreds of improvements and articles by
which l1ife can be made more pleasant, by which the
health can be preserved, the palate gratified, the in-
tellect fed and satisfied., It is no exaggeration to
say that no force has contributed more to kmit the
world more closely together, 'It is but the simple
truth to assert’, says a recent (Continued on page 4)
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Chart I.

Magazine and Newspaper Advertising (1)
1913-1923

Thousands of Agate Lines.
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less than $1,260,000,000. Moreover, there are 600,000 men
directly connected with the advertising business, The amounts
spent on each form were divided as follows in 1926:" (1)

TABLE I
ADVERTISING SPENT IN 1926 ON SEVEN TYPES(1).

. 8treet Car Cards ..........c.c....$ 156,000,000
. Outdoor Advertising .............. 65,000,000
o Farm PaPOY8 ....c.cccncccvecce coevee 30,000,000

Busmosa Pamrs @ 0 0600080000 060000000 10_0,000’000
General Magazines .,........cccc0se 177,000,000
DirQOt nail [ X K BN BN BN BN BN BN N N N Y N I I Y B N BN AN 300’000,000
NeWwBDPAPOYrS ,..ccococececococcccncs 736,000,000

TOTAL FOR THESE SEVEN TYPES $ 1,423,000,000

QOUI:POINH

Thus there seems every indication that the advertis-
ing industry is not languishing; that fact of itself might seem
to some, who are accustomed to reason that economic forces tend
to weed out inefficient instruments of production, a priori ev-
idence that advertising might be economically defensible. Wheth
er it is or not becomes an affair of more than passing interest
in view of the fact that the industry is making a rather large

(1) (Continued from page 2) writer, 'that the loss of ine
formation which the advertisements furnish would be
one of the greatest imaginable misfortunes to civil-

ization', Printers' Ink, October 11, 1899,

(1) OCrain, Jr. G.D., The Market Data Book, 1928, Chicago,
Illinois,
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drain upon our productive resources.(l)
Perhaps it may be important before proceeding to the
analysis of our problem, to explain what is meant by advertising,

In ordinary usage the word seems to mean the paid-for public-
ity whioch helps to market the goods and services of business,
As George P. Rowell in his book "Porty Years an Advertising
Agent"™ puts it: "Advertising is publicity, & means of causing
it to be known what service you or I can render, what wants we
can satisfy; and the reasons why that service should be sought
at our hands,” Most individuals would agree to some such déf-
inition, though there will probably never be a definition that
would gain universal acceptance, since advertising is continu-
ally changing. There are some writers, who expect advertising
to signify much more than merely the effort to sell goods,(2)
In their opinion advertising should be widened in its use to
inolude such publicity as announcements of Community Chest Fund
drives, and propaganda in support of other ecivie, politieal,
health and religious organizations, While it is legitimate
to designate such activities as advertising , nevertheleas, the
present discussion will refer to the narrower
(1) It is estimated, for exasmple, that the 600,000 men
employed in advertising comnstitute about 1.5% of those
gainfully employed,

(2) Por such a usage see Cherington, Paul T,, "The Consum-
er Looks at Advertising", Harpers, 1928,
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definition, publiocity which is used as a selling ageney in
business, |

Not only must the definition of advertising be cir-
cumscribed in this limited sense for our discussion, but a fur-
ther discrimination must be made between two radically differ-
ent concepts of advertising whioch are exceedingly prominent in
present-day writings, A8 one authdr has expressed it, "Adver-
tising may be of two sorts, It may be either informative or
competitive™, (1) While the present writer would quarrel with
such a division as being illogical - for reasons that will be
brought out later - yet the idea of designating carefully what
is meant by advertising is sound because part of the controver-
8y over advertising is traceable to the absence of such a pre-~
caution, The antagonists of advertising have in mind one oon~-
cept of’advertiaing and the protagonists another. "Competi-
tive"” advertising is a misnomer, if the purpose is to ear-
mark a certain type of advertising, because all advertising is
and should be oompetitive in the true sense of the word, What
is meant by the term is that kind of publicity which accentu-
ates brand competition, Advertising of this nature, it

(1) Vaile, R.8., "Bconomics of Advertising", Ronald
Preas Company, New York, 1925, Page 130,
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is thought, tends to befog the oonauner.and make him buy fool-
ishly. Nor is the term "informative" advertising a helpful
notion for this discuassion, since the connotation of the phrase
suggests that such advertising is good, educating the consumers
to be better buyers, But the truth of the matter is that neith-
er is the so-called "competitive" advertising to be censured in
the manner it is, nor is the "informative" type to be acclaimed
as all good, This point has been well stated as follows: "The
fact is that much of the worst advertising is of the informative
type. Peruna, unsound stock issues, and in fact the great
bulk of illegitimate advertising is distinoetly of the informative
type. So also I believe that the so~called competitive adver-
tising 1s a distinction very largely supported by people who
know 1little of the merchandising processes, The fact thattwo
stores in the same town are eompeting for trade and are spend-
ing more money in doing so than (those) who know nothing about
their problem would approve is no evidence that this advertis-
ing is illegitimate either as guidance to the consumer, as stime
ulation to their efforts at produetion, or even as sost reduc-
ing influence with the organizations themselves."(1l)

Another manner of classifying advertising -- as part
and parcel of high-pressure marketing -- needs to be commented
upon in the endeavor to clarify what should be meant by adver-
tising. Critiocs have in mind that such a designation in and

(1) Moriarty, William D., suthor of "REconomics of Markot.
ing and Advertising. |
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of itself condemns advertising, but such is not the case, There
is nothing socially or economieally wrong about the use of power-
ful advertising methods to win a large sales volume for an in-
dustry. In fact, the test of whether advertising is economioc-
ally Justifiable should rather be: Does it create a relatively
'largg amount of esonomic utilities with a given amount of re-
sources? Man is in a poeition in which he has limited econom-
iec facstors or resources from whieh to produce goods and services
for his unlimited wants. In order for advertising to fit into
such a& productive system it must be able to accomplish some part
of the productive process, such as demand creation, with a small-
er drain upon society's resources than any alternative method
would ocecasion, If it does this, it will tend to give man
more economic goods and hence will react favorably upon economio
values, The measuring rod of the economic value of advertis-
ing is by no means the amount spent upon it, Millions used for
high-pressure advertising does not necessarily condemn it; in
fact it might be discovered that such a use of resources is a
wise employment of them in view of the results obtained from
the standpoint of both the producer and society at large,

If it seems, therefore, that defining advertising as
"gompetitive” or as part of high-pressure selling, is not very
helpful, what should be our recourse in this dissertation?

When advertising is said to lower or to raise the cost of mer-

chandising, or some other economic consequence is commented
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upon in attempting to determine the incidence of the cost of
advertising, what kind of advertising will be meant® Certain
out-and-out predatory types of public ity such as that for nos-
troms and bogus stook and of fly-by-night conecerns will be ex-
cluded; but in the main, we will take advertising as it is used
in industry and attempt to determine who bears its cost, In
order to do this we must examine the effect of advertising upon

prices, Let us now proceed to this discussion,
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PART IIX

THE EFFECTS OF ADVERTISING UPON
THE COSTS OF PRODUCTION,

In the last section it was brought out that in order
to determine the incidence of advertising cost it would be
necessary to analysze the effects of advertising upon price,
Since price or economic value is the outcome of the demand and
supply forces of the market, our problem becomes one of analy s-
ing the influence of advertising upon these determinants of
price, Price may be donsidered either from the immediate or
from the long run point of view, In the first case, price is
determined by the market supply and demand schedules -- those
Which result from momentary, temporary forces, such as weather,
rumors and the like, While an analysis of the effect of ad-
vertising upon market price might be fruitful, the present
work will deal with normal price, which is an outcome of the
more permanent supply and demand elements, (1) By Supply 1is
meant the amount which sellers stand ready to dispose of at
each of a series of prices and likewise by demand the amount
buyers are williyg and able to buy at each of a series of
prices,

In & normal supply schedule it is marginal cost of
production whioch determines what guantities are forthcoming at

(1) Por a discussion of these forces see Taylor, F.M.,
"Principles of Economiocs, Chapters 24 and 25, Alseo,

Marshall, A., "Principles of Economies", Book V.
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every price., On the other hand, behind normal demand lies the
marginal utility of the goods to ths consumer, and the inoome
of the demander, This sequence of causation has been schemat-
ically arranged in Chart I1. in order to make the presentation
clearer, and also to show wherein lies our field of inquiry.
Th&s in the main our method of approach will be to investigate
the effeot of advertising upon the supply of goods and its ef-
fects upon the demand for goods, We will find, however, that
all the economic consequences of advertising do not fall square-~
ly into these two divisions of the work, For example, there
remains a family of problems such as the effect of advertising
upon the business oycle, upon oconcentration in industry, upon
resource costs, which do not deal directly with entrepreneur’s
immediate cost of production more with the attitudes of the
buyers, These guestions, however, have important bearings
upon economic values, and will be treated in a separate sec-
tion forming a significant part of this appraisal of the onom-
ic efficiency of advertising, It will be the work of this
chapter, however, to take up the effect of advertising upon
costs of production, Cost as used in Chart II refers not
only to the money outlay of the manufacturer for production

but also to his marketing expense, as well as to all of the
expenditures of the middlemen who handle the goods until the
consumer buys them, But in the following discussion this cost

of productjion will be broken down into its component parts
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and each investigated separately.

The first consideration will be the effest of adver-
tising upon the producer's cost of production, leaving the
effeots of advertising upon marketing costs to another pax of
the paper, The protagonists of advertising are accustomed to
reason upon this point as follows: Advertising lowers the
cost of production because it inereases sales volume which al-
lows the industry to operate on a larger scale and consequently
to effect a lower unit cest, It is questionable whether such
a general representation of the powers of advertising is Jjus-
tifiable; but before any definitive conclusion can be reached
it will be necessary to interrupt with a presentation of the
theory of cost variation, which is the study of the effect of
changes in output upon costs, Such an explanation of what
inoreased production doces to0 unit cost will enable us to judge
whether or not ad vertising actually lowers costs when it
stimulates sales and hence production,

In the investigation of these cost variations, two
roints of view must be kept in mind, the immediate and the nor-
mal, In the former case the question is what will happen to
costs as a result of passing conditions of a more or less tran-
sisnt character such as the circumstances present at various
stages of the business cycle, While it is necessary to take
cognizance of such forces it is thé normal conditions of the

industry which are important, and it is chiefly these which %

1%;




will be examined, Costs are often divided into the two class-
es, fixed and variable,(l) TUnder the heading of fixed or
overhead ocosts are olassified such items as interest on the
fixed capltal invesiment, insurance on plant and equipment,
salaries of administrative officials and general office expen-
ses; in short such expenses as must continue whether the plant
or industry produces much or little, Current or variable
costs, however, including expenditures for raw materials, sup-
Plies, advertising, labor and such other expenses as are us-
ually connected with the soncept of ciroulating eapital, vary
with the amount of production,

It is obvious that such costs must be incurred in
varying proportions in different industries,(2) and it is on
the basis of these typical variations in cost that the econom-
ists have oclassified variable supply industries.(3) But a
theory of cost variation must also involve something more than
the mere distinetion between the proportions in which fixed and
variable costs appear, In the first place it is necessary to
study each industry to determine the typical cost stage in

(1) These two elassifications are sometimes called prime
and supplementary costs, S8ee Marshall, A., "Prin-
ciples of Economices." Book V, Chapter IV,

(2) Xor a discussion of the percent of fixed Assets to
total wealth for various industries see the report of
the Federal Trade Commission,"National Wealth and In-
come", page 141, Washington D.C, 1926.60v,Printing O0ffie

(3) FPor the orthodox analysis of cost variation see Marshall

A., "Prinoiples of Economios”,Book V, Chapters 12 and

13; Taylor, F.M.,"Principles of Eoconomics™,Chapter XI3

Tasussig, F.M.,"Principles of Economicsa"™,Chapters 18 .4
13 ] &nd 14. ki




which the more important of the factors of production are cus-
tomarily operating, This involves a preliminary knowledge of
which fastors are dominant in an industry, fixed capital, or
cireulating capital, Again it is sssential to consider the
effeot on cost of replacing or duplicating these ochief factors,
For if an industry is to continue to supply a product or ser-
visce, the replacement of worn-out equipment and duplication of
Plant and machinery to permit enlarged activity must be ignor-
ed, Finally it is important to know the exact extent to which
the industry may profit by the application of those conditions
which contribute to productive efficiency. To what extent may
the principle of specialization and the benefits of large scale
production be utilized? Is it possible by means of integra-
tion of either the horizontal or vertical type to gain further
economies?

Once an industry is analyzed in the light of the sbove
considerations it becomes possible to determine the typical
supply schedule of that industry and hence the unit cost of
production and under competitive conditions the unit selling
price of the product, Whenever an individual establishment
can increase its total output and at the same time reduce its
unit cost it is said to be operating in the stage of diminisp—
ing cost , Similarly if it can increase its total output only by
increasing its unit cost it is called an increasing cost indus-
try, and finally, if a business organization is producing at
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maximum efficieney and can bring forth more product without
inoreasing or decreasing unit cost it is said to be operating
at constant ocosts, Before leaving this discussion of the
theory of cost variation it will be helpful to clear up sever-
al minor diffionlties, One is8 that there is a concept of
"oonstant ecost" other than the ome just givem which might con-
fase our coming 4iscussion if not explained here, At any giv-
en ocost it is usually true that gquite a quantity of product
can be brought forth without any change in unit cost; that is
actual coast does not change for every unit increase in output.
Thus the graphs for ths normally decrcasing and increasing

cost industries become series of descending and ascending steps.
A graph perhaps may make this clearer, (Chart III)

Chart III

Graph Illustrating the Constant Cost
Ievels Before and After Minimum Cost,
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A business which is operating at the "b™ level or
"e" level of costs in this chart may be said to be a temporary
constant cost establishment, which means that a substantially
large amount inview of the demand, can be produced at the same
unit cost for the time being, Howexger, when & business is said
to be 2 normal constant cost one, it means that the long run
forces such as have been set forth above in the theory of cost
variation are funetioning so as to bring the business to "d"
in the chart and to keep it there,(1l) In order to avoid any
difficulty in this matter such establishments shall be desig-
nated a8 constant cost ones, while a firm maintaining itself

for a while on a plasteau of costs will be referred to as a
temporary constant cost business,

Another difficulty which often occurs in the discus-
sion of cost variations is the mistake of confusing decreasing
cost with inoreasing returns and increasing cost with diminm-
ishing retums, That the two concepts are distinet is shown
by the fact that it is possible for'ﬁﬁsiness to be in the
stage of diminishing returns in physical output and at the same

(1) Marshall expresses the same idea in the following
fashion: ™"Taking a case at the opposite extreme,
(from fixed supply) we find some commodities which
econform pretty closely to the law of comstant return;
that is to say, their average cost of production will
be very nearly the same whether they are produced
in small quantities or in large."” Marshall, A,
"principles of Eeonomics", Book V, Chapter III, Sec-
tion 7, Page 349,
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time in the stage of diminishing costs, Por all industries
save the extractive ones, the point of least cost is not reached
until after the point of diminishing returns has been passed. (1)
8till another caution is necessary, namely the neces-
sity for drawing the distinction between the cost analysis which
is applicable at any given time and that which holds true over
a period of time, The oriteria established in the theorxry of
cost variation will indicate the typieal, long-run or normal
cost situation for a given plant, Likewise since industries
are but composites of individual firms the anslysis applies to
entire industries, At any given time, however, individual
business units may show cost conditions different fram those
typical for theiyr industry. Indeed, temporary conditions
such as changes in demand which are responsible for this condi-
tion may throw whole industries into an abnormal cost positionm,
Keeping in mind this analysis of cost variation the
next task will be to study the effect advertising temds to
have upon the costs of the different types of variable supply
goods, A set of graphs, Chart IV, given on the following
pPage may serve a8 a heip in this discussion, Part A.of this
chart is a picture of the cost stages through which an indivi-
dual concern must pass if attempts are mede to get more output
from it, If the amount of output produced is small in rela-
tion to the size of the business unit -for example, the quantity

(1) Taylor, P.M. "Principles of Economiocs"”, Chapters
IX, X and XI, ,
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OM, cost would be somewhere near "P", a cost which could be
lowered to p' if the quantity OX were produced, since the equip-
ment would be more fully utilized, Moreover, if the plant
were worked still more intensively there wonld come a situstion
in which least cost is reached represented in the chart by "p2w
with the quantity OY produced. After this point any increas-
ed output must be obtained at increasing cost since maximum
efficiency has been passed, (1)

Some business units for the reasons discussed above
in the theory of cost variation are normally operating before
the point of least cost and would have supply curves similar
to the one given in Part B of this ochart; others would normal-
1y work beyond the point of maximum efficiency having cost
curves like the third illustration; and finally there are bus-
inesses which would operate under constant cost and would have
supply curves which as the one in Part D of Chart IV. Our
next step will be to analyze these three types, in order to see
what kind of products fall into each category, since it wounld
seem that advertising’'s effect upon the prices of any goods,
would depend largely upon the cost stage in which that commodi-
ty was being produced,

The decreasing cost industries will be studied first

(1) A point that needs to be mentioned in this conneetion
is that from a very long run point of view all induse
tries tend to be increasing coat industries, due teo
their dependence upon scarce natural factors of pro-

duotion -- a fact which will have some signifiocance
later in our study of the incidence of advertising
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-=- those industries which have normal supply schedules as illus-
trated in the sesond part of Chart IV. If advertising is useed
to stimulate the sales in such a sost situation, the contention
whioch is heard so much that advertising lowers cost of produce-
tion appears to be verified, That is, 1f the curve S8 in this
graph is taken to represent the cost curve, and "D" assumed to
be the original demand curve, under competitive conditions cost
and price would tend to be near "p©. If then an advertising
campalign were launched and sales were stimulated so that the
demand curve became D', the cost and price per unit would drop
to the neighborhood of p', provided of course that there was
free competition. (1) Advertising is thus seen to be a possi-
ble contributing cause of lowered price under such conditions,

The outstanding examples of decreasing cost indus-
tries are the public utilities.(2) In such industries an
elaborate and costly plant is an antecedent condition to fur-
nishing any quantity, however small, of a given product or

(1) It is assumed for the purposes of this discussion
that advertising tends to increase demand. The rela-
tion of advertising to demand is examined in a sub-
sequent chapter,

(2) Not only are public utilities decreasing cost induse
tries, but any mamfacturing unit may also be, pro-
vided the demand for the product is distinetly limit-
ed while the minimum sized plant capable of producing
the product has eapacity far in excess of this maximum
demand, The industries which are ordinarily consider-
ed decreasing cost examples, however, are the railroads
steamship 1::.'a.nspor1=a1;:I.on'E street car service, grain

r

elevators; wharves; electric, water and gas supply
and the telegraphs and telephones,
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service; or in other words it is impossible to keep the Propore
tions between fixed and variable costs at a desirable ratio,
Once the large investment has been committed more units of Pro~
duct can be produced at a lowered cost per unit, since inoreased
output permits of a fuller utilization of the expensive eq uip-
ment, In a true decreasing cost industry, minimum cost could
never be achieved, however, for any length o!‘tine, because
the increasing demand would require the expemsive necessity of
duplicating plant and equipment whiech would again lesve the in-
dustry with large unused capacity. Advertising would seem to
be the very t ool which was needed in such a cost situation teo
stimulate sales and thereby effect a decreasing cost per unit,

An examination of the advertising experience of a
few public utilities might prove helpful at this point.(1l) It
will be impossible, of course, to establish the truth of the
conclusion that advertising has a tendency to lower price by

(1) It might be objected here that even if advertising
did lower the cost of production it would be hard to
measure the effeot of advertising upon the prices
of the services of public utilities, since most of
them have their prices controlled by the state, If
cost of production were changed by an increased out-
put there would be no competition to forece price
down to this lowered cost, In a public utility mon-
opoly regulated by the government the practice is us-
ually followed of fixing rates upon the basis of costs,
Undoubtedly there would not be an exmct correspondence
between cost and price for the reason that the rate-
making bodies act slowly being hampered by red tape,
but prices would doubtless respond quickly enough to
changes in cost to make it true that if advertising
could effeot increased sales, prices in the end would
drop since the new production would be obtained at
lower cost of production,
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such a method, Bven if reduotion of costs appear with the use
of advertising there is no justification for attributing the
result to the use of advertising since the mere appearance of
two phenomena together establishes no causal relationship between
them, An unusually prosperous year may be due to a good pro-
duction manager, or to changed demand situation outside the
control of the business, or to any number of factors other than
to advertising, It is said that when first the General Motors
Research Corporation was operating under President C.R.Kettering
new improvements were forthcoming every month in order to es-
tablish the worth of the imstitution, Advertising being used
conjointly at that time might have been adjudged by an enthu-
siagtic advertising representative as the cause of the increase
in sales and the decrease in costs which accompanied such a
period of growth,

Although it would seem that no direct causal relation
could be established by an inductive study, still it is said
"That when two or more instances of the phenomenon under inves.
tigation have only one circumstance in common, this circumstance
is the cause or effect of the phenomenon", (1) Applying this
method of logiec to our problem, we can say that if in investi-
gating the costs of various business houses, we find that the
presence of the "circumstance"” of advertising temds to be

(1) Minto, William, "ILogic: Induetive and Deductive"”,

Chapter V, quoting from John Stuart Mill's "Methods
of Logio”.
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accompanied by the "phenomenon" of lowered costs of production,
then we can conclude that there is some causal relationship
existing between them, even if other ocircumstances are present
in every case, but all changing in each case except the one of
advertising, For example some firms would find themselves
possessed of an unusually plentiful supply of capital; others
with an efficient labor supply and so on; but advertising would
be the only circumstance that would always be present, Some
likelihood, at least, that advertising was one of the causes
for the lowered costs,

The data which are available for the decreasing cost
industries are very scanty. One reason for this is that most
public utilities are unier governmmental supervision and hence,
must be very careful as to tae information they release, Pub-
lic utilities usually make use of at least two types of advere
tising, institutional advertising and what they commonly call
"merchandise” advertising.,(1l) The primary object of the
latter is, of course, to increase the sale of their goods and
services and would be the kind which would most direotly in-
fluence prices, The other type, the good-will advertising is
employed for its political effect, as well as for its influence

(1) The Advertising Committee's Report for 1926~27 of the

National Bleotric Light Association says on this point:

"Ffhe purposes for which advertising was directed were

grouped under four general headings: (1) Appliance or

merchandising; (43%) (2) Service building (10%); (3)

@ood will or institutional (37%); (4) Sale of securi-

ties(104)7 Another discussion on advertising obJec-
tives for a public service company is to be found in

Printers! Ink Monthly, December, 1923, page 34,
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upon volume of business and is of considerably more importance
in the eyes of the industry, There is nothing disparaging
about this comment, for if the people can be made to understand
the vital part a public utility holds in community life it is
less in danger of being made a foot-ball of selfish and aspiring
politicians, (1) One does not need to look far to get examples
of the latter +type of publicity. In the local papers, the
Detroit City Gas Company make continuous use of advertisements
which are obviously designed to build up good will, To quote
from one of their recent sdvertisements: "Your Gas Company
constantly maintains a flying squadron known as Minute Men who
are trained to give quick repair and adjustment service —----
The people of Detroit enjoy gas rates whieh are lower than those
existing in any other similar city in America®™,

When such copy is used which has no definite merechan-
dising appeal, it might be questioned whether advertising could
build up sales volume, The few statistics given me by this
company, however, show an incorease in sales of more than 100%
since 1918, (8ee Table II). Whether the advertising which
increased by more than ten times during the same period helped to
build up this growth in sales, it is impossible to

(1) There is, of course, no Justification for certain

types of propaganda carried on by public service
interests,
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TABIE II

STATISTICAL INDEXES
OF THE DBTROIT GAS COMPANY
SHOWING THE VARIATIONS IN THE QUANTITY
OF GAS SOLD, THE AVERAGE RATE RECEIVED FOR
GAS SOLD, THE VARIATION IR OPERAT-
ING COSTS AND VARIATIONS IN
THE AMOUNTS EXPENDED
FOR ADVERTISING.

Base: 1918 = 100

Receipts per M !6tal Expen-

Gas Sales Cubic Feet Sold Operating ditures for
Year Cubic Feet (1) Expens e Advertising,
1918 100,00 100,00 100.00 100,00
1919 105,62 100,94 114,60 215,83
1920 127,67 101.18 137,69 476,51
1921 101.91 115,61 162,28 183,38
1922 119,71 106,99 143,66 220,16
1923 143,69 104,83 148,13 424,39
1924 166,20 108,09 136,10 870,18
1925 187,93 109,67 126,91 743,11
1926 207,39 109,80 127,33 1065,28
1927 211,31 109,77 125,97 1266,73
1928 233,84 109,11 115,60 1034,98

(1)

The increase in average receipts per unit of gas

80ld during

the past few years results chiefly from

the extension of service to suburban communities

where 8lightly higher rates are in effect,
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determine. (1) The facts can be pointed out, namely, that
advertising increasing by so much has been accompanied by an
increase in the sales of the company and by & decrease in opera-
ting expense S8ince 1921, (2) but there is no justification
for imputing a causal connection between these phenomena,

Other public service corporations, though présenting
fewer statistics for analysis have made public some very defi-
nite statements regarding the effect of their advertising,

The advertising committee of the National Electric Light Asso-
ciation of America for example reports that the companies of
thst industry srent approximately $10,000,000 in 1926 and that
the expenditures tended to lower their prices,(3) The local
light and power company, the Detroit Edison, has made relative-

ly small

(1) A great deal of the increase would be attributable to
growth in population, which is said to have increas-
ed from 994,00 to 1,700,000 in the years from 1920
to 1928, "Detroit's Growth" by Detroit Times,

(2) The fourth column of Table II indicates this decrease,
Moreover, from material given me at the same time
regarding the rate clenges from 1918 to 1929, it was
observable that there was on the whole a tendencey for
for rates per cubic foot per month to fall,

(3) ™Had advertising not been practised in the past, pres-
ent rates undoubtedly would be higher than they are
and this would have been the case for years." Con-
vention Reports of the Advertising Committee of the
National Electric Light Association, 1926-27,
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uge of advertising, The busminess has grown, however, for in
1915 the gross revenue was about 7 millions, a figure which had
climbed to 52 millions by 1928, This is more than a seven fold
increase in growth and covered a period during which advertising
inoreased from $98,000 to $400,000. Coincident with these ine
creases has come & fall in the prices of the services of this
company &8 shown by the following data, Here a8 in the other
cases8, however, there is no way of determining how much of the
increased production and hence the lowered cost is due to ad-

vertising,

®able ITI.

Residence Service Charge for the
Detroit Edison Company.

(Average charge per kilowatt hour) (1)

1913 5,81 1921 6.12
14 5.,8% 22 5.79
15 6.04 23 5.36
16 6,00 24 5,29
17 5,87 25 5.28
18 . 5,82 26 4,82
19 5,56 27 4,72
20 5.64 28 5,52

Another public utility for which there is meager dats

(1) Prom material given me from the statistical de-
partment of the Detroit Edison Company,
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is the Miochigan Bell Telephone Company. On the whole the tel-
ephone companies are not eonsidered decreasing cost industries,
The growth in the number of telephones is said to oecasion in.
creasing costs due to the fact that enlarged demand ealls for
additional fixed as well as variable charges. The telephone
to0ll service, however, is an illustration of diminishing ocost,
In this case the coast varies inversely with the volume of buse
iness, since the fixed costs are not increased proportionally
and the variable charges are relatively amsall, The experience
of the Michigan Bell Telephone Company with their advertising
of toll service eonfirms the principle under discussion, name-
ly that advertising tends to lower the prices of decreasing
cost goods, They report that advertising has been 80 success-
ful in building up demand that they have "had to discontinue
certain toll advertisements because the cireuits had become
occupied to eapacity, pending the building of new cirounits,”
As the result of the increased business very material reductions
in the charge per message has been effected from time to time, (1)
Phe next task will be to determine if possible what

advertising temds to do for products which are typically ine
creasing cost goods, such as those of the farm, the mine and
the extrasctive industries generally. Suoch industries are in-
ereasing cost bnsinosses because of thelr absolute dependence

(1) Material furnished me by the Commercial Department

of the Michigan Bell Telephone Company, Detroit,
Michigan,
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on the matural faotor land, the best of which has long since been
utilized, (1) To increase the output of goods coming from the
extractive industries, therefore, must be to face increasing cost
since the present equipment, the land, must be worked still more
intensively which will cause each unit of output to have a
greater marginal cost, Recourse to poorer lands will not avert
this tendency. There is very little unused land to be had at
any price and what remains is of inferior quality either with
respect to fertility or to location, But it may be asked, is
there not some way to stave off this ever-mounting cost? -- can
we not call into play the principle of specialiszation, the ade
vantageous methods of large scale production and other factors

designed to increase productive efficiency and thereby reduce

(1) The following discussion makes use of the mnalysis
set forth in the theory of cost variation inthe first
part of this section, This theory of course assumes
no change in the "state of the arts”, Actually an
increase of agricultural products has come in the last
decade or so at decreasing cost due to the increasing
effectiveness of labor and machinery. The reader
may question the advisability of analysing the effects
of advertising upon increasing cost goods, which are
in actual practice produced at falling costs, This
matter is discussed later in detail, but it might be
well to anticipate that discussion by a brief com-
ment at this point, The analysis of the various types
of goods is designed to show what would be the effeot
of advertising upon prices if there were no change
in the state of the arts, It 1is true that we may
never have to face such a predicament, yet it is well
to know the limitations to advertising's power to
lower cost if such were the case, We ought to sep~
arate the cost changes which result from mere in-—
creagses in output from those due to changing methods
of production,
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or at least retard the increase in cost? Admittedly something
can be done in this direction but the nature of the extractive
industries is such that there are found to be desided limitations
upon the use of such means, That there are such limitations
in at least one of the extractive industries has been supported
by the findings of the Agricultural Service Department of the
United States Chamber of Commerce in a recent survey of large
and small farms for the purpose of determining which of these
is more profitable or sucecessful, The report reads that farms
whether large or small, show profits and losses "with the same
variations in efficiency discernible in agriculture as a whole,"
Farming not lending itself to exploitation by large-scale pPro-
duction methods must remain a typical increasing cost industry. (]
Part C of the chart on page eighteen illustrates the
supply situation for an individual plant which is working under
increasing cost, If advertising is employed to stimulate the
sales of such a busineas and is suoccessful, the unit eost of
production would rise, Por example, referring to the chart,
if demandi were changed from "D" to D?, cost would rise from
"p" to p?, since quantity OX would have to be produced to meet
(1) See Marshall,Alfred, "Principles of Economiecs®™ IXI,
x,8, Page 651 ff, for a discussionof this point,
See also a discussion by E.G.Nourse in "Recent Eeo-
nomic Changes in United States) Volume II, Chapter VIII,

whieh indicecates a trend towards a larger scale of
agricultural operations,
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the inocreased demand,(l) ‘Therefore advertising arousing dor-
mant demand for an agricultural product would tend to raise
costs and prices for two reasons, In the first place the unit
cost of production would be greater, and again there would be
the added burden of the advertising to bear, Under ordinary
competition the consumer would bear both inocreases,

The conclusion must be, therefore, that advertising
cannot lower the cost and hence the price in the case of agrie
cultural products - at least not for the reason usually given,
namely, by merely increasing the demand, If it is true that
advertising causes better methods of production to be used as
a result of the increased demand, in other words if a new
"gtate of the arts™ is effected, then advertising may be accom~
panied by falling costs, Insofar as advertising is responsi-
ble for the better technique then it might be said that

(1) Por an individual business the increased volume might
come from absorption of existing plants, and cause

no rise in unit cost, Expansion of this nature could

not go on indefinitely without meeting with increas-

ing cost, If plants can be duplicated at the same
co8t we have a eonstant cost industry which will be
discussed presently, But for industries in which
land is the most important factor, any expansion which
can come without raising cost is a temporary condition,
unless there has been a change in the state of the
arts, As was brought out in an earlier connection,

it is possible to have individunal plants within an

industry not true to type, because of temporary condi-

tions, but in the long run the normal forces will
tend to assert themselves,
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advertising lowers costs, With the assumption of constancy
of the arts, however, there are decided limitations upon ad-
vertising's power to lower cost, -- limitations which should
not be overlooked in this diseussion, The analysis of the
normal forces at work under static conditions gives us an idea
of what would happen if improvements were not forthcoming,
always a possible contingenoy,

If attention is turned to actual cases of increasing
cost goods to see what affect advertising has had upon prices
it is found that the data are scarce and inconclusive, The
forestry products, those of the fruit and nut growers of
California, salt, coal and mining products generally, would be
cagses in point if facts regarding them could be collected.
FProm the walnut producers of California we have this information,
namely, that "Since advertising started nine years ago, produc-
tion and consumption have both trebled, but prices since 1920
average 75% higher than they d4id when advertising started." (1)
lLikewise the cranberry growefs of New England report that they
have been able to raise the prices of their produet through
cooperative advertising, It is also noticeable that the for-
estry assocliations of whiech there are a dozen or more in

(1) Suc., Bul. of June 15,1925, Feriodical Publishers?

Association, These higher prices may be partly due to

limitation of output, The effect of the changing price

level may also be mentioned, 8Since prices in general

have declined considerably at the same time that wal-

nut prices have increased 75% the actual increase in
the latter has clearly been much more than 75%, ~
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America never give advertising ecredit for lowering prices, al-
though a great deal is said about how much demand has been in-
creaged, Noething at all conclusive oan be learned from such
bits of information, but they might lead one to think that ad-
vertising had not lowered prices for these extractive industries,
Evidently the improved methods of production and marketing which
may have developed have not been adequate to offset the tendency
towards inereasing coat,

Phere is, however, another example of increasing cost
indqustries, citrus fruit production, for which we have informae
tion which allows us to make more of an analysis, The Cali-
fornia Fruit Growers Exchange has advertised comtinuously for
twenty~two years, spending during that time some eleven million
dollars, It is considered that this merchandising work has
increased the American consumption of oranges from 2,67 dozen
per capita to 5,67 dosen per capita,(l) This almost threefold
increase in eonsumption of citrus fruits throughout the country,
bowever, has come without inereasing the prices, fhe situation
seems to be this, that advertising has greatly increased the
consumption and production of citrus fruits, apparently witheut
raising prices, (2) This seems a flat contradiction of the

(1) V¥.B.Geilssinger, Advertising Mansger, Califormnia Fruit
Growers Exchange. Frinters Ink, December 19,1929,

(2) Advertising has probably been used in part here as a
defense measure - to dispose of ever-increasing sure
pluses, In this way, advertising may be socially Jus-
tifiable regardless of its effect upon cost and prices,
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rrinciple which was developed at the beginning of our discussion,
namely that advertising tends to increase the prices of increase
ing cost goods, The probable explanation is that the methods
of farming and marketing have so materially changed from time
to time that great economies have been effected and the whole
industry has experienced & falling trend of cost, The growers
themselves feel that their expenses have been lowered because
better methods were evolved, as showmn in the following guota-
tion furnished by them: “The extreme economy in marketing whieh
has been developed by the aid of advertising has helped to keep
down the price of oranges and lemons 80 that the actual cost
to the people in most parts of the country is no more than it
was thirty or forty years ago, When it is considered that the
average commodity prices are 200% or 400% higher than thirty
years ago, this achievement becomes the more striking.”(l) (2)
While wé may be able to show that certain agricultural indus-
tries have been successful in obtaining increased output at

(1) 8Success Bulletin of January 4, 1927. #51. Periodical
Publishers?! Association, New York City.

(2) VWhether or notvadvertising can justifiably be credit-
ed with the power of lowering marketing costs will be
considered in the next section of this paper. The
point to be made here, however, is that improved meth-
ods have apparently kept prices from increasing in amn

agricultural industry and hence have counteracted the
influence of advertising to raise price,
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lowered coat, this does not set aside the normal forces at werk,
which will assert themselves if continued improvements in proe

duction are not developed,

Although from a theoretical viewpoint it is well to
determine what effect advertising will have on inereasing cost
goods, from a practical standpoint it makes little difference
because the advertising expenditures for goods produced under
increasing costs are relatively small, The following table
shows that the bulk of the expenditures is for manufactured
articles, (1) It would seem, therefore, that the next analysis,
the effeet of advertising upon constant cost goods ought to
have more significance, The products of manufacture are typi-
cal constant cost goods because in a manufacturing plant it is
usually possible to ocombine the factors of production in such
a way a8 to permit of maximum efficiency in their utiligation. (2)
Moreover, in such establishments there is frequently the

(1) 8ome of the classifications in Table IV such as
"Food and Food Beverages"” might seem to fit into the
inoreasing cost oclass because of their connection
with agricultural products, In most cases, however,
the raw materials constitute but a small fraction of
the value and they are more correctly classified as
constant cost,

(2) ©"The real problem is thus not whether price is in
gtriot conformity to a cost of production uniform for
all oompetitors, but whether there is a rough approx-
imation to this situation and a tendency toward its
fulll attainment in a static state, And such a ten-
dency, to repeat, exists over a very large part,
probably the larger part of the field of industry,”
Paussig, P.¥, "Principles of Economics™ Volume I,
pege 173, See also Taylor, P.M., "Principles of Eoco~ -
nomics", Chapter XI, page 158; "In general manufacture
ing industries classify as comnstant-cost industries.%
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Pable IV,

Amount spent in Advertising in National
Magazines during 1928 in Various Classes of
Business lListed in National Advertising

Records, (1)

Auntomotive Industry 22,936,931
Building Materials 9,816,329
Cigars,Cigarettes & Tobacoo 5,220,286
Clothing and Dry Goods 7,534,713
Confectionery & 8oft Drinks 3,722,483
Drugs and Toilet Goods 30,013,924
Financial and Insurance 2,968,696
Foods and Food Beverages 27,283,967
Garden 1,268,268
House Furniture and Furnishings 17,999,043
Jewelry and 8ilverware 4,949,531
Iubricants and Petroleum Prod, 3,316,986
Machinery and Mechanical Supp, 2,308,779
Office EBquipment 2,705,385
Paints and Hardware 3,675,156
Radios, Phonographs & Muse, In-
struments 5,384,280
Sehools, Camps and Correspondence
gourses 3,271,975
8hoes, Shoe Furnishings, Trunks,
and Bags 3,608,291
Soaps and House Supplies 8,721,362
Sporting Goods 3,886,344
Stationery and Books 5,676,433
Travel and Amusement 6,231,136
Miscellaneous 2,791,292
POTAL EXPENDITURE —I85.504,568

(1) Though these figures cover only the amounts
spent for national advertising, our purpose
i8 served, since there would probably be
little change in the classifications, evemn
though newspaper and other types of publici-
ty expense were added,
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possibility of introducing specialization and large-ecale.meth-
ods with notewortly results, Furthermore expanding demand does
not oblige manmufacturers to incur increasing costs since the
increase in output can be obtained from new plants which cost
no more thamn the 0ld ones, In other words if another factory
must be built to accommodate a new demand situation, it may be
erected at substantially the same cost as formerly; machinery
can be purchased at similar rates; and there is a tendency for
wages and ocapital charges to be alike, Hence there are real
forces at work to keep costs constant for most factory pro-
ducts,. (1)
If advertising is used in such a cost situation
what opportunity has it to lower costs? If ;;ggggram.in
Chart V is taken as representative of the cost curve of a typi-
cal esonstant cost business, what will happen to costs and prices
if advertising is successful in changing demand from "D" to
D'? (2) There would be a tendency for them to rise since al-
though cost of production would remain the same, the new
(1) The only exceptions are those businesses, which be-
cause of dependence, for essential factors of rela-
tively great importance, upon either diminishing or
inoreasing cost industries are thereby themselves
thrown in the diminishing or inereasing cost class,
(2) Although Chart V does not represent the cost situa-
tion for any one plant, it does illustrate the cost
condition of a given business unit, consisting per=-

haps of a number of plants, Horeover, it would
apply to the normal situation in a given mamfactur- -

ing industry.
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CHART V,
CONSTANT COST

N AN

advertising expense would be an added cost burden, Of course
in some businesses advertising expenditure would not constitute
a very large proportion of the total cost of production (see
Chart V) and it might be temporarily sabsorbed without any rise
in price, (1) On the other hand if the figures in Table VI
are examined it is seen that the total advertising expenditures
for some of the manufacturers of the country amount to almost as
(1) A certain flexibility exists no doubt in one of the
elements of cost, namely in profits, It might serve
as a sort of bumper in that increases in advertising

would not result in increased prices, Phis would,
of course, be impossible in the long rum,
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Table V.

.Percentages of Sales Expended for Advertising:
By Manufacturers(l)

Arrow Collars, , . « e e + e
Baker-Vawter Syatcm e o o o e o+ 4 e
Berry Brothere® Varmish . . . . . . . . . .
Cadillac Automobiles . . . . . . . . . . .
Champion Spark Plugs . . . . . . . . . .
Cloth-craft Clothes . . . . . . . . . . . .
Colgate’s Preparations , , . . . . . . . . . . .
DePree Chemiocal Company .
Evinrude Motors . . . . .
Patima Cigarettes . . . .

[ }
om

.
)]

Globe-Wernicke Cabinets
Great Northern Railroad .
Hudson Automobiles . . . . . . . . . . ¢ . .« &
Ivory Soap . . e s e & e o o 8 e o + o o o .
Kewanee Boilers e o 6 s o o 8 o e ¢ o s o o s o
Kodaks . . e o o = + o e o e +« e o @
MoCray Rotrigeratora e o o 8 o o s + e e s+ o o
Markham Alir Rifles . . e o o o o o e + o
Northern Pacific Railrond e o o o e o o o o o @
Old Dntch 01°anser ® . L] [ ] - ') o [ L] ) . L J Ll *
Paokard Automobiles . . . . . . . . . . . . .
Phonograph® . . . . . . ¢« ¢ ¢ ¢ o + ¢ o o & o &
Reo Motors Cars . . . . . . . . ¢ v ¢ v o o o &
Ruud Heaters ., . . . . . ¢« ¢ . ¢« « o« « o« 2,5 to
Santa Fe Rallroad . . . . . o ¢ ¢ o ¢ ¢ o « o &
Suon Autcmobile ® * * [ ] o ® E ® * [ ) * * * [ 4 L4
Searsa,Roebuck & CO, . . . . « . ¢ o + ¢ o o o o
Sherwin-Williams Paint . . . . . . . . . « « &
Stromberg Carburetors . . . . . . . . . « . . ,
Studebaker Automobiles . . . . . . . . . . . .
Union Pacific Railroad . . . . . . « ¢« ¢ . . &
Universal Pertland Cement . . . . . . ¢« ¢ « ¢ &
Velvet Tob&8BGO . . . ¢ ¢ « « « o o « ¢ o o o o
Weloh's Grape Julce . . . « . ¢ ¢ ¢ ¢ ¢« ¢ o ¢ o
Wooltex Clothes , . e 6 + o + 4 o e «
The median expenditure is 3%
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(1) Prom Daniel Starch, Principles of Advertiaing
(1923), p. 49. ( A.W.Shaw Company.)
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Table VI.

ADVERTISING EXPERDITURES OF SOME
LBADING COMPANIES, (1)

(Newspapers and Periodicals Only)

e, TRiee
in 1928. in 1928
Canada Dry Gingey Ale # 1,000,000 1,963,370
Chrysler 8,992,181 11,747,307
Hudson Motors 4,423,126 8,178,862
Postum 6,626,904 10,100,908
Radio Corporation 1,813,245 1,370,196
Wm, Wrigley ## 1,030,686 6,741,646

Periodical lineage not included.
Newspaper lineage not included,

(1) The Magazine of Wall Street,

much as their dividends. If such is the case a company is
not apt to absorb the cost of publieity but will pass it on to
the consumer, if possible, since it is pgrt of the cost of pro-
duction.

If corroborating data from the business world be |
sought to verify this oonclusion that advertising temds to raise
- prices for manufactured articles, little information is )
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forthooming, in faot, it is found that most business houses
are ready to testify that advertising lowers their costs. The
following :Lﬁ/, 8 typical cost and price analysis made by business
men to econvinoce themselves that advertising lowers price., "Our
advertising expenditures have advanced 50%, our price to the
jobber, in the face of the great inorease in raw materials
(more than 100%) has advanced only 174 approximately, while our
sales have increased 100%. Had it nét been for our increasing
sales brought about by better merchandising methods, including
our larger advertising expenditures we believe that our advance
in price to the jobbers would have been at least 30% instead
of 17%. In 1913 advertising cost per bottle was 2-1/6 cents
of a 30 cent price; in 1928 1.4 cents of a 40 cent price, It
would eost at least 57 cents to make a bottle of vanilla at
home, and this without eounting labor costs, The critiocs are
wrong when they say advertising inocreases prices."” (1)

The experience of the Campbell Soup Company has also
been such as to lead them to believe that advertising can lowe
er the cost of production of this type of product, This firm
spends according to its own statements 17/100 of 1% of the
selling price of each can of soup for advertising,.(2) It is
thought that such merchandising has enabled the company to sell

(1) Printers® Ink Monthly, March, 1928,
(2) Printers' Ink Monthly, Maroch, 1923, Page 17,
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& high quality article for about one third of what it would
cost to make it at home, and that the cost of production would
be higheyr if advertising were eliminated. Since this is the
kind of information business men generally furnish concerning
the results of their advertising, it would seam that our anal-
ysis regarding constant cost goods was incorrect. This appar-
ent disorepancy between the facts and the theory ealls for
some explanation, Before taking up this discussion, let one
more example of the constant cost type be examined,
| The sutomobile trade would normally be called a typ-
ical constant cost industry, easily meeting the tests of such
a classifioation, Large-scale production methods can be wide-
ly used; in normal periods the equipment would tend to be well
utilized; and lastly if more output were needed it could be
produced in factories which cost subastantially the same as the
plants already in use. If such are the conditions inherent
in the automobile business it would seem certain that, accord-
ing to our reasoning, advertising would make costs and prices
of cars higher,

If, however, we turn to the available data published
regarding this industry little evidence is to be procured ine
dicating that advertising has done anything of the kind, In
fact most of the information is of an opposite nature. Auto~
mobile manufacturers are among the firmeat supporters of ad-

vertising and on every ocoasion affirm that advertising has
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been a miracle worker in reducing their prices. Doubtleas
their opinions judged in the light of their aotions should have
some weight, for there is no reason why hard-headed business
men should spend thousands of dollars for advertising if it
does nothing but augment their expenses. Of course this type
of argument could be sarried too far so that all advertising
could be Justified. Nevertheleas, there is some point to the
comment that the bulk of the great advertising expenditure can-
not be the result of misjudgment by so many producers, The
natural reaction of business men towards spending money feor
advertising is doubtless antagonistioc, Theodore F.McManus
says in his book "The Sword Arm of Business" that J.T.Dodge at
first loathed advertising, Little by little, however, this
Prejudice was overcome andi he became a consistant advertiser
on a large socale. If businesa men can be prevailed upon to
use 80 much of thelir money for advertising what effect will
there be upon costs? If for eznmple the General Motors
Corporation spends, on the average $15.00 per car, will the
consumer have to pay more or less for his automobile?

Tables VII and VIII on the following pages give the
retail sales and advertising expenditures of thirty or more
passenger car manufacturers for the years 1927, 1928 and 1929,
A glance at the figures for the sales of these companies re-
veals the fact that the bulk of the business is divided among




YEARLY RETAIYL SALES

Make of Car,

Ford,. « « o« o o
Chevrolet . . . . .
Dodge « + . + « +
Hudson-Essex , . .
Buick-~-Marquette .
Chrysler-Plymouth
Oskland-Pontisc .
Willys-Overland .,
Nesh . . . .
Studebaker-?rsklne
0ldsmobile-Viking ,
DeSota . . . . . .
Graham-Paige .,
Hurmobile , . . . .
Durant . . .
Cadillac- LaSalle .
Packard . . . . .
Marmon-Roosevelt .
Reo . . . e e e .
Auburn-Cord e o o s
Franklin ., . . . .
Pierce-Arrow , . .
Peerless . . . . .
Lineoln ., . . . . .
Jordan ., . . .
Stutz-Blackhawk o o
Chandler . . . . .
Moon ., &« ¢« &+ . o
Gardner . . o .
Stearns-Knight o
Miscellaneous ., . .

.
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TABIE VII

FOR LEADING PASSENGER CAR MANUF.CTURERS.

L)

1927-1929,

1927

393,424
647,810
123,918
225,468
232,428
154,234
157,049
139,406
109,979
194,839

48,573

18,256
33,809
56,781
29,719
31,355
10,095
22,144
9,835
7,526
5,836
9,872
6,460
6,357
2,906
18,445
4,180
3,290
927
18,617

(1)

1928

481,611
763,226
146,092
223,303
194,713
170,260
219,899
229,656
113,783
106,077
73,398
14,609
58,347
54,977
71,037
36,559
42,546
14,568
21,163
11,090
7,364
5,621
7,581
5,939
4,188
2,426
15,296
2,752
3,153
1,183
12,748

1929

1,310,058
780,009
115,765
254,013
172,278
169,480
190,089
199,681
105,117

82,838
93,462
59,621
60,478
44,342
47,728
35,233
44,632
22,344
17,332
18,660
10,712
8,398
8,332
6,159
2,243
2,974
7,374
1,572
2,059
1,395
5,832

(1) National Registered New Car Sales 1929.

Cram's Automotive Reports,

Inc.Dec.

1929,
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TABIE VIII

ADVERTISING EXPENDITURES FOR LEADING PASSENGER CAR MANUFACTURES

MAXE OF CAR

Ford . o ¢ + ¢ o o .
Chevrolet ., . .
Dodge-Graham Bros .
Hudson-Fssex . . . .
Buick-Marquette , .,
Chrysler-Motor Corp.
Oakland-Pontisc . .
Villys-Overland , .
Nash . . . .
Studebaker—wrsklne .
Oldsmobile-Viking .,
DeSota . . . . . . .
Graham-Paige . . ,
Hupmobile ., . . . .
Durant ., . .« .
Cadlllac-LaSalle o .
Packard . . .
Marmon-Roosevelt o o
Reo ., . . e e e .
Auburn—Cord e o o o
Franklin , ., . . . .
Pierce-Arrow , . . .
Peerless , ., . . . .

Lincoln . . . . . . .
Jordan , ., . o
Stutz—Blackhawk e o
Chandler . « . . « .
Moom . . . « « + .«
Gardner , ., o e

Stearns-Knlght o o ..

Miscellaneous . . .

(1) Denny

"National Advertising Records?

L4

January 1930,

»

*

1927-1929 (1)

1927
183,400

1,184,446

952,661
925,710

1,059,784
1,415,117

659,900

1,066,700

438,990
356,102
452,046

411,225#
690,625
101 940#
819,635
958,110
322,245
611,000
367,872
308,610
59,750
47,700
134,335
64,65
49,468
225,620
16,000
78,02
49,800

# leading Advertisers 1927,

1928

729,400
1,201,434
956,748
923,125
752,144
1,268,883
623,950
721,600
311,450
82,942
309,000
243,250
297,175
586,550

680,810
840, 550
389,800
507,000
253,914
298,300
54,950

187,975

50,925

1929
1,171,660
1,228,975

452,200
1,121,560

1,510,600

1,333,899
559,205
877,480
350,860
699,519
794,340
261,280
292,450
604,200

700,980
819, 040

485,600
315,970
350,400
275,800

175,945

11,500

Publishing Company, From 150 Leading Advertisers,

January 1929 and

Curtis Publishing Company,
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a few of the leaders. In 1927 and in 1988 over thirty percent
of the cars s0ld were Fords and Chevrolets, and in 1929 the
Ford sales alone amounted to one-third of the total business,
These two leading companies and the half dozen or more corpora-
tions which are close seconds have also been the large advertia-
ers in this trade. It is impossible, of course, to say what
part advertising has played in the concentration of this huge
business into the hands of a relatively few concerns, but there
are many who feel that it has been a prime factor, (1) and that
& wider dispersion of sales would come if advertising were not
used, (2) On the other hand it must be remembered that it has
probably been advertising which has kept the ten or fifteem
small manufacturers of this group alive, About a dozen of
these firms have outputs of less than ten thousand cars per

(1) Ford, it is true was able to gain a commanding posi-
tion in the field without advertising, although it
appears that to hold it he has had to turn to large
scal e publicity methods,

(2) A fuller discussion of the effect of advertising upon
concentration in industry will be taken up later in
this thesis, but the comment might be made that there
seems some evidence that advertising has played an
important part in this movement, The following
quotation shows the degree of concentration which ad-
vertising has apparently brought to one industry:
"Practically all, if not all, automobiles are origin-
ally equipped with ome of the five batteries that are
nationally advertised, And &f this amount, practical-
1y 70% of the agtomobile manufacturers equip their

cars with Willard Batteries.” Success Bul. #58
Revised January 15, 1927,
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year, and advertising may have been as valuable in preserving
tneir business as it has been to the larger commnies in ex-
panding theire, It seems, however, that the amount of business
going to these amall companies has been dwindling away for in
1927 they sold about 2% of the number of the cars retailed,
while inl929 this percentage had fallern to arproximately 1%, (1)
Yhile it appears that there is some indication that
tce talk of the business is going to tre larg‘e advertisers in
this indastry, little correlation tetween expenditures for ad-
vertising and sales is to be found in individual cases. This
lack of correlation may be due to the fact that there are in-
terfering forces at work, PYor example if s sucecessful company
tried to market an extremely unpopular modsl, even 8 very ma-
tesrial increase im aivertising expenditures might not inocrease
sales, Somes of the companies for which we have information
given in Tables VII and VIII, however, bhave found that sales
corresponded to chenges in advertising., Por example, in 1929
(1) The tenacity of the cars remaining in this lower
group may be accounted for in same other fashion, as
for example their absorption by successful companies,
It is a well-known fact that Pord took over the
ILinceln after failure was imminent, Moreover,

Stearns-Enight is ownred by Willys-Overland and Pierce-
Arrow by the Studebaksr Corporation,
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the Reo Motor Car Oompany having reduced their advertising to
80% of what it had been in 1927, found that sales took the same
course and dropped to 78% of the 1927 volume, During the same
years, however, the Packard Company, decreasing their advertis-
ing appropriations from $938,110 to $819,040 experienced a
growth in sales of approximately 40%. (1) In the same manner
all the sales and the advertising figures could be compared
for each company, but without more data than we have the analy-
sis would lead to no definite conclusions regarding advertis-
ing's effect upon sales,
Individual automobile mamufacturers, however, are not

80 chary about drawing oconclusions regarding their advertising,
They bear ready testimony td the dootrinethat advertising has
increased their sales and lowered their costs, In talking
with the advertising manager of one of the largest car manufac-
turers in Detroit I was told that if this company should de-
crease their advertising expenditures from $7.50 a car, which
is the amount they now spend, to $1.00 a car the "Selling price
would be up between $100 and $200 per car, since the cost of
production would rise, Advertising has decreased the price
of automobiles and has increased their quality"™, The manufac-
turers who spend a great deal for advertising either directly

(1) These figures as given in Tables VII and VIII are

for magagine advertising only, and therefore the

growth in sales might possibly be accounted for by
an inocreased use of other kinds of advertising,
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or through their retailers feel that theqy are making a more
economical use of this agency than the companies which spend
very little in the aggregate but a large amount per car or per
dollar of sales, There is the opinion in the trade that
the percentage spent on advertising is smaller for the compsan -
ies who spend the greatest sums on advertising. (1)

While there is no way to substantiate the opinion
that advertising has cansed lowered prices in this industry,
there seems no question as to the tendency for rrices to fall
whatever the cause may be. The following chart shows that
the average retail price for rassenger cars is much lower than
it was in 1920, although there has been a 8light rise in the

(1) Mr, H.A.Mitchell of the Bureau of Business Research,
University of Michigan, has secured the followi
information for me: "Chevrolet appropriate abou
$10.00 a car for allforms of advertising; Essex
appropriate $15.00 and Hudson, $25,00. With Chrys-
ler it also varies from $10.00 to $35.00 per car,
the lowest sum being on the cars with the largest
production, We know of mammfacturers who spend as
much as $150.00 psr car for advertising. These
are the companies that have limited production, of
course,” This information was furnished by Joseph
R.8colaro, Detroit ,Michigan,

As a whole, these amounts, however, tend to show
percentages of total sales which fall in a very nar-
row rarnge for all companies,

In fact, the opinion has been expressed that a
fixed ratio around 34 fcr all companies is more near-
1y the case, See Artiele in Advertising and Sell-
ing, December l1llth, 1929 "How Automobile Manufac-
turers Assess Dealers for local Advertising."
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Chart VI. (1)
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past few years,(2) This general temndency for prices to come

down in the antomotive trade seems to be contrary to the con-
clusions, based upon our analyses which showed it to be a con-
stant cost industry, Thus for the third time we have found
difference existing between such facts as are available and
the theory advanced. It now becomes necessary for us to
exXplain these seeming discrepancies between fact and theory,
Once these differences have been adequately explained, a brief
Justification of our method of analysis, namely, examining the
incidence of advertising cost upon the three main types of
goods will be attempted. Proceeding to the first of these

(1) TAutomotive Indnstries™, February 23, 1929, Page

268, Philadelphia, Pennsylvania. |
(2) This slight rise might be acecounted for by the fact

that the average car is by far a better product tham
it was in former years, ez
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two tasks thori are at least two possible explanations of the
faot that individual businesses may show costs whioch are not
typiéal or normal for their industry,. These are temporary
conditions of demand, and changes in the state of the arts in
production and marketing. An example of the first is the
influence of the business cycle upon costs, In a business
boom firms aré apt to overbuild their equipment and push beyond
the point of maximum effiocliency in their operations. Por the
time being, therefore, there would be a tendenoy for costs to
rise, Advertising used in such a situation could not lower
costs, However, when the recession came anid the individual
firms were thrown back into a astage of decreasing costs, adver-
tising might be invoked to increase d emand., Costs would tend
to be reduced in this case,

But this over-expansion of industry sometimes appears
to be more than a temporary situation, It is difficult to ob-
tain estimates of the extent to which business in general is
over built, but in sane cases there are data available for
given industries, Por example, figures published in the
Annual Statistical Reports of the American Iron and Steel In-
stitute enabled me to make an estimate that there was a differ-
ence of about 20% between the actual output of stesl and the
prossible output in view of the equipment. While this percent-
age may not be typiocal for other industries, yet the feeling
is general that American business has considersable “Over-capao;@g
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for prodmection", (1) To the degree that this is true, there is
a possibility for advertising to lower costs.

There may be same who would objeot to giving advertis-
ing even this modicum of praise. 8uch crities would rather
say that advertising was the cause of the over-expanded condi-
tion of business and that it should be given no credit or pull-
ing industry out of the hole, It is doubtful whether this
wasteful condition of business ocan be laid at the door of
advertising, for it would seem that the cause of the malad just-
ment between supply and demand was more fundamental. However
that may be, once the business is over expanded it would seem
that advertising could help adjust the demand to the supply
and thereby effect lowered costs of production,(2)

A manufacturing firm is sometimes operating before
the point of least coast in the stage of decreasing costs for
other reasons than those connected with the business ocyocle
or chronic over-expansion. FYor inastance whem a business is

(1) One writer has estimated that our steel plants in

1927 were equipped to produce 70% more steel than

the normal requirements of the market; the shoe fac-

tories 80%; our copper smelters, 100% and even the
automobile industry about 80%, - a general picture
whioch might hold true for any year. Bersodi, Ralph,

"The Distribution Age™, Appleton, 1927, page 43.

These figures no doubt overstate the general condi-

tion in the United States,

(2) The effect of advertising upon the business cycle

and ever-expamnsion will be discussed in a later
clapter.
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Just starting up, demand is often so small that the cost of
production is much higher than it would be if greater output
could be produced. Temporarily, the business acts like a
decreasing cost industry; and if advertising were used to in-
crease sales, unit costs would tend to drop. An Illustration
of such a situation which osme to my attention was the exper-
ience of the Iodent Chemical Company of Detroit. In the
beginning of their tooth paste business they found costs so
high for the small output, that they arbitrarily set the sell-
ing price below coast, at 50 cents, and then depended upon ad-
vertising to build up sales to the point where costs would
enable them to make a net profit on such a price. (1) This is
an extreme example of what advertising can do for industries
which have been unable to operate at maximum efficiency. The
following diagram, Chart VII, may make clearer the role played
by advertising in such a business,

With the quantity OM demanded and produced the firm
would be able to supply the trade at a cost equal to AM; how-
ever if asdvertising were employed so that the quantity demand-
ed became ON the cost of production would be reduced to EN,
without the advertising expense, Adding the advertising the
total eost would be PN, What effect has advertising had upon

(1) Another example of such a method of using advertis-

ing is to be found in Printers®’ Ink Monthly, June,
1924, regarding the merchandising of Crosley Radios,
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CHART VII.

INCIDENCE OF ADVERTISING IN A CONSTANT
COST INDUSTRY.
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costs? If comparison is made between the original cost, AM
and PN then the verdict will be that advertising has lowered
costs; if on the other hand EN and PN are contrasted it seems
that advertising has raised cost, Perhaps the former compar-
ison is the right one, This is true if there is any reason
to think that without adfertising the lower level of cost
represented by C'C' could never be attained otherwise. This
raises the question of the most effective method of demand
creation -- a question which we will presently analyze in some

detail, Suffice it to point out here, that if advertising zgan
Sl SEE
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effective and eoconomical method of inocreasing sales then it ocan
be said to be a faetor in lowering costs and hence prices.(1l)
Thie is but a temporary eondition, however, and it is our pur-
pose to examine the more permanent situation. From this stand-
roint the apparent discrepancy between fact and theory may be
resolved by sn explanation of the two meanings whiech are con-
fusedly applied to the term diminishing costs, In our use of
the terxm we bave had in mind a static assumption; namely con-
stancy of technical conditions, It is only under such an
assumption that industries clearly indicate the three distinct
cost stages.discussed, The second meaning of diminishing

costs refers to actual dynamic conditions, to the trend of costs

over a period of time, While a perfectly legitimate concept

this use of the term is confusing and had better be supplanted
by a mare exact expression such as falling costs or historical

decreasing costs, It is true that in the mind of the indivi-

dual business man there is no distinetion between "historical"™
diminishing costs and real diminishing costs, Therefore he
is very apt to impute to advertising that reducotion in costs
which may be actually due in large part to technical improve-
ments, (2)
(1) Por a discussion of the relative advantages of adver-
tising and other selling agencies see A.W.Shaw's '
"An Approach to Business Problems." Chapter XIII.
(2) ‘It is true that the changing methods of rroduction

may be due, to some extent to advertising; In large
part, however, they are determined by other factorg? 
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The following chart VIII may be helpful in distinguishing be-
tween these two results, Let "D" and "8" represent the origin-
al demand and supply ocurves with the resultant price of "Ppn,
If demand were inoreased by advertising to D' without any change
in costs of production price would drop to P'. However if there
is a cdnoomitant change in the state of the arts so that the
cost of production drops to 8' then price will tend to be P",
The fall in price from P to P' is due to advertising, provided
it were the means of increasing the sales, The drop in price
from P' to P", . however, is due td the ohanging technique,

This is of course an illustration of a falling price

or a downward trend of price and might be true of all three

CHART VIII.
FALLING COST,
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types of industries over a period of time. For the individunal
business man this "historical” diminishing cost means that he
can inorease his output with a falling unit cost provided he
can count upon continuous improvements. Even industries
which had been fortunate enough to reach maximum efficiency
with a given state of the arts would under the new conditions
find themselves in a situation of falling prices with the new
least cost point still to be achi@ved. Although advertising
may have no large part in bringing about these changes in pro-
duotive efficiency, (1) yet once the shange is at hand, ad-
vertising may exert a potent influence on costs, since it may
be the tool used to attain the new lower cost levels, And
with the technique of production continually improving, one
low level of oosts is no sooner attained than new changes put
Hanother within possible resach.

In eiroumstances like these adwertising has had won-
derful opportunities to stimulate demand without increasing
prices, This does not invalidate the economic prineiple that
advertising tends to increase prices if it is used for inoreas-
ing or constant cost goods, Such & principle is only true
under static conditions, and would apply only if the state of
the arts remainsunchanged, It does raise a gquestion, however,
as to the utility of the method employed in this paper of

(1) Iater an attempt will be made to see whether or not
advertising may help to speed up productive efficien-

oy, or in any way be responsible for a change in
the state of the arts,
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analyzing the effeocts of advertising upon the basis of a class-
ification which apparently disappears in real business condi-
tions, A question of major importance is, therefore, whether
the tendency for ocosts of produstion to fall is so strong as
to supersede the other influences in the market. There are
three sets of forces at work in any cost situation; first the
temporary conditions of demand which we have discussed above;
second the normal forces, which constitute the basis of the
theory of cest variation analysis; and finally the  influence
exerted upon costs as a result of changing mgthods of produo-
tion, The latter would temnd to make a2ll industries manifest
falling costs, while the first two forces would tend to make
some industries operate under increasing costs, samne under
constant and only a few under decreasing cost, At any given
time will the influence of the changing technique of production
wipe out the effect of the other forces? I think not, At
any given time production is being carried on with a particu-
lar state of the arts, and with those methods same firms are

in one cost situation and some in another. In the long run

costs may fall, but for the time being individual business men
are committed to certain imvestments and methods, are working
with certain conditions of demand, and costs are Just as apt
to be increasing or constant as deoreasing,

For example if we refer to the previous discussion

about the automotive trade it will be remembered that there
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seemed evidence enough that costs had fallen in this industry
in the laet decade or so, This had been iue no doubt to £ho
injproved processes utilized by these manufacturers. Thus the
resultant downward movement of prices seems to ha;o supplanted
the constant cost tendency caused by the normal forces, At
any given time, however, there is reason to think that some of
the firms within this industry are not working under decreasing
costs, It is true that the very small companies, those which
produce less than ten thousand cars per year (Table VII) are
apt to be in a decreasing cost situation, but among the larger
manufacturers there must be some who have made the best use of
latest methods of production and who would, therefore, be work-
ing under sonstant cost, that is, they would be able to turm
out a substantially greater amount of product with practically
the same unit cost of production. Purthermore, there might
be some,who under the stress of circumstances might have push~-
ed beyond the point of maximum efficiency at timos,‘into in-
creasing oosts, Thus the advertising used by one manufacturer
in this industry might react upon costs in am entirely differ-
ent manner from the advertising used by another, It will not
suffice to point out the tendency for eosts to fall, and thereby
conclude that advertising will lower costl‘for all makes of
cars, What is true in the automobile 1ndﬁstry is true for all
industry, A oross section of the business world no doubt would

reveal some plants working in one cost stage and some in anothér;
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and advertising used by them would have varying results upon
costs, Since prodﬁcera must of necessity be faced at any giv-
en time by a definite set of conditions, a thorough-going ex-
rlanation of the cost situation determined by these conditions
is surely Justifiable, The producer has no means of knowing
what improvements may be developed or, indeed, that any new
methods will be fortheoming, Consequently & theory which in-
dicates the particular limitations of a given cost situation
may well serve to safeguard him from unwise policies.(l) Be-
fore leaving this point, one final explanation is necessary,
The success of advertising in lowering costs depends upon the
possibility of production being turned out at decreasing or
falling costs, If there is any prospect that our inventive
genius may wane, the theory of cost variation becomes of decid-
ed significance.(2) Since all production in the final analy-
sis is dependent upon natural resources which are scarce, any
failure to inorease our efficienoy in utilizing these factors
must tend to bring incereasing cost, In such a case advertis-
ing is clearly powerless to effect & reduction in cost,

(1) It is needless to emphasize but worthy of mention
that the cost analysis under discussion would have
distinot significance to the student of economic
theory even though it had little practical importance.

(2) It is true that historically we have had steady and

rapid improvements, and while we may hope for their
continuance, yet there is no assurance that such will

be the case,
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In summary then the conclusion must be that advertis-
ing tends to inocrease the costs of some goods and to decrease
those of others, Insofar as advertising influences costs of
production, it will tend to affect prioces in the same direction,
competitive conditions assumed, of course. Price, however,
is the result not only of costs of production in the narrow
sense, but of marketing expenses as well and advertising's fin-
al effect upon prices will depend upon its influence upon
both elements, We now turn, therefore, to a discussion of

the effect of advertising upon marketing costs,.
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PART III

AN ANALYSIS OQF THE EFFECT OF ADVERTISING
UPON MARKETINRG COSTS.

In the last section which dealt with the effect of
advertising upon costs of production the conclusion was reached
that advertising has tended to reduce such costs in cases of
diminishing cost industries and to some extent in all indus-
tries in which a downward trend of costs is found. In and
of itself this reduced production expense would tend to lower
the consumer's price, Price however is a jroduct not only’ot
production costs but of marketing expenses as well; hence it
is necessary to investigate the effeot of advertising upon
selling expenses, since advertising may increase these expenses
80 much that any reduction wrought upon the production costs
would be completely wiped out. On the other hand marketing
expense may be reduced as a result of advertising,

Before entering upon the discussion of the effect
of advertising upon expenses of distribution, it will be neoc-
essary to examine briefly marketing costs, There has been an
insistent cory that too great a percentage of the consumer's
doliar goes for the marketing work; that too much is being
raid for the transportation, sbrage, grading, selling and
demand-creation functions of the middleman, In 1921 the
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government made a study of several phases of marketing and
distribution, The results of the investigation appeared in
a report of the Joint Commission of Agricultural Inquiry (1)
and contained many enlightening bits of information, The
general conclusion of the inquiry seemed to be that there was
"a very definite need of an improvement in the process of
distribution.” (2) It was pointed out that the manufacturers
of certain food products took, as: thetroperating expenses, about
40% of the dollar received from the wholesaler;(3) who in tumrm
retained a little less than 10% of the dollar he received from
the retailer;(4) and that finally the retailer of groceries
kept a 20% gross margin from the dollar the consumer paid him
for the merchandise.(5) What is true in this trade seemed
to be typical for other industries studied by this commission,
namely that the percentage paid for marketing amounted to a
goodly share of the consumer's dollar,
Other studies have corroborated these statements,

For example, a few years ago & summary of published statistios

(1) "Marketing and Distribution". Report of the Joint

Commission of Agricultural Inquiry, Part IV, 1928,

(2) 1bid, page 210.

(3) 1Ibid, page 117.

(4) 1Ibid, page 158.

(6) 1Ibid, page 173.
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relative to the cost of merchandise distribution for the years
1913-1923 was compiled -- from what we have taken the following
data, Table IX.(1l) These statistics show that of the average
dollar which the consumer spends for commodities, approximate-
ly 41 to 43 cents goes to the wholesalers, and retailers for
their services in distributing merchandise. This does not
include the smount the manufacturer spends upon marketing which
for some articles would be more than the costs of retailing
and wholesaling, It seems, therefore, that the consumer has
been paying quite a sum for the marketing work done for him;
some sStudents, however, believe that he will be paying still
more in the future. One writer, for example says that "In
the fifty years between 1870 and 1920 the cost of distributing
the necessities and luxuries which we consume has nearly
trebled.™(2) He points out that this rate of progression is
maintaining itself so that society will soon be devoting more
energy to distribution than to production per se. This ten-
dency for marketing costs to rise is partially illustrated by
Table X which gives the gross margins in percentages of net
(1) "Review of Published Statistics Relative to Cost of
Merchandise Turnover, and Fluctuations in Manufactur-
ing ®mployments in the United States." 1913-23, Pre-~
pared by Niles and Nilea, Certified Publio Account-
ants, 60 Broadwsy, New York, N.Y.
(2) Borsodi, Ralph, "The Distributicn Age", Appleton,l1987,
page V. This author points out that one reason why

costs of marketing have mounted is that the service
of distribution has become more elaborate,
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TABIE IX

SUMMARY OF ANALYSES OF TH® CONSUMER'S DOLLAR

FOR VARIOUS KINDS OF IIFRCHANDISE,

Distributors
Class of Merchandise, Producer Wholesaler Retailer .Combined

Automobiles 3,730 . ‘e .270
Clothing .675 e . 325 325
Coal . 444 .198 . 358 .556
Dairy Products .464 . 386 . 150 .536
Dental Suprlies . 730 oo .270 270
Drugs « 546 .114 .« 340 .454
Tlectrical Supplies .530 - .o .470
Pruits and Vegetables . 503 . 226 .271 .497
Furniture . D64 . e 436 «436
Groceries .729 .088 »183 271
Hardware « 580 «163 « 257 .420
Jewelry .600 .o . 400 «400
Tunber .454 .o 546 . 546
Teats . 708 .094 .198 0292
Shoes . 552 .158 «290 .448
Composite Averages of the Consumer's Dollar

l. PFor Fifteen Classes #1 ,587 .413

2, PFor Eleven Classses . 586 414

3. For Seven Classes 3 .578 . 422

4, PFor Nine Classes » D68 e D22

£1 A simple average for the fifteen classes of Merchandiss.

#2 A simple average for the eleven classes of merchandise which

) are most fregquently purchased by the average consumer,

#3 A simple average for the seven classes of merchandise which
are most frequently purchased by the average consumer, but
excluding food products which are more perishable than the

) other classes of merchandise,

#4 A simple average for nine classes of merchandise including
food (dairy produets, fruits and vegetables, groceries, and
meats) apparel (clothing and shoes), and shelter (lumber,
hardward and coal).
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TABLE X

GROSS MARGINS IN PERCENTAGE OF NET SAIES (100%).

I. For Retail Jewelry Stores: (1)

Years: 1919 1920 1921 1922 1923 1924 1925 1926 1927
32.3 32,7 43,5 38,6 38,3 39.5 39.6 40.9 40,9

II. For Department Stores with Net Sales over
$1,000,000: (2)

Years: 1923 1924 1925 1926 1927
32,0 32,1 32,2 32,6 33.1

III, For Department Stores with Net Sales less than
- $1,000,000: (3)

Years: 1923 1924 1925 1926 1927
28,2 28,56 28,6 28,9 29,7
IV, For the Wholesale Grocery Trade (4)

Years: 1916 1917 1918 1919 1920 1921 1922 1923
9.6 8,77 2.1 9.1 9.0 1.5 11.1 10.6

(1) Bureau of Business Research, Harvard University,
Bulletin #38 and #76.

(2) 1Ibid, Bulletin #74
(3) 1Ibid, Bulletin #74
(4) 1Ibid, Bulletin #40. In this case total expense

figures were used because there were losses in
the years 1920 and 1921,
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sales for the wholesale grocery trade, and for Jewelry and
department stores, For the latter the trend upward is marked;
for the wholesale grecery business, however, while total ex-
pense was higher in 1923 than it was in 1916 there has been no
definite rise from year to year, Wider investigations amony
wholesalers, however, would probably bring to light increasing
expense ratios for many of them since the competition of the
chains and the ohanges in retail trading areas has affected

the position of numerous Jjobbers,(l)

On the other hand if we turn to an analysis of the
retail grocery business we find that there is some indication
that marketing costs have fallen in this field, It is said
that chain store competition here has tended to lower the
average mark-up of retailing. Statistics, however are too
few to enable one to demonstrate the truth of such a conclu-
sion; the nearest appreach to such a proof would be to compare
the scanty material which is available regarding the chain
store costs with the results of early studies made of general
grocery retailing. In 1923 the Harvard Bureau of Business
Research reported a figure of 19.1% of net sales as the average
gross margin for the retail grocer for that year; (2) they
gave 11,3% as the mark-up of the wholesale groceryman,(3) These

(1) "Recent Economic Changes™ National Bureau of Econom-

ic Research. 1929 page 421,

(2) Harvard Business Bureau, Bulletin #52.

(3) Harvard Business Bureau, Bulletin #40.
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successive margine amount to an asggregate mark-up on the basis
of the retailer's selling price of 28.7%. On the other hand
most of the ohain systems show costs which run well below 20%,
For example in 1928 the Piggly-Wiggly atores had a gross mar-
gin of 16,20% of net sales.(l) Por a later year, 1928, the
Kroger Grocery and Baking Company reported that their groas
mark-up was 16,2 per cent of its sales.(2) It seems, there-
fore that the conoclusion, "That the chains offer and have real-
ized economies by comparison with the unit grocery stores seems
hardly open to doubt"(3) is justified and that for some lines
of business, at least, there is a temdency for marketing costs
to drop. In this commection it is noteworthy that the chains
have made & much larger use of advertising than have the inde-
pendent wholesale and retail grocers, a fact which may in part
explain their lowered marketing ocosts,

Another new factor in grocery marketing which may
effect the cost of distributing such products is the recent
trend toward mergers among food manufacturers. The belief is

(1) Pngle, N.H, University of Washington, 1926, Master's
Thesis, "Some Eoonomiec Aspects of Cash-and-Carry
Grocery Marketing of the Pacific Northwest.™

(2) American Management Association, Marketing Executives?®

Series: No, 65, p. 9-10 "Phe 8hain Store of Tomorrow"

by G.M.Lebhar,

(3) C.B.Griffin, Associated Groocery Manufacturers of

Amerioca, Inc., Addresses of 21st Annual Convention,
November, 1929, page 23,
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in some quarters that the new companies will effect economies
whioh will lower costs considerably; others are not convinced,
however, that the new giants will be able to accomplish that
end, One writer has said that, "The chief promise of econo-
mies in these later mergers lies in the field of distribution
and more particularly in the costs of obtaining the aggresive
selling services whioch modern business demands.™ (1) Analyg-
ing these possibilities, however, he came to the conclusion
that these promises of reduced marketing expenses might be
unfulfilled.

It is one matter, however to establish the point that
marketing costs have been high and will preobably continue to be
high relative to produstion coats, and quite another to deter-
mine whether or not these coats are too high absolutely. When
it is pointed out for example that it costs "approximately an
average of 63 cents of the consumer’s dollar to distribute 37
cents?! worth of corn flakes"(2) this does not necessarily in-
diet the present system of marketing. It may be possible for
production costs to average only about one~third of the total
selling price because 80 much has been spent upon advertising
and other means of cultivating the market. It coasts money
to widen the market but the gains ensuing may outweigh the ris-
ing expense. T?hat is, as was pointed out in the last section,
the costs of production for some kinds of goods may be lowered

if the market is enlarged since certain economies of large sca;g,

production are sometimes obtsinable when the demand is such
(1) 1via, p. 23. .,

(2) "Marketing and Distribution” Report of the Joint
Commission of Agriculture, Part IV. p. 210. ;
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to warrant produocing a larger output.

For illustrative purposes let it be assumed that the
treakfast food mentioned above were produced ami sold locally
for every community. A package of corn flakes which under the
present system of production and marketing sells for l2cents
probably would if produced under small scale methods sell for
much more than this prioce. Whereas the marketing costs would
no doubt be somewhat lower if the goods were s0ld nearer the
source of production, still they ocould not drop to zero. At
the same time the prodmotion costs which were formerly about
4 cents-to use the ratios supplied by t he government study
would probably inorease. What the resultant price to the con-
sumer would be is impossible to determine but it might well
rise to 20 ocents even though marketing costs were reduced fyrom
8 cents to 4 cents, because of an increase in production costs
-- 88y to 16 cents, It is of no benefit to the consumer to
have the marketing costs lowered if production costs are rais-
ed by an smount which more than offsets the difference,

Thus there is to be found some Justification for
und ertaking the costly work of developing the market, That
it is costly no one would be inclined to deny; but it is main-
tained that it is not lost energy since production costs are
thereby lowered. This argument is so often and so glibly ad-

vanced appsrently without much thought given to the basis upon
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which it rests that it might be worth while to attempt to clari-
fy this point.

The underlying reason why marketing costs can sometimes
lower production costs is that the marketing mechanism effeots
cooperation in ﬂgyduction. It is the marketing system whioch
makes possible the high degree of specialization which charac-
terizes the present production methods, Without a wide market
it would be impossible for any individual to specialize; it
would be impossible for mem to work together to supply each
other's wants. Thus one method of defending this "distribu-
tion age™ is to point to the fact that a wide market is a neces-

sary antecedent condition to a widespread use of specialization

(1) which in turn is the primary condition of productive effi-
ciency.(2) Or to put it briefly a wide market tends to give

(1) There might arise some question here whether the
wide market was the cause or the effect of special-
isation or large-scale methods, Did the wide mar-
ket, made possible by improved transportation, stim-
ulate large-scale production, or did the new meth-
ods of production come first with mass distribution
following as a consequent development ? The fact is
that probably they are reciprooally dependent; in any
event which way the line of causation runs is a mat-
ter of small importance, We know that the two
phenomena, the large market and mass production must
appear together, and advertising as part of the pro-
cess of mass distribution helps to determine the con-
ditions of production,

(2) All the other conditions of productive efficiency such
as the introduction of capitalistic methods of pro-
duction, large-sscale production, integration of in-
dustries, unifieation of industries(Continued on P.72)
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man more economic goods,(1l)

This constitutes quite a strong defense of the prea-
ent distribution processes, but there are other functions per-
formed by the market which are just as essentidl as that of
making possible cooperation, I refer to the regulatory funec-
tions of exshange. It is through the buying and selling in
the market that the right prices are worked out, and the funo-
tion of price is to regulate produstion and consumption. If
too much is produced in view of our limited resources, prices
will drop. This drop in prices will set up two reactions, an
increase in consumption and a decrease in production, the two
results whioh are needed under the ciroumstances, If too
little is produced the opposite reactions take place riéhting
production and consumption,. Thus it is through the exXchange
meohaniam,‘the market, that consumption and the quantity, qual-
ity, the regularity ani the continuity of production are reg-
ulated, Sinoce the marketing system performs such important
functions it is necessary therefore that the marketing work be
well done; that the markat be of sufficient scope to let the
forces of competition establish the "right" price which will

(2) (Continued from page 71) are in the main reducible
to nothing more than a wider use of specialisation,

Por a' disgoussion of the eonditions of productive

efficiency see Taylor, F.M,,"Principles of Eoconomicsa"

Ronald, 1925, Chapter VII.

(1) Insofar as some types of industries are not able to
make use of large-scale production methods, the normm

advanteges of advertising in widening the market e
not come to them from a use of publiecity methods. 
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regulate our cooperation properly. A well- developed market
of some extension will probably support a better proiuction sys-
tem than would markets which are scattered and unconnected,
Since advertising is used to develop the market any defense that
can be built up for the present marketing system is likewise a
partial defense of advertising,

In view of this importance of the market it is a
question whether the costs of marketing are too high, The
middlemen are responsible for the creation of certain utilities
which sre as necessary to the consumer as are the ones supplied
by the so-called "producer”, There has been inherent in polit-
ical and econmmic thinking a belief that for some reason or
other the woxk of the farmer, the miner, the baker, the manu-
facturer is more productive than that of the retailer, whole-
saler, merchant and middleman in ganeral. Actually this is
implied when it is pointed out that so much goes to the middle-
men out of the consumer’s dollar, FPorty cents of every dollar
is paid to middlemen! This seems to indicate to most people
that there is something wrong; it may be, however, that the
most important services rendered for the consumers are per-
formed by the middlemen. At least it cannot be over-empha-
sized that the marketing functions of selling, assembling,
transportation, storage, standardization, financing, and risk-
taking are as vital and as necessay a part of the productive

e
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process as are the "production” functions themselves, since
the creation of time, place, ownership utilities are as impor-
tant as the oreation of form utilities by the manufacturer and
the farmer,

These marketing tasks should be performed as effi-
ciently as are the preduction funetions, If it is true, as
it is often sald, that attention in the past was directed tée
much to the making of goods and not enough to the selling of
goods, it is time that attempts were being made to improve
the system of distribution, But business men are as much
interested in reducing marketing costs as they are in lowering
production expenses; and they can be depended upon to work in
every way to gain that end, Advertising may in faoet be said
to illustrate one method which is being employed with this
end in view, But let producers and middlemen make marketing
as efficient and economical as possible, still it may remain
true that the consumer must pey 40% to 504 of his dollar to
the middlemen, Whether or not marketing costs are too high
can only be determined in the light of the importance of the
marketing functions,

But, admitting for the sake of argument that distrie.
bution costs are too high, what is the selution? will it
help matters if the scale of operations is enlarged or con-
tracted? What kind of costs will be encountered if marketing

operations are deoreased or increasedin size? The question
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calls for an analysis of whether or not the prineciples of large-
scale production are applicable to marketing. We sre inter-
ested in this question because the effects of advertising upon
marketing costs depend in the main upon the nature of market-
ing costs, The concensus of opinion seems to be that market-
ing is only a decreasing cost industry in its very early stages
and that it soon meets inoreasing coats, L.D.H.Weld in an
article entitled "Do Principles of large-Scale Produstion
Apply to Merchandising™ comes to conclusions which are general-
ly accepted, The following statements are taken fram his

discussion: (1)

"The principle of decreasing costs applies
to retail merchandising to a much greater
extent than our first examination of costs
by size groups seemed to indicate."™

"The principles of large-scale production do
not apply so definitely to wholesaling as
to retailing.”

"There is a point, however, beyond which a
retail store cannot go without incurring
additional expenses in order to attract
customers and to provide proper management
and supervision in a departmentized business,
The point where overhead costs begipm to in-
orease with the size of the store is appar-
ently reached in relatively much smaller
units in retail trade than in most manufac-
turing industries."”

(1) American Boonomioc Review Supplement, Volume XIIT,
March, 1923, pr. 185-97
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A decreasing coat industry may result among other
causes (1) from conditions in which the fixed capital, the
plant and equipment is relatively expensive compared with the
variable expenses, such as labor and materials. Whenever
the ratio of fixed expense to circulating capital costs is
high there are apt to be unused capacities and an inorease in
output which permits of better utilization of equipment will
effect a lower unit ocost, In such cases inoreasing the sise
of operations will bring decreasing costs because least cost
is reached only if a large amount is turned out.(2) But
marketing is not handicapped with a heavy investment in fixed
capital, in fact, labor, which is decidedly a variable expense,
is usually the main cost in marketing, When the cost for the
constant factors is relatively low as is the case in marketing
the point of least cost comes very early.(3) Retail stores
and Jjobber establishments or even manufacturers trying to

(1) Por a discussion of the causes of decreasing cost
see earlier analyeis in the first part of last sec-
tion,

(2) ZLeast coast point would be near the end of the Stage
of Diminishing Output or Returns; thus the increas-
ing cost stage would be late to set in,

(3) Least Cost point would be near the Point of Diminish-

’ ing Returns here, and consequently increasing costs

would come very soon after the Point of Diminish-
ing Returns had been reached,
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market goods in so amall a volume that the work is carried on
before this least cost point will find that if the volume
could be increased the cost per unit of output would drop; but
for stores which are medium-8ized already, expanded sales are
not apt to bring decrecasing costs, The optimum size has been
reached, (1)
When, however the attempt is made to support these

conclusions by statistics it is found to be impossible.
Table XI gives the total expense item, the advertising expendi-
tures, and the total salaries and wages in terms of percentage
of net sales for a number of retail and wholesale firms accord-
ing to volume of sales, In the light of the arguments de-
veloped above we should expect that neither the smallest nor
the largest units would have the lowest expense, But exam-
ination of the figures does not show any such tendency,. In
three cases out of the twelve the small plants have the low-
est total expemnse; in three others the middle-sized stores;
and finally for half of the firms the most efficient size
seems to be the ones iﬁ the group having the largest sales,
Several explanations may be offered perhaps, but the first
one is that tha gtatistios are inadequate as the groupings
are too large. For example in some cases the concerns are
thrown into only two classes, which gives us no chance to

(1) This optimum size may be determined in part by the

limits of large-scale management as well as by size .
of plant, :
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stores under $250,000, the smallest department stores, Con-
clusions of a more definite nature were reached in a study of
retail distribution of eclothing made in 1922 by the Bureau

of Business Research of the Northwestern University School

of Commerce, namely that "When the amounts of selling expense
are measured in terms of sales, they increase with the size
of the store". (1)

Table XII shows statisticae for a different type of
business, the expenses (in percentage of net sales)of grocery
manufacturers in distributing their products, In every case
the expemses of the companies who tried to sell on a larger
scale were greater than those for the concerns which market
a smaller volume of goods, The comments made regarding these
figures are as enlightening as the statistics themselves,
Speaking of the third group of products, the canned and bott-
led foods, it was remarksd that "total marketing expense tend-
ed to be distinctly higher for the nine companies which sold

(1) "Selling Mxpemses and Their Control® Horace Secrist,
‘ 1922 Prentice-Hall. page 406,
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determine whether or not the middle-sized units are more @0~
nomical. Yot in the case of the 508 department stores stud-
jed, where seven classes are given there is no temdency for
cost to be high first, to fall to a low point and themn to rise
again, The lowest operating expense was found to be for the
stores under $250,000, the smallest department stores. Con-
clusions of a more definite nature were reached in a study of
retail distribution of clothing made in 1922 by the Burean
of Business Research of the Northwestern University School
of COmmeroe; namely that "When the amounts of selling eXpense
are measured in terms of sales, they increase with the size
of the store™. (1)

Table XII shows statistics for a different type of
business, the expenses(in percentage of net sales)of grocery
manufacturers in distributing their products. In every case
the expemnses of the companies who tried to sell on & larger
scale were greater than those for the concerns which market
a smaller volume of goods, The comments made regarding these
figures are as enlightening as the statistics themselves,
Speaking of the third group of products, the canned and bott-
led foods, it was remarksd that "total marketing expense tend-
ed to be distinctly higher for the nine companies which sold

(1) "Selling ®xpenses and Their Control" Horace Secrist,
1922 Prentice-Hall. page 406,
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Table XII.

Marketing Expénses of Grocery Manufacturers, 1927 (1)

(Net Sales 100%)

Interquartile Range. Range of Middle 50% of
Comparable Figures.

7 Flour Mamufacturers, 1927
Advertising and Sales Promotioen
Total Marketing Expense
Total Salaries and Wages

9 Meat Companies, 1927
Advertising and Sales Promotion
Total Marketing Expense
Total Salaries and Wages

13 Canned and Bottled Foods and Similar
Products Mamifacturers
Advertising and Sales Promotion
Total Marketing Expense
Total Salaries and Wages

15 Coffee, Tea, Chocolate, Extracts
and Spice Manufacturers
Advertisinzg and Sales Promotion
Total Marketing Exrense
Total Salaries and Wages

14 Cereals, Crackers, Macaroni, Salt
and Preserves Manufacturers
Advertising and Sales Promotion
Total Marketing Exp=nse
Total Salaries and Wages

11 Socaps, Cleanaers, Polishes, and
Disinfectants Mamifacturers
Advertising and Sales Promotion
Total Marketing Expense
Total Salaries and Vages

(1) Harvard Business School Report #77.

Grocery Manufacturers, 1927.

FROM

$4, 000, 000

32
5.06
1.66

$12, 000, 000

.04
4.99
1.76

$725, 000
.38
15.42
3.49
$500, 000
1.43
15.83
4.57
$425, 000
3.06
23.69
4.37
$150, 000
3.32

30.63
7.02

fMarketing

$7,500, 000

44
7.21
3.07

$35, 000, 000

23
9.14
3.16

$2,000, 000

2.99
19.64
S5.67

$950, 000
3.36

20.46
8.28

$10, 000, 000

7.95
29.76
11.11

$300, 000
21.25

47.87
11.28

Expenses of
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nationally than for the three which restricted their sales
activities to less extensive areas,"(1l) On the other hand it
was pointed out that for the manufacturers of soaps, cleansers,
rolishes and disinfectants, "Those companies which 80l1d natione
ally commonly showed distinotly lower total marketing expense
ratios than did companies which sold sectionally"™.(2) Like-
wise for the coffes, tea, chocolate, extract and spice produce
ors it was stated that "in general companies whth the larger
sales volumes commonly showed slightly lower total marketing
expense ratios than did the smaller companies." (3)

Prom a statistiocal approach it seems impossible to
reach definite conclusions regarding how far distributing
processes are subject to the law of decreasing returms, There
are, however, facts of a different nmature which msy be commenw
ted upon as giving some indication of what might be the opti-
mum-8ized unit in certain marketing fields, For example it
was recently pointed out in an article in a business paper
that "Chain companies close brances which s e11 less that $260
worth of goods a week."(4) [Evidently, it ia felt that there

(1) Harvard Business School Report, #77 "Marketing Ex-

penses of Grocery Mamrfacturers, 1927, p. 8,

(2) Ibid, page 14,
(3) 1Ibid, page 10.
(4) Business Week, September 21, 1929, page 13,
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is a lower limit to the best-sized plant, Likewise an upper
limit may be implied by the fact that chains usually scatter
their stores over the entire city area rather than attempt to
sell the community from one or two centrally located shops,
Competition of the other chain systems no doubt plays a part
in the placing of new units,(1l) It is true that probably the
sales volume of some of the present chain stores could increase
considerably before the "right"” sisze was reached. A recent
news item says that for the 11 months ended November 30, 1929,
average sales per store unit in the Kroger grocery chain sys-
tem were $46,833 which was an increase of 25,8% over the same
reriod of 1928, while the increase in the number of stores
was only 11,3%.(2) Though the chain systems may encounter
increasing costs relatively early with regard to the size of
the store, whem it comes to their other functions, such as
the buying, the advertising work, the management, transporta-
tion and storage, sush work might possibly be carried further
with the assurance of concommitant decreasing costs,

A summary of the above discussion must lead to only
one conclusion, namely that the principles of decreasing cost
are of limited application in the marketing field. If this

(1) The demnsity of the population, the size of the trib-
utary area and the type of merchandise handled would
all be factors determining the actual size of the
average store,

(2) "The Facts in Pood Distribution" Dec.21,1929. The
American Institute of Food Distribution, Imnc. p. 18‘
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is true then advertising used to establish and build up vast
market8s cannot be ereiited with helping to lower the cost of
marketing. Insofar as increasing costs are emcountered with
the widening of the market, advertising is a faotor in raising
price to the consumer. The belief that large-scale methods
are always better than smaller operations has permeated
American thinking to such an extent that it is hard for people
to believe that bigger marketing units are not more economical,
It cannot be eoncluded, however, that very small stores are
the best size; the optimum sized plant probably lies somewhsre
between the smellest and the largest stores, A8 one writer
says, "This fundamental principle ---namely that a marketing
enterprise may remain too small or may grow too large to be
operated at minimum costs per unit of produet handled, applies
to all middlemen alike." (1)

Doubtless many industries in attempts to gain more
business have gone beyond this optimum size, In a recent
government bulletin issued by the Bureau of Foreign and Domes-
tic Commerce uneconomic expasnsion was scored and an irs tance
was cited "of a textile Ractory near Chicago which tried to ine
crease its‘volume by extending distribution into Texas, A
subsequent check on operations there showed that it cost the

(1) Theodore Macklin "Efficient Marketing for Agriculture"”
The MacMillan Company, 1922, page 39,
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company $1.25 for every dollar’s worth of goods sold in that
territory." (1) Insofar as advertising has encouraged such
marketing policlies it has certainly beem increasing the cost
of merchandising, since it has pushed individual firms beyond
the point of highest efficienoy. It is the opinion of many
that advertising temds to do this, Por example in the govern-
ment study, "Marketing and Distribution” referred to above, it
is said in one place, speaking of the struggle of mamufacturers
to win markets: "This competition is further complicated by
the fact that manufacturers are constantly striving for natione
2l markets and make vast expenditures to enter communities
already sufficiently supplied by manufaoturers_of 8 imilar prod-
ucts, In this effort large advertising appropriations are
made, ----This entire situation tends to increase the total
cost of selling and distribution,.™(2)

Such orificism seems to imply that marketing costs
have risen because the sales were developed in places too
distant from the factory, in other words because there had been
an extensive cultivation of the field, But the same tendency
for selling costs to rise seems to be encountered if the in-
creased sales volume is obtained by an intensive working of

(1) Domestic Commerce Bulletin, September 30, 1929,

mge 145,

(2) "Marketing and Distritution”™, Report of the Joint
Commission of Agricultural Inquiry, PartIV, page 214,

e & atar g
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the home market, A study mede by lLeverett S. Iyon of the
Institute of Economics regaréing the small order problem in
1928 reveals the fact that marketing costs rose as individual
orders became smaller, The report saysg "In statements
from 104 mamufacturers concerning whether there has been a
significant increase in the proportion of amall orders re-
ceived in the past ten years, 76 percent of the total indica=-
ted that there had been such an increase, Furthermore 68
manufacturers out of 94 stated that the cost of securing or-
ders had increased,"(l)

Another phase of this same question is the relation
of advertising to other selling expenses, Judging from the
general reports about the potency of advertising it would be
expected that the use of advertising would lower the other
necessary marketing costs, But this does not seem to be
borne out, The study in the retail distribution of clothing
mentioned in a previous connection brought out the fact that
for the oclothing industry at least "the amounts of selling
expense per $100 of total net sales increase as the amounts of
advertising per $100 of total net sales increase."(2)

Table XIII taken from this study brings out the truth of this
(1) "The Small Order Problem and How it is Being Met."
American Management Association, 1928. psages 5-7.

(2) "Secrist, Horace, "Selling Expenses and Their Control"®
Northwestern Bureau of Business Research, 1922, p.1731,
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TABLE XIII

Amount of Selling Expense per $100 of Total
Net Sales and Per $1 of Advertising for Stores
Classified by Size and by Amount of Advertising per

$100 of Total Net Sales, 1919, (1)

Classified Amount of Number Amount,
Total Advertising of

Net Sales Per $100 of Stores

(in 000's3) Total Net Sales.

Total

(Average) Under $1 79 7.07
1 to $2 100 8.46
52 to 66 11.62
3 & over 37 12,55

Under Under 31 15 5,01

240 1 to %2 14 .12
2 to $3 2 5,27
3 & over 2 7.11

%40 to Under $1 43 5,77

360 %1 to %2 37 7.34
52 to $3 20 9,32
3 & over 6 13,23

ieo to Under S1 18 8.74

$180 1 to P2 39 8,47
32 to $3 26 11,63

& over 15 13,12

3180 & Under $1 3 : 7,93

over %1 to &2 10 9,56
2 to 18 12,07
3 & over 14 12,12

(1) 1Ibid, page 171,
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atatement, Apparently advertising can do little to lower
selling costs, Iikewise if the data givem in Table XI on a
preceding page 18 analyzed it is found that increasing adver-
tising expenditureas do not always bring lower total operating
ratios, In only four cases out of ten did the lowest total
expense of the group accompany the highest percentage spent
on advertising; in fact in four other instances the lowest
total expense ratios came with the lowest percentage of ad-
vertising expenditures, Thus there seems no correlation be-
tween high selling costs and either large or small advertising
expenses, Moreover if the advertising expense items are sub-
tracted from the total expense ratios in this table, Table XI,
figures are obtained which put the stores in the same relative
positions regarding total expenses as they had before, In
other words, the same-sized companies have the lowest ratios
of selling expense whether advertising is counted in or not,
It would seem, therefore, that advertising has little effect
upon other selling costs taken together, Total market ing
wostas seem to rise with increased volume irrespective of ade
vertising expenditures,

Buf it is not enough to point out that with the in-
crease in advertising expense total marketing costs have risen,
This accompanying rise in selling expense does not refute the
contention that advertising may be a faoctor in lowering
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marketing costs, It is probably true that marketing costs are
increasing costs, but it may also be true that advertising by
raising the level of marketing efficiency keeps these costs
at a lower level than they might otherwise attain. If this
is true advertising may be said to check the rise of marketing
costs, whioh in tantamount to a relative reduction of market-
ing expense, For example, if we refer to that part of
Table XI which showa both advertising and total marketing ratios
increasing we find that total marketing expense for department
stores inocreased from 28,7% of net sales for firms selling less
than $250,000 per year to over 30% for firms having sales of
& million dollars and over, the highest figures being 31,9%
for the $4,000,000 to $10,000,000 group., At the same time,
advertising costs rose from a little over 2% for the lowest
group to a figure as high as 3.4% for the last group above
mentioned, It might appear from this that advertising had
not only not contributed to lower operating costs but rather
the contrary. However, any other means of achieving the
same volume of sales might very well have caused a higher ex-
vense ratio, perhaps as much as 40%. Any increase above the
maximum that would otherwise have ocourred indicates the possi-
bility that advertising has actually kept costs down, ) & 4
there is reason to believe that there is no other equally
economical means of widening the market, advertising haslowered
costs even though they have absolutely increased somewhat.
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But while advertising may not be able to reduce
total mérkbting costs absolutely, it should have a more pos-
itive influence in lowering salesmanship cost, The primary
function of advertising is to create demand and as such can
be looked upon as either an agenqgy to supplant or to supple-
ment the work of the salesmen, The mail order houses, or
companies selling by direct mail advertising are illustra-
tions of the former method, In some other cases, also,
advertising is not to be considered as an altermative method
of demand creation since it sometimes does work that could
not be done otherwise, In sparsely settled csommunities or
where the buyers are scattered advertising can build up
sales where the costs of doing it by salesmen would be pro-
hibitive, Then sgain advertising can often reach custome
sr8 when they are off-guard, and educate them, perhaps to
their own benefit, whem it would be hard for a saleman to
approach them, (1)

Perhaps in most industries however advertising
is used to support the efforts of the selling force. The

(1) This argument has been well put by A.W.Shaw in his

book "An Approach to Business Problems" in the

following way: "It (advertising) has been devel-

oped not solely to take the place of the middleman

or salesman in demand creation but as a means of

doing quickly, cheaply, and effectively much of

the work these other agencies have done in the past

and much which neither could profitably undertake
at present."™ page 199,
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relative importance of personal salesmanship and advertising
in any business is a matter dAifficult to determine, There
seems to be the opinion that usually these two selling
agencies ought to be employed together, since a nicely bal-
anced use of both will bring better results than either used
alone. Of course the type of product to be sold and the
extent of the territory covered will have direct bearing on
the proportion of each of these typea of selling effort to
be applied, Undoubtedly business men are striving to make
use of ths best combination of their marketing factors, but
there is much which standx in the way of accomplishing that
end, In the first place the results of advertising in
most instances are indeterminate. The owner of a business
knows that he has spent s0 much for publicity and that sales
increased by so much. Whether or not a different combin-
ation of factors would have brought better results he cannot
tell. In time perhaps business research and market analy-
gis will form a basis upon which advertising can be measured,
but until then, & hit and miss method of experimentation
will have to suffice. But it pays to experiment until the
most economical proportions are hit uppn; in other words the
principle of substitution is at work which means that a pro-
ducer will substitute one factor of production for another
whenever, he thinks it pays. Por example in production,
capital, in the form of machinery, is apt to replace labor
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if the former can perform the work more cheaply. This ten-
dency is apparent in marketing for there are always new
methodas being tried out, in order to find ways of doing the
distribution work more efficiently(l); and the middleman who
clings to the 0ld wasteful methods will lose out under free
competitiop. Of course what is, ia not necessarily right,
yet there are undeniable forces at work tending to make it
more profitable to use the best combination of factors, i & 4
advertising is wasteful it will tend to destroy itself, al-
though the process may be a very slow one,

When actual business practiece is examined in order
to see how advertising doea affect the use of personsal salesw
men, it is hard to get helpful data, Doubtless advertising
has reduced the number of salesmen needed. (2) If Table XI
is referred to again it will be found that advertising ex-
penses range from ,2% to 4.2% of net sales with an average
figure around 1.8% .(3) This would mean that the average

(1) "It(advertising) tends to displace these other a-
geneiea in whole or in part, whenever it is a less
expensive or more direct means of communicating
ideas to the consumer. It cannot be dismissed as
mere "puffing"”, because its substantial usefulness
in our present scheme of distribution has been dem~
anstrated”. Shaw, A.W,, "An Approach to Business

Problems™, Harvard University Press, 1920, page 202,

(2) "Advertising vs Salesmanship" L.D.H.Weld, Adver-
tising and Selling, October, 1927, page 19-20,

(3) 2% of net sales is a common advertising appropr®ia-
tion for meny business houses. For 1925 the total
advertising figure amounted to more than a billiomn
dollars, which was only one and one-half per cent
of the entire production of manufactured goods, J.
Walter Thompson Kews Bulletin, June, 1927, page 4,
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sales per dollar of advertising would be roughly $55. Sales
per dollar of salesman's wages are much smaller than this,
A study prepared by the Domestic Distribution Depsartment,
Chamber of Commerce of the United States, of the retail and
wholesale trade of eleven cities reported that the average
sales per dollar of wages in retail establishments selling
gome 47 different kinds of merchandise ranged fram $7.44 to
$9.53 (1) These figures are more or less comparable because
advertising and salesmanship were used together in both ocases,
When advertising and personal salesmen are used together
what effect do they have upon each other®s costs? The data
given in Tables XI and XII 4o not show very much relationship
existing between advertising ani total salaries and wages,
In only four cases out of the sixteen businesses for which
statistics are given was the highest advertising expemnse
correlated with low selling force expense; in fact in most
cases, eleven of the group, high advertising was accdmpanied
with the lighest total salaries and wage items, It would
take more data than we have and a very ocareful amalysis to
messure definitely the correlation existing between high
advertising and low wages, but the material that is available
seems to point to the fact that increased advertising ex-
penditures do not reduce salesmanship cost in every ocase,

(1) "Retail and Wholesale Trade of Eleven Cities",

Domestic Distribution Department, Chamber of
Commerce of the United States, May, 1928,
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As we bring this discussion of the effect of ad-
vertising upon marketing costs to a close there seems one
conclusion possible, namely that advertising must have very
limited opportunities to lower prices to the consumers be-
cause the principles of large-scale methods of production do
not apply to any great extent to marketing, It might be
argued that this is an analysis of a given situaticu and
that over a period of time decreasing costs might be obtaine
ed due to improved methods of marketing. That is, at any
given time, if a business man decides to bulld up a national
market for his goods and succeeds in establishing a tremen-
dous distribution organization, costs will probably increase
for the time being. If in the end, however, better market-
ing methods are evolved because the work is done on a larger
scale, it is possible that marketing may involve falling
costs, and hence that advertising could help to lower distri-
bution expenses,. Also at any given time it seems more than
likely that advertising checks the increase in marketing
costs and thereby lewers them relatively,.

A final summary of this material should be made
in connection with the discussion of the last section regard-
ing the effect of advertising upon production costs. In the
last section we found that if attempts were made to increase
the output of sueh goods as farm products inecreasing production

costs were probable., ILikewise, insofar as the marketing costs
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of such commodities aet like the typieal marketing expenses
we have examined, we should expect them to increase. (1) ) §
would appear therefore that advertising couid have 1little
tendency here to lower such prices. However in a dynamic
situation taking into account the changes which will ordinar-
ily come about, an inerecased output of farm products may be
produced at falling cost due to better methods of production:
to the extent that advertising tends to stimulate better
technique in production and marketing it is one of the fac-
tors bringing about lower prices,

The same sort of analysis applies in the case of

manufactured goods, In & given situation increased output

would normally tend to be supplied at approximately con-
stant production cost, and with increasing marketing costs,
Hence advertising could do very little to lower the price
to the consumer, But as was true with farm products, from

a dynamic standpoint both production and marketing costs can

be reduced, In actual fact new output is produced at lower
unit costs for producing and distributing processes are con-
tinually being improved. These improvements are apt to

come faster in manufacturing than in agriculture; hence the

(1) The marketing of farm products are apt to involve
increasing costs more certainly and quickly than
manufactured goods, For a discussion of the fac-
tors affecting the cost of marketing farm products
see, "The Marketing of Farm Products” by L.D.H,
Weld, p. 183,
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conclusion must be that advertising as a part of the process
inaugurating the new methods ocan be safely credited with help-
ing to reduce prices.

As for decreasing cost goods such as public utilities
there is even more opportunity for advertising to lower their
prices, Even 1in a given state of the arts advertising can
effect decreasing production costs by stimulating demand,
Little is Imown about the marketing costs of public utilities,
but if they are like other distribution costs they tend to
rise after a very short stage of decreasing costs; but this
increase in marketing expenses would probably not be suffi-
cient to offset the decreasing production costs., In the last
analysis, therefore, it must be concluded that in actual
practice advertising temds to be one of the ferces lowering
price, We will now turn to a more detailed discussion of
the reasons why advertising should have these effects upon

marketing and production costs,
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PART IV

EFFECT OF ADVERTISING UPON DEMAND.

As was brought out in an esrlier part of this
raper, a study of the economic consequences of advertising
should analyze the effeot of advertising not only upon costs
of production and.harketing but also upon demand, since
Price, or economic value, is a result of demand as well as
of supply forces, Our analysis of the effect of advertising
upon demand, however, must of necessity be brief and much
more limited in scope thamn the supply discussion because the
subject matter liea for thé most part without thefield of
economics, (1)

Demand has been defined as the amounts which buyers
stand ready to take at each of a series of prices. These
amounts depend upon two factors, the income of the buyers
and the utility of commodities to them, Thus the only way
in which advertising can influence demand is by changing
either anticipated utility or income. There is reason to

(1) Ordinarily the student of economics takes utility
as his starting point and does not attempt to look
behind it, leaving such investigations to the psy-
chologist or the sociologist, Here, however, as

Ts Becd®Bines the Gtiliries orested by advertising

cause different demand schedules than do some
other utilities,
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believe that advertising oan influence the former because the
utility of a good grows out of a multitude of physical and
psychological elements which advertising can roadh/éggkfy.
In the first place by stimulating a diversification of wants
it encourages the spending of income over a wider range of
goods, It is a well-known economic fact that the marginal
utility of a goods decreases as the stock of the article in-
creases, If then income is divided among & variety of pur-
chases, the utility derived from each unit of income will
tend to . become greater; consequently the valuation placed
upon each kind of good will temd to be higher, These
tendencies will reflect themselves in increased demand sched-
ules,

In the case of new products advertising can also
change demand by "oreating" entirely new utilities, for new
wants may be developed by making various appeals to the
buyer's reason and emotions until he feels that the article
is necessary to his happiness and well-being, Por example,
when invention makes possible the manufacture and sale of
& hitherto-unkmnown cont:ivance like the radio, advertising
can, by educating the public to its use, cause the artiecle
to have utilities which of ocourse never existed before,
These new utilities will change the demand not only for that
produet but for other commodities as will,and hence will in-

fluence price all along the line, Another illustration in

2% 2N




point is the increased demand for banking services built up
in the last few years, Financially advertising has ocaused
people to look upon banks in an entirely new light and as a
consequence they have come to make more use of the trust de-
rartments, the checking system, and the savings accounts of
their banking houses.,  Moreover through their advertising
the bankers have helped to teach the nation thrift. Not
only has this been done by encouraging savings accounts, but
perhaps just as much by widening the market for sound in-
vestment securities, It might be pointed out, however, that
advertising has had a counter effect upon savings, in that it
has tenpted some to spend beyond their means, To a great
exgent, for instance, advertising has been the means of
reaching the consumer with installment-buying propaganda and
other enticing sales talk which has made for prodigal spend-
ing. Such spendthrift buying would presumably eat into sav-
ings, but it has evidently not takem all of them, for the
fact remains that the total amount of savings has been increas-
ing along with the growth of expenditures upon luxuries and
other goods,(1l)(2)
(1) "It appears that annual savings, in terms of dol-
lars with a constant purchasing power, from 1900
through 1913, averaged considerably less than one
billion dollars a year, while from 1922 to 1927,
savings averaged nearly two billions, and for the
three years ended with 1927 held steady at a level
somewhat about two billions."” O.M.W.Sprague and
W.R.Burgessa, "Money and COredit and their Effect on
Business." Recent Roonomic Changes, page 674, Na-
tional Bureau of Economic Research, 1929,

(2) Probably the amount of savings (Continued on pg.9$‘




Thus advertising has changed the buying habits of
the people; it has educted them to use new products and ser-
vices and has showed them how to get more utilities from old
ones, Phe continual fire of sales publicity is bound to
show its effect in altered demand schedules, which may in
some ways raise the standards of living.(l) E.E.Calkins says
on this point: "Advertising is one of the great education-
al forces, ---The phonograph, radio, camera, motor car, vacc-
uum cleameY, kitchen cabinet, safety razor were quickly and
easily made necessities.” (2) Objection might be made here
that the ease and speed with which the new habits have been
acquired, so that living is an entirely different matter
than it was twenty-five years ago, have been attributable to
other factors than asdvertising, for example better merchan-
dising, Advertising, however, as an integral part of the

(2) (Continued from page 98) has been furthered by the
faet that people have enjoyed increased incomes, Which
in part have been caused by advertising. This phase
of advertising's effect upon demand through increased
income will be discussed presently and until then the
analysis is incomplete. .

(1) Some critios would say that advertising has lowered
the standard of 1iving because it has standardized
tastes, bringing all down to & common low level. Om
the whole this is an objection based on aesthetic val-
ues, but there would also be- aome economic consequences
in that demand is stabilized on fewer products, a sub-
ject matter whioch will be taken up in the next section.

(2) Calkins, E.E., "Reading with a Purpose” American Li-
brary Assooiation, 1929, pege 21,
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marke ting process should be mpntiong%éas one of the most im-
portant of the causes in determin~ changing buying habits,

Not all the buying habits encouraged by advertising
are of the nature Jjust mentionead. While it is true that ad-
vertising of the so-called "pioneer type which helps to intro-
duce new products and services, may be defensible, insofar as
it gives trutbhful information, there are some results of ad-
vertising which are questionable, The persistent bombard-
ment of clever advertisements appealing to the weakneases of
human nature, often hoodwinks men and women into foolish
purchases, One has only to glance through one of the modern
books on how tim sell goods, to form some opinion as to the
strength of this influence. These scheming, cunning methods
of selling are well illustrated in one treatise which says,
speaking of how to control the indecisive type of customer:
"Decide for the customer by positive suggestion.” Aad Tor
the suspicious purchaser the advice is, "Get the customer
to agree with you by agreeing with some of his doubts and
fears.” Exert yourself is this writer's admonition, because
"it takes a tremendous amount of mental energy ----to control
another man's mind." One has misgivings as to whether modermn
methods of selling are truly educative in the right directions
when he considers that an ammy of salesmen equipped by such
training and supported by a barrage of the same kind of adver-
tising is constantly attacking the oonsumer,




T ——

-10a-

One bad effect coming from advertising of this kind
is said to be the accentuation of the buying of "style™ mer-
chandise. While advertising has undoubtedly been successful
in establishing some buying habits, it appears that it does
not have much effest upon purchases determined by the fads of
the moment. Cherington says that "style trenis usually can-
not be oontrolled by advertising ......"(1) Foreces too fun-
damental and powerful for advertising to reach set the cycles
of fashions, evidently; and effective advertising must follow
the first indications of changes in style rather than sttempt
to change them, As one writer sgys, "Apparently Mrs.Parting-
ton and her broom have a better chance of sweeping the rising
tide back into the ocean than advertising has of turning about
an adverse influence. Advertising men themselvesa concede
their insbility to fight a "fashion". (2) If bad results
come from demand for this kind of merchandise, the blame
should not be entirely laid at the door of advertising,

There is, bDowever, another oriticism of advertising
which is more justified, namely that much of the demand

(1) Cherington, P.T., "The Consumer looks at Advertising"

Harpers, 1928, page 26, See also this suthor's

article in the Harvard Business Review, July 1924,

entitled "Some Commercial Aspects of Styles and
Pashions in the Clothing and Textile Industries,’

L}

(2) Goode, K.M, and Powel, H,, "What About Advertising"?
Harpera, 1927, ©pages 1l71-2.
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oreation work of advertising amounts to nothing more tham
causing demand to shift from one product to another; or what
is worse, perhaps, causing one brand to be replaced by another
which to all intents is practically identical. If the new
good is not better than the 01d one there has been no total
social gain in the process, The point to be determined here,

however, is not whether there has been a profitable change

or not, but rather whethér there has been any change which
will affeet price. In a discussion of the economic conse-
quences of advertising apparently there should be no occasion
to comment upon the kind of utilities advertising creates,
Utility is a neutral term, i.e., the want-satis¥f ying power
attaching to a commodity, implying neither that the want sat-
isfied be good nor bad., If advertising increases the utili-
ity of an article, demand and price should be affected re-
gardless of the nature of the want, This is not quite the
whole matter, however, as we shall see, S8ince price is affect-
ed by the elasticity of the demand, which depends in part
upon the type of product involved. In the case of food
products, for example, there ére very real physiological
limits to the total demand of any one individual, Advertis-
ing may have the effect of diversifying the diet but the
possibility of greatly increasing the consumption of food is
clearly checked by the inelasticity of the demand schedule,
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Clearly here is no solution of the farm problem. (1)

Regardless of the direct effect advertising may ex-
ercise upon demand in changing the utility of goeds, there
are some gencral results of advertising which will react upon
the buyer. I have in mind the effect of advertising upon the
quality of goods and the resultant outcome upon demand and
price. The protagonists of advertising maintain that it has
raised the gemeral quality of merchandise on the market, since
it places the advertiser and his claims under the microscope
of popular scrutiny. Onoce an article is packaged, branded
and advertised, the manufacturer's name is identified with
the product and his success depends upon what the buyers think
of the goods, Since it is not the present sales alone which
will give him profit, but rather the steady repeat orders of
the future, it will repsy him to keep up the quality of his
goods, As one writer says, "Advertising is a quick and
sure test of merit of a product. It brings the buyers, but
does not bring them back if they are disappointed in the pro-
duct. On the contrary it merely reminds them that they were
disappointed.” (2) Thus the public has come to associate

(1) See Taylor, A.E,, "Consumption, Merchandizing, and
Advertising of Foods", Harvard Business Review,
April 1924 for sn elaboration of this point,
(2) Praigg, N.T., "The Advertising Yearbook of 19227

Associated Advertising Club of the World. Doubleday,
Page & Company, 1923,
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the advantages of packaging and uniform quality with advertis-
ed goods, whether justly or not.¥l) Bven if non-advertised
products are as good quality as the advertised ones, it might
be true that advertising is still responsible, since the pre-
sence 1n the market of one high-quality advertised good might
tend to bring up the standard of all the other competing brands,
whether advertised or not,

Many experiences of producers can be instanced in
which advertising has been instrumental in raising the gquality
of the goods in question. One case in point is an experience
of a suceessful candy manufacturer who had regularly adver-
tised the superior quality of his product. At one time, due
to a mistake, an inferior grade of confection was turned out,
Not wanting to sedl it themselves the company disposed of it
to a marketing concern, but forgot to specify that their name
be taken off; and as a consequence it was distributed all over
the country under their label. The public's reaction was

(1) In the investigation carried on by the Federal Trade

Commission in 1929 regarding resale price mainten-

ance it was found that consumers placed quite a bit

of dependence upon brands and trade-marks as indica-
tions of quality. Part of conclusion reads: "Thus

about 81 per cent indicated that they (the 1,990

consumers replying to the questionaire sent out) place

some dependence upon brands or trade-marks, while
only about 17-1/2 per cent answered the question with

a definite "No", indicating that they do not place

any reliance upon brands or trade-marks as guaran-

ties of quality.” "Resale Price Maintenance™ Report

by Federal Trade Commission, Part I, Government Print-
ing Office, 1929.

ot Rk
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pronounced; the sales dropped off immediately and the company
went down to a very low place in the inmdustry. They had been
educating the consumer to expect high quality and whemn it
was not forthcoming, the buyer was not slow to detect it and
turn to other goods. Such experiences soon teach producers
that theay must maintain high standards,

Generally speaking, however, it is probably nearer
the truth of the case to say that maintenance of quality is
due more to the sellers' efforts than to amything done by
the consumers, In the absence of any thorough govermmental
assistance the buyer must depend upon the seller <for infor-
mation regarding commodities, since’%%e complex of modern
living there is no hope that any onme can become an expert
buyer in all the lines in which it is necessary to make pur-
chases. The besat results will be obtained probably by de-
pending upon the self-interest of the manufacturers, and
the middlemen who are anxious to please their ocustomers, It
is foolish to believe that the only way to make a profit 1s
to make and advertise a poor article,. "Snatch success"™ might
be built up by advertising an inferior product, but in the
end the safest way is to develope the market for good merchan-
dise, One outstanding manufacturer, who has advertised ex-
tensively, has said that the wgy to success is to "raise the
quality of the product without raising the price."(l) But

(1) Simmons, S.G., Printer's Ink Monthly, September,l1988,
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pronounced; the sales dropped off immediately and the company
went down to a very low place in the industry. They had been
educating the consumer to expect high quality and whemn it
was not forthocoming, the buyer was not slow to detect it and
turm to other goods. Such experiences soon teach producers
that they must maintain high standards,

Generally speaking, however, it is probably nearer
the truth of the case to say that maintenance of quality is
due more to the sellers' efforts than to amything done by
the consumers, In the absence of any thorough goverrmmental
assistance the buyer must depend upon the seller for infor-
mation regarding commodities, since /tﬁe complex of modern
living there is no hope that any one can become an expert
buyer in all the lines in which it is necessary to make pur-
chases. The best results will be obtained probably by de-
pending upon the self-interest of the manufacturers, and
the middlemen who are anxious to please their ocustomers, It
is foolish to believe that the only way to make a profit is
to make and advertise a poor article, "Snateh success” might
be built up by advertising an inferior product, but in the
end the safest way is to develope the market for good merchan-
dise, One outstanding manufacturer, who has advertised ex-
tensively, has said that the way to success is to "praise the
quality of the product without raising the price."”(1) But

(1) Simmons, S.G., Printer's Ink Monthly, September,1925,
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not only must the quality be present, the consumer needs to
be informed of it, Speaking of the inability of the ordinary
buyer to lmow very much about markets and their goods, Wesley
C.Mitochell says that, "Under these oconditions it ias not sur-
prising that what the world has learned in the art of con-
sumption has been due less to the initiative of consumers,
than to the initiative of producers striving to win a market
for their wares," (1)

And many are the examples in which the sellers have

had to take the initiative in ordsr to teach consumers the
use of better products, One minor instance might be mention-
ed in the case of a manufacturer who developed a venting rad-
iator valve which was much superior to the ordinary type on
the market. While sheer quality built up a moderately
sucocessful business, it was not until the company used con-
sumer advertising that the public was willing to accept the
improvement on a large scale.(2) Another more important
illustration is that of the front-wheel drive for the automo-
bile. One advertising man has said that it would take
millions of dollars to educate the people to its acceptance,
although it would undoubtedly be a real advance in motor trans-
portation equipment. A company would not find it sufficient

(1) Mitchell, W.C., "Business Cycles™ National Buresu

of Reconomic Research, 1927,
(2) 8Success Bulletin, #50. Revised, August 2, 1926,
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simply to make & good car of the new type and offer it for
sale; they would have to sell the public with the most vigor-
ous kind of advertising.

The work of educating the consumer is never done,
In the first place there will always be a need for a large
amount of educational advertising to keep bupers informed
about the new goods and the new uses of the o0ld ones. Even
if there were no new products there could still be found rea-
sons for advertising, One of them is that every year a cer-
tain percentage of the population reaches the age where they
are for the first time susceptible to advertising's appeals,
For some products this age would be much earlier thamn for
others, but whatever it is, there are thousands of people
every year reaching that period in their lives, and hence
providing virgin soil for the seeds of advertising., Besides
this there is some jumtifiocation, perhaps, for advertising
that keeps the public s0ld on the products of o0ld established
concerns, A car manufacturer, for example, must advertise
not only to the new sales prospects, but also to his old ocus-
tomers to keep them sold, If society is egquipped to furnish
certain goods and services, advertising which is employed to
keep people buying these comgodities is rendering an economic
service. (1) It is probably an economical bit of the

(1) stabilization of demand, while perhaps wise, in
view of our limited resources, has disadvantages
in that demand may be maintained for an inferior

product, This will be commented upon further in
the next section,
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marketing mechanism that follows a company through advertis-
ing to maintain a following of buyers year in and year out,

But giving advertising all the credit that is
rossible on these scores, there is surely 8 question whether
t+he billion and a half which is estimated as being spent year-
ly in the United States on advertising, is doing as much for
the education of the public as might be the case if it were
used in other ways, From an absolute standpoirnt, advertisig
certainly has not attained particularly imposing results,
Considering the matter on a relative basis, however what
agency woulid be able to do the task even as well as it is
being done now? Thomas Kixon Carver in speaking of turning
over the advertising work to the control of the government
says: ™This, however, would be a s anewhat dangerous experi-
ment, because such public suthority would have to be exer-
cised by public officers, ----The man who has succeeded in
getting elected to office by campaigning, which is a kind
of advertising is not necessarily the best man to decide upon
what is good and what is bad advertising." (1) While there
is no question but that advertising is in many ways educative
in the wrong direction, and is an extremely wasteful method

of accomplishing certain ends from the social viewpoint, yet

(1) carver, T.N., "Principles of Economics™ page 183,
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its faults are the drawbacks of a competitive order. The
common answer to such criticism is that the gains are larger
than the losses. (1)

It was pointed out at the beginning of this section
that demand could be influenced by a change in utility or in
income, 8o far we have analyzed the effect of advertising
upon utility finding that advertising has affected demand in
various ways, It will now be found that advertising can
also change demand by altering income, The usual argument
is that advertising creates in man a desire for more econom-
ic goods and as a result he will produce more in order to com-
mand the income to buy the things he has been made to want,
In other words advertising does more than divert demand from
one good to another; it actually increases the buying power
of individuals so that they can purchase the old products as
well as the new, Of course advertising has been only one of
the minor causes of increased income. Income is the result
of man's struggle to earn a living, a battle which is fought
with varying degrees of vigor depending upon how worth while
he thinks it is. If advertising can stimulate man to work

(1) Por a discussion of the advantages and disadvantag-
es of a competitive order see "Plain Talks on Eco-
nomics" F.Franklin, Putman, 1924, Chapter XXXIV and

XXXV, Also Melvin T,Copeland in "Advertising and

Selling" October 5,1927, A discussion of whether

or not socialism would be & remedy for the defects

of advertising will be taken up in a following chap-
ter,
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herder in order to reach a higher standard of living, the out-
come Should be inoreased productivity on his part, and finally
a larger flow of economic goods or income. (1) Advertising
has kept man's desires beyond his grasp and has enticed him
on and on in the attempt to have more. If people have not
been over-stimulated and if they have not spent the added
income altogether foolishly, there has probably been & net
social gain,

But advertising not only may increase total money
income, it mey also add to the amount of satisfaotion, the
resl income, derivable from & certain number of dollars, As
we have noted in previous connections, prices may be reduced
by the use of advertising. When this is the case, money in-
come could stay the same or even decrease, and each individu-
al might be able to enjoy more go ods, Advertising, moreover
can increase real income by increasing the amount of consumer’s
surplus resulting from buying advertised goods,(2) Consumer

(1) It is an actualfact that the average income of the

United States has been increasing , though, of course

as it has been said, the cause of the increase is

not solely advertising. "During this period (1913-

1927) the per capita realized income has considera-

bly exceeded all previous records, even when price

changes are allowed for", Morris A, Copeland "The

National Income and its Distribution™ Recent Econom-

ic Changes, page 838.

(2) There is a difference between the changes in money
jnoome and changes in real inocome, gsince the latter
are the result of demand and price while the former

are determinanta, at least in part, of demand and
prices,
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gurplus is the difference between what a buyer would be will-
ing to pay for a good and what he has to pay for it in view of
the market price which is ordinarily close to cost of produc-
tion. If price hovers oclose to a figure based upon compet-
itive costs, and the buyer is in the mood to pay a great deal
more due to the fact that the good has been advertised, the
purchaser is the recipient of more consumer's surplus. For
example, if & line of women's coats were widely advertised
and & huge sales volume built up, a lower cost of production
and marketing might be effected. If as a consequence price
were a8 low or lower thamn similar non-advertised coats, a
woman buying one of these garments would be getting more sat-
isfaction than she pays for,

So far we have found that advertising is liable to
inoreass the estimation put upon goods by consumers, and
furthermore that it may tend to increase total purchasing
power, What will be the effect upon price? If there has
been increased utility, the buyers are willing to pay more
than they d4id before; this is inecreased demsnd. If income
is made greater this too will tend to make demand greater,
Increased demand in and of itself tends to raise prices, But
in the analysis of costs of production and marketing we came
to the econclusion that in many cases advertising is apt to

lower prices, Apparently we have advertising setting up two

it

gy ook
P
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counteracting foroces; one tending to lower price, the other
ser¥ing to make individuals willing to pay more for goods,
This, however, is an unreal paradox, It is the increased
demand that allows the production costs to drop. Under com-
petitive conditions, if advertising is able to lower the
costs of production and marketing, there is every reason to
think the prices will tend to be close to this cost, Even
1f buyers are willing and able to pay more they will find that
they will not need to beesmuse, barring monopoly, sellers will
bid price down to cost of production in order to get the market,
;f competition is not maintained, however, the
effect on price may be altogether different. Many believe
that vast amounts spent upon advertising can create a gquasi-
monopolistic condition which allows the producer to put up the
price, (1) In some cases advertising appears to affect both
the supply and demand forces in such a way that an equilibri-
um ocondition is established at a price much higher than com-
petitive cost. The high-pressure advertising and marketing
is 80 costly that although costs of production are cut by
large-scale economies, the total costs may be materially in-
oreased,(2) so that the producer would make no exorbitant rate
(1) The problem of advertising's effect upon competition
will be analyzed in more detail in the next chapter.
(2) fThis %8s not contradicting the previous analysis which
brought out the point that advertising may lower
costs of production; rather it is an illustration of
the point made that if advertising is applied beyond

the point of maximum efficiency any industry is apt
to emcounter increasing costs,
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of profits, even at the high price level. At the same time,
advertising has put the consumers in such a state of mind that
they are willing to pay the high price. Will not potential
competition spoil this game? In order that a competitor
might break the consumer’'s prejudice in favor of the one ar-
ticle, he must likewise advertise on a tremendous scale, and
in the end he would have the same high costs, counting adver-
tising, that the first manufacturer had. This seems, then
to be a self-perpetuating monopolistic condition. Although
there may be counteracting force at work as long as the condi-
tion lasts the goods commanithe market and prices are apt to
be higher than they would be without advertising. A monop-
olistiec condition is particularly bad for the consuming publiec
when the demand for the good controlled is very inelastic,
that is when t he buyers ®mre willing to buy about as much at
a very high prjce as they would at lower prices, If the
demand falls off very rapidly at higher prices, the monopolist
is unable to boost his price very far above costs, Then the
question is, does advertising make demand more inelastic? It
prébably does not. To a great extent elaaticity of demand
depends upon the nature of the product, which advertising may
not be able to influence materially. Insofar, however, as
sdvertising does create momopolistic conditions for inelastic
purchases it is a dangerous outcome of advertising. To what

degree advertising has such an effect it is difficult to




-114-
determine, Certainly the criticism is made often enough
that advertised goods are higher-priced than non-advertised
goods, The sales manager of a large gwocery chain system
in a recent conversation with me expressed the opinion that
a study of prices in that system would reveal the fact that
non-advertised goods had & price advantage over advertised
articles of the same quality, To the extent that the chain
tended to cut prices on advertised goods, the real margin
in favor of the non-advertised goods would be still greater
in independent stores.(1l)

As we try to summarize the discussion regarding
advertising's effect upon costs of production, marketing ex-
penses, and upon demand, no conclusion ocan be feached as to
the final outcome upon prices, All that can be said is that
there are some forces at work to lower prices and some to
raise, with the presumption being perhaps that the former will
bé a little more apt to outweigh the others if competitive
conditions are maintained.

(1) Question might be raised whether or not the chains
cut prices on advertised goods; One study made

by Professor R.S.Alexander of Columbia University

came to the conclusion that, "On the whole this

summary of our survey sSeems to indicate that for the
products included and among the stores from which
we obtained price gquotstions, neither chains mr in-

dependents have any material price advantage." "A
Study in Retail Grocery Prices.” page 7.
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PART VI

EFFECT OF ADVERTISING UPON THE EXISTING
ECONOMIC ORDEK.

In the foregoing chapters the analysis has dealt
strictly with the prob;em of the effect of advertising upon
prices, There are results of advertising, however, which
although they do not bear directly upon prices, need to be
commented upon since they tend to alter the economic system
in which prices are determined, and hence influence value in
the end. For example, advertising may in some ways stabil-
ize demand; may bring about standardization; encourage mar-
ket research; change competition; and perhaps influence the
allocation of productive factors. It will be the purpose
of the present section to discuss how advertising has prob-
ably modified the present order along these lines,

In the first place many believe that one of the
most important functions of advertising is its power to stabil-
ize demand. It should and could be used for this purpose,
though there is a question whether it is. As one writer
has pointed oﬁt, "Economicélly speaking, the function of all
advertising and all solicitation of demand is to maintain sue-
tion during the lapses between periods of natural recurrence of

demand . It induces demani at a pressure, which is more
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or less even, instead of permitting it to come fitfully at
moments whem the organization of supply is 1ill prepared to
meet it." (1) Thus advertising gives to a producer a weapon
wherewith to control his market; whether it is used wisely to
accomplish that end is another matter,

There are several ways in which advertising might be
used to stabilize demand. It is a well-known fact that ad-
vertising has occasionally maintained demand for wholes indus-
tries which for some reason or other were losing their markets,
For example, in the case of the woden spoke wheel for auto-
mobiles advertising was used to revive demand after there was
every reason to think that the industry would go bankrupt.
Likewise, demand for bicycles has been sustained and even en-
larged from time to time, This is an example of a product
which might have fallen into complete disuse, if it had not
been for the selling activities of the manufacturers. This
argument is also well illustrated by the experience of the
Vietor Talking Machine Company, With the introduction of
radio, sales for this industry fell off, but through the use
of advertising, featuring their new orthophonic instrument,
the demand was maintained and even increased.(2)

(1) Dibblee, G.B.,, "The Laws of Supply and Demand",
Houghton Mifflin Company, 1912, page 189,

(2) Success Bulletin #32, Periodical Publishers' Assooci-
ation Revised October 11, 1926. More recently the
Viotor Talking Machine Company has merged with Radio
Corporation of America. In order to keep up sales
of the phonograph however, the company will have teo
maintain its advertising,
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Not only does advertising help to salvage whole
industries from the scrap heap, which may be a soecial gain re-
flecting itself in lowered costs and prices (1), but it can
also help out in the tamporary difficulties of business houses
which are ordinarily successful. As ons business man put it
advertising is a kind of insurance paid for in good years to
support the business in slack periods, It is said that the
Buick Motor Car Company found it much easier to preserve thelr
organization during their unfortunate experience of 1928 be-
cause of the goodwill built up by years of advertising. Like-
wise it is reported that the American Walnut Lumber Manufactur-
ers saved their industry from a post-war slump by working out
a dealer-and-manufacturer advertising campaign which at the
close of the war was extended into consumer advertising on a
cooperative basis, Not only did they help themselves tempor-
arily, but a new business was developed 1arg§r than before
the war.(2)

Lack of advertising is held responsible for the bad
state of affairs in some industries and for the prosperous con-
dition of others. After making a comparison of advertising

(1) A8 has been remarked before it is an open gquestion
whether demand in such cases has not been stimulat-
ed for undesirable industries, whieh should be al-
lowed to disappear.

(2) Agnew, Hugh E., "Cooperative Advertising by Competi-
tors”. sarpers, 1926, pages 179-80.
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expenditures for particular commodities, one writer remarks
that "These detailed figures for changes in the expenditures
for magazine advertising by the producers of various commodi-
ties provide significant facts for the analysis of causes of
tne degree of prosperity and rate of growth of numerous in-
dustries.”" (1) The lack of prosperity in the textile indus-
try and in the furniture trade may in part be attriﬁuééhle to
the failure of these manufacturers ta stimulate a suffieient-
ly effective demand for their products.(2) One study that
was made of the relation between business failures and lack
of advertising found that the "Average percentage of failures
made by non-advertisers for thirty-two cities in nineteen
states was 83.6% of the total".(3) While this cannot be con-
sidered in any sense as an indication that lack of advertis-
ing is a cause of business failures it at least affords an
interesting side light on the problem and furnishes food for
consideration.

A great many industries have also found that adver-
tising can be a decided help in smoothing up demands which take

(1) Copeland, Melvin T., "Marketing", Recent Economic
223?338,‘xationa1 Bureau of Reconomic Research, page
(2) However, I have learned from good authority that the
Grand Rapids Furniture Manufacturers are planning an
extensive cooperative advertising campaign in the

near future.

(3) Printers' Ink Monthly, May, 1927,
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definite periodical swings, One writer goes s8o far as to say
that "Advertising makes a seasonal product an all-the-year-
round one." (1) While it is highly improbable that the demand
for same kind of products like seeds, farm machinery, toys
and the like could be made constant throughout the year it is
true that other producers have been more fotunate in manipuls-
ting their sales curves to get a steadier demand. For in-
stance, the growers of oranges, walnuts, almonds, raisins,
lemons have been successful in changing the seasonal nature
of their demands, The Califormia Fruit Growers' Exchangse,
for example, through their advertising have materially changed
the demand for citrus fruits, At the time their advertising
started, the winter and spring shipments from California were
approximately twice those of summer and fall, How they are
reported as being more nearly equal, Another outstanding ex-
ample of successful attempt to steady demand is the history
of the American Express Company with its travelers' cheques,
Through advertising, new markets were developed in connection
with domestic travel so that the sales were made nearly uni-
form throughout the year. December sales were made greater
than were those of June before advertising.(2)
Although advertising may be & powerful factor in
(1) Goode and Fowel, "What about Advertising?", Harpers,
1927, page 29,

(2) Success Bulletin, Periodical Publishers' Association,
July 1, 1928,
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equalizing demand in some instances, there is a strong tenden-
cy not to use it for this purpose. Business men, in actual
practice are more likely to advertise in the months which are
known to be good, and to slacken up when people are not buying.
This manner of handling the advertising appropriations is
illustrated in the following table. It is evident from these
figures that the jewelers in this group "commonly adjusted
their advertising expenditures to accord roughly with the
expected seasonal variation in sales"(1l). To a large extent
department store advertising also closely follows the season-
al swings through the year. A study made by the Metropolitan
Life Insurance Company, found that there was a closecorrela-
tion between monthly sales and departmental advertising ex-
penditures in 250 dry goods stores, (2) There probably is a
tendency to fit the advertising to the sales ocurve ---and
thereby to heighten the monthly sales differences.

(1) Harvard Business School Bulletin, #76 "Operating
results of Retail Jewelry Stores for 1927"7.

(2) An analysis of the statistics gathered by the Con-
trollers' Congress of the National Retail Dry Goods
Association, by the Policyholders Service Bureau,
Metropolitan Life Insurance Company, regarding the
relation between monthly sales and advertising exX-
penditures for the various selling departments of

department stores.BPomestic Commerce Bulletin,
Sgrtember 23, 1929,
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TABLE XIV

Seasonal Variation in Advertising.
147 Jewelry Stores, 1927.(1)

Advertising Net Merchandise

Expense Sales
January 95 70
February 65 56
Mareh 80 60
April 80 70
May 20 80
June 105 105
July 70 - 60
August 70 70
Sept embear 90 80
October 110 80
November 145 100
December 200 370

While we may be able to point to certain instances
in which advertising has been used to accentmate seasonal var-
jations and other periodical ups and downs, it is probably
wrong to conclude that advertising has been generally employed
in this fashion. Perhaps just as many other cases can be
cited in which sdvertising has tended to iron out these fluec-
tuations, However, when we turn to the discussion of the
business cycle, which is an entirely different phenomenon, we
£ind that it is a question whether advertising has checked or
stimulated this condition in business, Many students of the

(1) Harvard Business School Bulletin, #76, "Operating
Results of Retail Jewelry Stores for 1927,
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problem feel however, that advertising has been a potent fac-
tor in the control of the business cycle. Bven the critics
of advertising who like to aettribute some of the bad effects
of cyclical movements to advertising are usually willing to
admit that there is a possibility that publicity could be
used for this purpose(l). RBefore we turn to a discussion
of certain cases in which individual firms have used adver-
tising in such a way as to mitigate the effects of busiﬁ;ss
ups and downs, let us consider very briefly the different
advertising policies which would be feasible in the different
phases of the business cycle. There are three different pol-'
jeies which may be followed in planning advertising in relatioﬁ
to the cyclical fluctuations; advertising can move with the
various phases of the business cycle; or against them; or it can
be used continuously regardless of business conditions. The
first policy is the one usually followed, that of advertising
heavily when business is good and very lightly in depressions,
since there
(1) One writer says, "At present its (advertising's)

net influence is to intensify the variations from

"normal" business. It might be used, however,

as & tool to control partially the course and dura-

tion of cyclical movements”, vaile, R.S. "The
Rconomics of Advertising”, Romald, 1927, page 127,
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are ready funds in prosperity, There is, however, more
than just a matter of funds to be considered, For some goods
like textile machinery it would be obviously foolish to do
anything else than follow the trend of business, On the other
hand the advertising of such staple commodities as staple food
products should probably be contiﬁbus since there is about as
much demand for necessities in - depressions as in better per-
iods, Moreover, if it is the intention of a company to build
up general good will, it is obvious that advertising should
be practically steady, regardless of business conditions, Like-
wise, in the case of expensive items such as automobiles, where
the buyer is apt to decide a long time in advence as to his
purchases, perhaps it is best to do continuous advertising,
with little relation to changing phases of the business cycle,

There are some business men, however who feel that
they can master the periods of depressions which strike at
their sales and they usedthe third alternative, advertising
against the business cycle. The Dennison Manufacturing Com-
pany for instance, has consciously tried to control sales by
withholding new designs until depressions, At that time
the new features are brought out and advertising greatly in-
oreased; in good times advertising is allowed to drop off, the
belief being that the company will get all the business it

can handle anyway., Such timing of advertising has enabled

the eompany to weather depressions and meintain sales, For s

w0
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example, "During 1921 and 1922 the sales did not decline in
the proportion common to other concerms."” (1) This result
came about not only because of advertising's effect upon the
consumer, but also because it helped to keep up the morale of
the salesforce.

Other concerns have also tried to improve their
sales position during slack periods. The data though scanty
are significant, For instance, the Hygienie Products Company
found that by advertising heavily during the depression of
1921 they were able to increase the sales of Sani-Flush, one
of their products, by 30%, over preceding years. A recent
letter from them stated that, "Owing to the recent stock
market depreciation and its quieting effect on sales, we have
decided to increase our advertising appropriation for 1930
on both Sani-Flush and Mel'o, This is clearly an example
of using advertising to counteract an adverse business period,

But perhaps these are outstanding examples and a
better check on how advertising has been used, might be had
by comparing what all advertisers have spent with some repre-
sentative business index, One study of this nature covering
the years 1919-1926, compared total magazine advertising
lineage and total newspaper advertising lineage in the United
States with bank debits outside of New York., (8ee Chart IX).

(1) The Harvard Business Review, Volume 1, October -

July, 1922-23. The Hammett Mamfacturing Company,
page 380,




-125~
It was found that "Through most of the movements since 1919,
there is & clearly noticeable tendency for the fluctuations
in the advertising curves to precede slightly corresponding
movements in the curve of general business activity, This
anticipatory character of eyclieal fluctuations in advertising
is to be expected in view of the obvious relationship between
advertising activity and the business which it serves to pro-
duce.™(1) The author seems to imply here a causal relation-
snip between advertiéing and the business cycle,

Another study made for a shorter period, 1919-1923,
brought together money incomes of factory workers and maga-
zine advertising., (Chart X) The comments were that: "As has
long been known, newspaper and magazine advertising respond
very definitely to the changing course of the business cycle,
Magazine advertising varies much more nearly in harmony with
our index than does newspaper advertiéing, though preceding
it by a short interwal, Whether advertising should be allowed
to bear to the buying power of our large, variable-incomse
group the relationship here disclosed, is & question which
gives much food for thought. Certainly, the relation scems
a plausible one; yet, further investigation may show that a

(1) Grum, Wm, L., "Advertising Fluotuations: ™Seasonal
and Cyclical", A.W.Shaw Company, 1927,
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CHART IX(1)
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different system of publicity planning might well be under-
taken by ad vertisers bent upon tapping the market at the most
favorable times." (1) This discussion also seems to imply
that advertising might be used to control sales movements,
Whether or not advertising actually has any such power
it is hard to say. A brief analysis of the causes of the
business eycle might throw some light on the question. Pro-
fessor A.C, Pigou of Cambridge University is of the opinion
that "the movement of business confidence™ is"the dominant
cause of the rhythmic fluoctuations that are experienced in in-
dustry,” "optimistic error and pessimistic error" giving birth
to one another in an endless chain,(2) Advertising based upon
a firm foundation of economic data, might be used to counter-
act these periods of optimism and pessimism (3). Another cur-
rent theory of business cycles is that they are caused by &
"lack of equilibrium in the process of producing andi consum-
ing goods in general, that is, waves of overproduction result
(1) J.Walter Thompson News Bulletin, March, 1924, page 14.

Also, Berridge, Wm. A., /A Statistical Index", pages
3.56. A, W.Shaw Company, 1925, "Purchasing Power of
he consumer®™.

(2) Mitchell, W.C.,, "Business Cycles: The Problem and

Its Setting". National Bureau of Economic Research
1927, pages 17-18.

(3) That advertising is looked upon as a weapon to wage
war against wrong psychological factors in business
ijs evidenced by the recent billboard campaign Spon-
gsored by many local communities in an effort to de-
velop a spirit of optimism to combat the present
depression.
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from "the well-nigh universal fact of industrial competition,
(1) If business ups and downs are caused by the maladjustment
of production to demand, advertising might be a saving factor
insofar as it could direct consumption along the right channels
to absorb certain overproduced products, In dealing with the
dangers of over-production it ought to be borne in mind, éhat
the "solution of the problem consists not in limiting produec-
tion to available consumer's money demand, but in sustaining
consumer's demand on a level with available production.”™ It
this is true then clearly advertising can be said to play an
important part in alleviating such distresses, As snother
writer says, "Advertising is essentially a device for over-
coming the strains and stresses which rack an industrial soci-
ety operating on a machine technology under a control system
based on private property and the division of economic inter-
ests. The process of advertising and the organization of
statistical services represent definite movements upon & con-
siderable scale to correct, or to count eract the malad justments
flowing from the separation of producers and consumers? (2)

(1) Mitchell, W.C. "Business Cycles: The Problem and

Its Setting™ page 50-51.
(2) "Trade Associations: Their Economic Significance

and Legal Status", Fational Industrial Conference
Board, 1925, Page 236,
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If it can be concluded from the above discussion that
advertising has in any way stabilized demand it follows that
it must also affect costs and prices., In steadying demand,
causing it to ride a more even keel, advertising allows a ocom-
rany to plan ahead; to budget its business scientifically; to
cut down on stocks and inventories; and to gain a more rapid
turnover.(1) Thus advertising may influence prices by sta-
bilizing demand, We will now turn to another possible chan-
nel, through which advertising may work to change economic
value, marketing research,

Marketing researeh has had no inconsiderable devel-
opment in recent years, a phenomenon which can be attributed
very largely to two circumstances, In the first place the
tremendous growth in our productive efficiency has made it
possible to produce more goods than our distributive mechan-
ism could dispose of easily. In attempting to solve their
marketing problems, producers have utilized the same methods
which they have found successful in production, namely invention,

(1) If asdvertising makes the demand consistent and
steady for an artiocle there is sure to be some re-
action on the costs of handling it. A study made
by the Druggists®' Research Bureau ascertained that
toilet goods which were consistent sellers were
about eight times as profitable as average stock,

This reduction in selling expense will tend to low-

er the price of these profitable itemg under or-

dinary oompetitive conditions, Report in Domestiec
Commerce Bulletin, May 27, 1929, Page 4,
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investigation, and business research in genseral, Marketing
analysis, therefore, has largely been an outgrowth of business
research in its broader aspects, nce attention was directed
towards scientific analysis of marketing, however, there has
been no dearth of supporters. The advertising agencles, the
publishers, and others directly interested in the publicity
business(1l) were quick to seize upon this tool and to utilize
it as an adjunct to their activities, Their own self-inter-
est dictated a policy of studying the markets since an adver-
tising campaign based on a careful examination of the market-
ing factors of demand and competition was much more likely to
prove successful than one based upon guesswork, As one
writer says, "There is no question but that market analysis
prevents misdirected or jnadequate advertising, and in many
ways it is true that the results of the analysis are directly
applicable to advertising."(2) Business men are coming to
(1) In the 1928 edition of the "Market Research Agen-
cies" published by the United States Department of
Commerce, five advertising agencies are listed as
having done original research in the field of mar-
keting, while twenty-nine individual businesses are
included, snd over & hundred magazine snd newspaper
publishers. Of course much of the work done by ad-
vertising agencies and business firms would be of
a confidential nature and would not be available for

general use, and hence not included in this pamphlet,

(2) White, Percival, "Market Analysis", McGraw Hill Book
Company, 1925.
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realize, therefore, that market analysis should be the
"groundwork of advertising", (1) A producer ought to kmow his
own product, its advantages or disadvantages, the best design
and packaging as required by the market; he ought to know his
competitors' products as well as his own; he should thorough-
ly understand his market, its location, its size, the retail-
er and consumer attitudes; the ¢limatic and seasonal condi-
tions which might affeot his sales; the best media for ecarry-
ing out his advertising policies.(2)

Though advertising has been a faoctor of no little
importance in the development of marketing resesrech, it should
not be given all the oredit for the benefits coming from such
analysis, for there could be and has been guch research with-
out advertising, The two are separate processes; the fact
remains, however, that they have been looked upon as almost

t
inseparable. Purthermore, advertising depagpenta and agen-
cies, in their struggles to win a better understanding of
market fordes have been pioneers in some phases of the work,

(1) "Advertising: Its Problems and Methods", J.H.Cover,
D.Appleton and Company, 1926, page 17,

(2) Por a discussion of the value of scientific study
end planning, see "Business Statistios™, M.T.Cope-
land, Harvard Business Press, 1917. Pages 272 and
178; and A.¥.Shaw, "An approach to Business Problems"
Harvard University Press, 1920, Chapters XIII and
X1V, Also artical in Printers' Ink Monthly, Septem-
ber, 1924, page 71; and one in the Harvard Business

Review, January, 1929, entitled "Analyzing Advertis-
ing Results™ by A.F.Falk,
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To the extent that advertising has encouraged and facilita-
ted market analysis it should be credited with a share of the
acecruing benefits, Thus in some measure it would be responsi-
ble for the increase in productive efficiency which follows the
reduction of guess work in distribution, The cost of perform-
ing the marketing functions of risk-taking and financing, as
well as the expense of demand creation might well be affected,
and marketing cost have a tendency to drop.

In the preceding discussion we have shown that ad-
vertising may influence costs of production by stabilizing
demand, and by stimulating the use of market analysis, Adver-
tising may also change business conditions apnd hence econom-
ic values, by furthering standardization and simplification,
Standardization has been defined as "the art of process of cone
forming to any measure or extent, quantity, quality, or value
established by law or general usage or consent”, while sim-
plification is "the art of rendering simple or making less
complex." (1) It is difficult to determine what part adver-
tising has played in these mov ement s, In some ways it has
been responsible for a great deal of standardigation and sime
plification and in others it has caused diversification, With~-
in individual businesses there seems no question but that ad-
vertising has brought about much standardization,. As one

(1) "A Primer of Simplified Practice", Bureau of Stan-
dards, Washington, D.C., 1926, page 9,
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writer says, "It is well recognized that the spread of adver-
tising, extensive, intemsive, national, producer advertising,
mainly accounts for the phenomenal development in modern times
of the practice of standardizing commodities and marketing them
under distinctive trademarks®, (1) In order for z manufactur-
er to make use of mass selling methods he must first produce
a highly standardized product on a large scale, Advertising
would be far too costly if it were used to market small out-
puts which varied from time to time, since it is the cumunla-
tive effect of advertising which makes it possible to use
such an expensive tool in demand creation. Repeat sales,
however, can only be built up if the goods are practically
uniform. This being tLe case advertising has beemn one of
the causes of increased standardisation,
Advertising has also caused some manufacturers to
8implify their lines, Only a limited amount of detail can
be effectivly advertised, and from the standpoint of demand
creation alone producers often find it more profitable to
push a highly simplified, standardized line than a more varied
one,(2) It has been estimated that "in most lines of business
(1) "Public Regulation of Competitive Practices" Nation-
al Industrial Conferemnce Board, 1925, page 82,
(2) Por a discussion of this point see paper given before
the Washington Advertising Club, Washington, D.C.
October Bo, 1928, on "Standardization, Simplification
and Advertising", by Ray N.Hudson, Assistant Director,

National Bureau of Standards, United States Depart-
ment of Commerce,
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80% of the business comes from 20% of the line", (1) and any
agency which encourages or forces the manufacturers to drop
the non-paying sizes and types of products is a factor in
lowering costs, In many cases advertising has performed such
a funetion, An example in point is the experience of one
middle western manufacturer who says, "After I had been adver-
tising quite a while I found my business was bunched largely
in a few items, ---- The result is that today I have standard-
ized (simplified) my prodmction. It was advertising that
showed me what numbers were in best demand."(2)

Within individunal companies, therefore, there seems
to be some evidence that advertising has tended to simplify
and standardize the product which it helps to market, Oon
the other hand it is sometimes pointed out that advertising
tends to diversify commodities as between manufacturers, In
their desire to find something unique to advertise producers
have consciously made their products appear different from
those of competitors, and as reault there tends to be at least
as many varieties of any ome good as there are manufacturers
in the field. In a great many instances, however, this sort
of diversification is not harmful--in fact it is probably

desirable fram the standpoint of the consumer in that he has

(1) 1Ibid.
(2) Printers®' Ink Monthly, May 1927, page 42. W,A.Strong.
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a wider seleotion of goods to choose from. The purpose of
standardization is to effect economies in production and would
apply mainly to work carried on within one business unit, In
many cases, if the fimms in a cerbain industry are each pro=-
ducing their own standardized line on a large-scale there is
1ittle to be gained by a complete standardization and simpli-
fication of the whole industry, This however, would not
apply to some products: In the cases of industrial purchases
such a8 construction materials, mill supplies, shop equip-
ment, it is advantageous in having the products of one firm
interchangeable with those of others, Here there 1is need
for standardization and simplified practice between industries,
If simplification and standardization are to be effected be-
tween companies however, the initiative must come from some
outside source.(l) Advertising will be a hindrance rather
than a help.
(1) The government through the Federal Trade Commission,

The Bureau of Standards, The Federal Pure Food and

Drug Act, the Bureau of Markets of the Department

of Agriculture; and the Division of Simplified Prac-

tice of the Department of Commerce, has been large-

ly instrumental in this work of simplification and

standardization,. The trade associations and other
. private agencies have also helped, In a later dis-

cussion of the future of advertising the work of the
government salong this line will be taken up,
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Sometimes the argument is made that advertising and
standardization are irreconcilable, because all the features
of the prodnct which are standardized are no longer selling
points, (1) Standardization carried to extreme lengths
would doubtless tend to decrease the amounts spent upon pub-
licity, and to'that extent advertisers may fight this trend
in production. But even with a great deal of standardization
present there is much left to advertise, Por example many
drug preparations are identical as to formula, yet individual
manufacturers make use of advertising with profit,. Likewise
the railroads, though they have been subjected to a great
deal of standardization, find much to tell the consumer, In
fact as long as competition itself is not eliminated at all
points, and production is carried om by free, private initia-
tive, there will be & place for publicity. It has been point-
ed out that, "There are such individual factors as company
reliability; assurance of progressive product improvement
through intelligent engineering or painstaking research ; abil-
ity to ss@sist buyers by prompt deliveries; competence of rep-
resentatives to advise on use and application of the product
and on the conditions of the market. There are a hundred
respects in which firms differ from each other, All these
affect the willingness of the buyer to take one manufacturer’s

(1) See Stua&t Chase and F,J.Schlink , "Your Money's
Worth", MacMillan, 1929,
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produnoct rather than another's even though the products appear
to be similar." (1)

The net influence of advertising upon simplification
and standardization is hard to measure, I would be inclined
to think however that it has furthered these movements more
than hindered them, If this is the case, advertising has
been a factor in lowering cost, Professor F,.E,Clark of
Northwestern University has said that "The economies of large-
scale standardized production would be impossible were not
large market created by the sales force and advertising”,.(2)
The government has estimated that gsimplification and standard-
igation saves the business men of the coumtry some $300,000,000
annually. In pointing out some of the specific advantages
which follow the adoption of simplification, for example, one
government bulletin states that less capital is tied up in
slow-moving stocks; less special machinery is needed; increase
ed turnover is effected; less storage space required; over-
head expense is cut; handling charges, and clerical work are
decreased, (3) i

One counter charge to the above is that standardiza-
tion and simplification cut dowm productive efficiency in that

(1) mAdvertising and the Maintenance of Prosperity",

James H, McGraw, 1928. (Booklet)

(2) "Principles of Marketing™ page 403,

(3) "Simplified Practice: What it is_and Waat it offers".
Bureau of Standards, Washington, D.C. 1928, pages 2-4.
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they hinder the development of improved methods, It is ar-
gued that when a qualitative standard for a product is set,
it tends to become the megximum as well as the minimum level
of excellence, The Bureau of Standards, however, in referr-
ing to its work on simplified practice is of the opaniom that
"It in no way restricts improvements in method or the progress
of invention." (1). 0f course.the results of the simplifica-
tion and standardization which come through a cooperative body
either sponsored by the govermment or by some trade association
would depend upon the manner in which the work is kept up-to-
date, There would need to be continual revision of the recom-
mendations, in order to further progress,(2) On the whole,
it is commonly believed that standardization and simplifica-
tion are apt to be more advantsgeous than otherwise, Insofar
as advertising has been a factor in stimulating such move-
ments, it bas, therefore, reacted favorably upon costs,

So far in this chapter we have examined the effect
of advertising upon the stabilization of demand, upon business
research and upon standardization and simplification,- We
must now consider two problems of a somewhat different nature,
the effect of advertising upon competition and upon the alloe

(1) "Rliminstion of Waste; A Primer of Simplified
Practice”. United States Department of Commerce,
1926 pages 1l1-2,
(2) One other oriticism is sometimes heard, namely that
standardisation of products makes for standardiza.
tion of tastes, of art, and even of the thinking qt

the people. This phase of the problem was 4dis-
cussed in the chapter on the consumer,
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cation of the economic resources of the country.

Competition is the striving of buyers and sellers
to gain their own ends; buyers competing with buyers to pur-
chase in the lowest market; sellers with each other to win
sales, Perfect competition assumes a perfeect market, one in
which each buyer and seller knows the bids or offers of every
other buyer and seller, and is motivated by the purest self-
interest in using that knowledgse, While such conditions
could scarcely be realized in real life, yet it is important
that the actual market conditions spproximate as closely as
possible this hypothetical "perfect market" since it is in the
market that the prices emerge which regulate production and
consumption, The very foundations of our present economic
order seam to rest»upon competition, and any unnecessary, 6x-
traneous force interfering with its functioning is to be con-
demned. If it is true as some believe that advertising has
hindered the normal action of competition, the entire market
mechanism has been meddled with and the resulting prices are
not apt to be the "right" ones, economically speaking. As
one writer put it, "In practice, of course, there is no such
thing as perfect competition, and, even where advertisement
is absent, these assumptions are never ocompletely fulfilled,
But in a world where advertisement is largely used, they cease
to correspond, even remotely, to the facts."(1) On the

(1) Braithwaite, Dorothea, "The Economic Effects of Ad-
vertisement™., The Economic Journal, March, 1928, -ing-
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other hand there are the advocates of advertising who declare
that competition has not been destroyed, in faot it is claimead
that improved market conditions have been brought about by the
presence of advertising, since it tends to mmke the consumer
a8 better-informed buyer,

There are two ways in which advertising may change
competition, It may alter the competition between sellers, or
it may effect the buyers' side of the market, Pirst, as was
pointed out in s previous connection, in some instances adver-
tising has a tendency to bring about a certain combination of
cirocumstances which gives an advertiser almost undisputed
command of his market (1), Not only is this the opinion of
the critics of advertising but of many advertisers as well,
Often the chief advantage of advertising in the &yes of bus-
iness men is that it raises their products out of competition,
a sort of "tonio for the price competition malady". The
following excerpt from a current article gives one an idea of
what advertising is expected to do, After describing the
advertising policy of a certain producer the comnent was that,
"Phis manufacturer attained such a strong position in the
western field that one of the big national manufacturers even=
tually had to buy the business at a high price so as to break
into this territory, Advertising plus & quality product, &

(1) One has only to think of such products as the Gillette
safety razors, W _igley chewing gum, Ivory soap to real-

ize that advertiging has been a major factor in bring-
about such dominance of the market by one manufactur-

er,This, however, may not give the advertiser any "mole
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good organization and vision had built an impregnable barrier
against the inroads of competitiomn", (1) Clearly a strong
argument that advertising execludes competition (2). This cone
stitutes one of the most serious indictments of advertising,
gince to be in keeping with the present system advertising
should encourage price and quality competition,

Another phase of the same subject is the effect of
advertising upon concentration., The criticism is common
enough that advertising has tended to stifle competition by
driving out the small competitors, While the disappearance of
the small bus inesses may not completely hinder the workings of
competition, it will at least change its nature, The result
may be that prices are affected either adversely or favorably.
The first question to confront us is what evidence is there
of growing concentration in industry? One study recently
made of the increase in size of industries came to the con-
clusion that "The trend is clearly upward, The number of

mergers is increasing steadily. The movement is not limited to

(1) Printers Ink Monthly, February, 1928,

(2) National advertising is said to be particularly
guilty of affecting competition adversely. For a
discussion on this point see "The Distribution Age",,
by Ralph Borsodi, Appleton, 1927, It might be
argued however, that the same forces which are at
work in retail or local markets are present when
the market in wide-flung, --in fact, that the latter
might be a closer approach to the economic "perfect
market.”
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a small number of industries, but is general ."(1) Many
instances could be cited to corroborate this conclusion. In
the food trade alone there has been a great trend toward con-
centration, as evidenced by the mergers of the manufacturers
and also by the growing sales of a few retailing chains,(2)

To what extent can this concentrationwhich has
taken place in industry be attributable to advertising? One
writer, after speaking of other motives which cause concentra-
tion, points out that "A further incentive, in certain indus-
tries has come from modern marketing methods, in which the
concern which is large enough to undertake national advertis-
ing has definite advantage over its small rivals".(8) Truly
there may be other more important factors than advertising
lying behind the tendency towards mergers or the other forms
of concentration, but advertising has at least played some
small part.(4)

(1) Thorp, Willard L., "The Changing Structure of In-
dustry”. Recent Economic Changes, National Bureau
of Eoconomic Research, page 217,

(2) It hes been said that "The sales of 27 grocery chains
trebled in the period 1919 to 1926, while in the
same period Kroger's sales multiplied five times¥
Professor W.C.Weidler, Ohio State University. Ade
dress at Associated Grocery Manufacturers of America
Convention, November, 1929, It has also been esti-
mated that the sales of the Great Atlantic and Pacific
Tea Company in 1929 were equal to all other grocery
chains put together,

(3) Recent Economic Changes, page 217.

(4) It probably should be pointed out here that some stiu-

dents of this problem believe that a merger of welle
known advertised products could (Continued page 144
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What effeot will such concentration have upon price?
In order for prices to apprroximate cost of production there
must be freedom of competition, Any tendency for the sellers
to gain a monopolistic control is apt to raise price above
the competitive level, In order to approach a gqussi-monopoly
condition, however, there must be a very few sellers in the
field, and the market for an otherwise homogeneous product
must be divided into practically as many sub-markets as there
are producers, (1) Now while it is true that advertising is
a faetor in strengthening the positions of the large producer,
it must be remembered that it is & tool which the small pro-
ducer can also use, Therefore, while advertising seems to
allow the big producer to practically dominate the market, at
the same time it sets up a counteracting influence in that it
helps the small concerns to remain in business and perhaps
furnish the needed competition, Especially is this the case

(4) not ocut down on its advertising expenditures., Hence
advertising would hardly be an incentive in the cre-
ation of this type of combination, Further dis-
cussion of the effect of mergers upon advertising
will be takem up in the next section. For informa-
tion on these topies see article in Printers®' Ink,
Monthly, March, 1930, by Dean C.E.Briffin, University
of Michigan,

(1) It ought to be pointed out here perhaps, that a
"monopoly" of the production and sales of a trade-
marked article is not what is usually meant by monop-
oly. In other words there is not apt to be any re-
straint of trade resulting from such a sttuation
since other goods of the same character are available,
Under true monopoly, the seller usually boosts price,

but advertising is not apt to give the producer sush
power,
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if the firms with limited sales band themselves together in
trade assooiations and advertise jointly. The mmallest come
petitors can sometimes break in and steal the strong man's
grasp upon the market, by an intensive advertising campaign
in one locality. For example a little bakery might find it
possible to use advertising to get a foothold in his own come
munity, at least, by advertising on a limited scale, even in
the face of huge cagpetitors, It is sometimes the 1little
foxes that spoil th§ vines, Competition, therefore, may not
be completely destroyead,

Although advertising may make the entramce of new
competitors easier in some ways, it also erects barriers which
may keep out ocompetition for a time, since it not only takes
a larger capital to advertise but it is also a more risky
venture to start into a business which is already dominated
by a huge concern, But the difficulties are not insurmounta-
ble and again and again new menufacturers come to the front
who have the courage to enter the gamefl) In talking with an
advertising man in Detroit recently, I learned that al-
though there seemed to be a fairly good example of a quasi-
monopolistiec condition in the case of antiseptic mouth washes,
he happened to know of a #ompany making a similar product
which was planning to step into the competitive area soon with

(1) A case in point is the success the 0ld Gold Company

had in bresking into the cigarette business a few
years ago,
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a powerful advertising attack. His feeling was that although
for the time being there might be a monopoly. coniition,in the
long run competition would assert itself and advertising would
be the open sesame to the market.

It might be contended that the small fimms working
8ingly or even through trade associations do nof afford any
effective competition for the giant prodncers. Bven granting
that, for the sake of argument, there is still reason to think
that the big advertisers may not have undisputed sway over the
market, Usually there is more than one giant in the field,
if not in the same industry at least in some related line which
might furnish some competition if prices got out of 1line. We
have in such & case neither ardinary competitive conditioms,.
nor yet a monopoly, What will be the effect upon prices?

One argument is that with the fewer sellers, a closer approxi-
mation to the perfect market is attained, When the sellers
are few there is a better chance to know the market conditions,
and the prices which emerge are apt to be nearer the so-called
right prices, The rejoinder might be that if advertising
creates such concentration among producers, prices are apt to

be higher because it is easier to effect at least a tacit
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agreement to eliminate price competition. (1) It is difficult
to measure Just what the economic consequences of advertising
may be in such cases; all that can b§ done is to point out
what seem to be pertinent truths in the situation, In some
industries like the automotive trade it is obssrvable that
although advertising has been accompanied with concentration,
competition has not been eliminated nor have prices risen,

On the other hand there are other industries, like the oil

business, in which concentration seems to have interfered with

competition,

Before leaving this discussion it would be well per-
haps to point out that advertising has changed competition in
another way -- it bas raised the plane of competition, 1t
has made business stsmdards higher, for it has beem impossible
to do through the written pege the kind of underhanded com-
petitive practices which can be carried on by salesmen, DBusi-

ness men have been drawn together by their common interests

(1) A recent article in the Quarterly Journal of Econom-

. 4ies discussed this subject of price in the case of
few sellers., The conclusions were as follows: "Un-
less the number of sellers is very large, it would
seem that the consumer can rely for protection against
monopoly prices only upon (a) the sellers® lack of
intelligence, or (b) their having only a temporary
stake in the market, or (c) +their uncertainty as to
what their rivals will do." The general thesis of
the article secemed to be that these safeguards might
not work, and that the price under "duopoly™ is apt
to be higher than the competitive price though lower
than a mondpoly price fixed to get the highest mon-
opoly profit., "Duopoly: Value Where Sellers are Few"
E.H.Chamberlin, The Quarterly Journal of Economics,
November, 1929, ’
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and "the 0ld enmity of competition has withered up". (1) The
disappearance of some of the predatory kind of competitionm,
however will not affect prices a.dversely.
S0 far we have directed our attemtion to the problem

of advertising's influence upon competition of the sellers, A
word or two should now be added in regard to the effect of ad-
vertising upon the consumers' side of competition.(2) This
phase of the subject is necessarily more limited than the dise~
cussion of supply, S8ince the economist soon encounters in any
analysis of demand, elements which are not susceptible of
pecuniary measurements, amd which consequently lie without his
field, The alleged purpose of advertising is to furnish in-
fomation about goods and services, hence ostensibly, at least,
advertising might seem to be & help to the consumer. The
argument would then be that competition was not hindered but
aided by the selling activities of the producer, Such is not
the case it seems, for advertising is said to be a disturbing
element on the buyer's side of the market, Many are the
eriticisms that the kind of information that advertising supplies
is a hindrance to consumers, causing an erratic type of buying

(1) calkins, E.E., "Business the Civiliszer"”, Little,

Brown, and Company, 1928, page 281,
(2) The effect of advertising upon the consumer was dis-

cussed in the previous chapter, and needs only to be
touched upon here,
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which is far from that which is assumed in economic theory.
Neither argument is capable of proof. The friends of ad-
vertising point out that any information even of a biased na-
ture is better than ignorance; that the eontinual striving to
reach the consumer with arguments designed to direct his buye
ing tends to develop in him a better sense of valuss, ~-es-
pecially when the buyer arrives at the place where he discounts
the overstatement made in the advertisements. However, as
has beemn pointed out in a previous connection, this method
of educating the cohsumer is very wasteful, absolutely sSpeak-
ing, and the critiéiams directed against it seem more than jusw
tified,

In summary, therefore, there would seem no other cone
clusion possible than that advertising offers a dangerous
interference with competition and hence may cause some unfav-
orable reactions upon price,. It must be remembered, however,
when this criticism is being made that advertising is in it-
self the result of competitive conditions, It is a tool of
competition, & weapon evolved from a system of free initiative
and » laissez-faire, (1) and to coriticize advertiaing is to
criticise the present order, This fact suggests a different
type of remedy than that sometimes offered, but the discuasion

(1) As one writer points out, "Advertising is part of
the mechanism of competition 28 well as of combina-

tion." Taussig, F.W,, "Principles of Economics"
Volume I, page 65, : ‘
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of the future of advertising and sources of improvement we
will postpone to the next chapter.

Thus far in this thesis we have made use of cost
in the sense of entrepreneuy's immediate money costs, or more
simply the business man'a cost of production as measured in
money . There is, however, a more fundamental concept of cost,
resource cost, which should be discussed since it determines
the outward manifegtation, money costs, (1) Resource cost is
opportunity cost; it is that cost which society must bear in
deciding to make certain wses of its limited factors of pro-
duction. That is, the factors of production, land, labor,
capital and business enterprise, are scarce, and decisions
must be made as to their use, since it is impossible to sat-
isfy all of our unlimited wants, Once a choice is made,
however, we oan say that there has been a sacrifice of samme
other possibility, the opportunity of having some other good
or service, Adiertising may have two influences upon this
resource cost, First it tends to draw some of.the factors of
production into its own use, thus making it impossible to
empl®y them in other ways; and seoond it tends to affect resource

(1) It is not my intention here to suggest any contrast

between entrepreneur's cost and opportunity cost,

This discussion of resource cost is designed to

supplement our discussion of money cost, and to

bring out certain aspects of the gsituation which are

lost sight of in the anealysis of the costs of entre-
preneurs,
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cost because it helps the consumer to decide what products he
will purchase, These decisions determine what will be pro-
duced, in the main, and indirectly the allocation of the fac-
tors of production,

As far as the first point is concermed, there would
seem to be no question that directing a billion =amnd a half
dollars into the work of publicity every year would limit the
amount of other goods and services we can enjoy. Would we
not have more economic goodx to consume if the paper, lumber,
paint, ink, the energy of the 600,000 men who work at this
business, among which are some of the best brains of the
country, were turned to other uses? Advocates of advertising
maintain that using our resources for advertising does not
cut down on the amount of goods and services mankind can make
from its limited factors, That is, the amount of products
derivable from a given amount of factors of production is &
variable amount depending upon the productive efficiency with
whiech they are used, Productive efficiency depends in turn
upon certain conditions, the chief among which, as we have
already pointed out, is the use of specialization. Adver-
tising has made possible an increased use of large-scale pro-
duction methods, for it widens the market which is the essential
prerequisite of specialization in industry. (1) In fact, it

(1) The affect of advertising upon specialization or

large-scale production methods was discussed in the
gection on production,
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must not be forgotten that advertising itself is a form of
specialization, a specialized way of performing one of the
marketing functions,(1) Reasoning on this basis, therefore,
the conclusion would be that advertising enhances the supply

of economic goods in the world.

But not only has advertising used some of the limit-
ed factors of production for its own purposes and thus affected
resource cost, but it has influenced their use in other di-
rections as well, That the people of the United States spend
$117,000,000 a year on cosmetics for example, is the result
of addvertising at least in part,(2) The same thing could
be s8aid of a great many other commodities, namely that the
demand has been largely stimulated by advertising; As a

(1) The criticism is sometimes made that advertising
has forced too high a degree of specialization into
the marketing system, The retailer for example has
become nothing more than a wrapper of packages,
While there may be some drawbacks to such an outcome,
they are probably not economic, since increased
specialization temds to make for greater efficiency
and lowered prices which in our present ceoncern,
A oritieism much more to the point is that advertis-
ing is apt to bring about less specialization in some
cases in that it encourages direct selling methods,
eliminating some of the specialists of the market,

(2) Chase, Stuart, and Sohlink, F.J., "Your Money's
Worth", MacMillilan, 1927, page 21,
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result of advertising, therefore, a different set of goods is
being produced, and the resource or opportunity costs have been
changed. (1) Whether the products which are produced are
8ocially desirable ones is hardly a matter to be decided upon
in a paper upon the incidence of advertising costs, All that
can be done here is to point out that as a result of advertis-
ing a different set of goods has been produced, changing the
resource or opportunity costs involved, and finally the prices
of the goods which are brought and sold, A criticism of what
advertising does to resource cost is really & criticism of the
present economic system, If the outcome is unsatisfactory,
the remedy should lie in a differemnt guidance of production.
We will now turn to a discussion of the advisability of some
alternative scheme, and the possibilities of advertising ex-
erting a better influence in the future,
(1) A very good discusqion of this point is to be found
in an article referred to in a previous note, The
following quotation is talkken from this article:
"But, as it seecms to me likely that the valuations
arrived at by advertisement are less correct than those
which would otherwise have obtained, I contend that
the community loses in two ways, Firstly, by the
production of a set of goods and services which are
less adapted to its needs than those which would other-
wise have been produced; and, secondly, by the diver-
sion of resources to the production of reputation,™
Braithwaite, Dorothea, "The Economic Effects of Adver-

tisement", The Economic Journal, March, 1928, Volume
38, Number 149, page 26,
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FUTURE OF ADVERTISING.

PART VI

An appraisal of advertising, based upon the analyses
of the preceding chapters would probably lead to the conclusion
that advertising in the main is an effective marketing mechan-
ism, at least potentially, In many cases we have been able
to show that advertising tends to lower the costs of produc-
tion and marketing, Like other economic forces, however, it
is handicapped by the waste and inefficiency which encumber all
human activities, While some of the bad results coming from
advertising may be due to unscientific, crude ways of using it;
they may in part grow out of the inherent shortcomings of
this selling agency. The first task of this chapter will be
to investigate the factors at work in the present system which
may improve the methods of using advertising, If such im-
provements do not promise to meet the difficulties, there is
the further possibility of more governmental interference to
be considered. That is, if the defects of advertising cannot
be remedied by working along the lines we are now following,
perhaps the state should step in. This interference might be
of & minor sort, or might amount to complete control of adver-

tising such as should be expected under socialism, The various
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possibilities &f governmental Supervision will be briefly
touched upon in an effort to determine the best solution of
the advertising problem,

Before we enter the discussion of this chapter we
ought first to define what is meant by "good" advertising,
For example, before we can Judge whether the different factors
atwork in the present system are improving advertising or not,
we should have at least a general idea of what we expect ad-
vertising to aceccomplish. Advertising's main economic fune-
tion is demand creation. From the standpoint of the advertis-
er this means increased Ssales, while from the social point of
view it should mean a better~informed consumer snd hence greater
welfare, Assuming that there is a certain amount of selling
work to be done, advertising in general is economically Jjusti-
fiable if it is able to do this work more efficiently thath any
other substitute agency. Moreover, amne kind of advertising
is better tham another if it is able to aceomplish this Selling
function with a relatively small use of our scarce productive
factors, The various factors at work in the present system
influencing advertising are good or bad, therefore, depending
upon whether they incrsase or decrease the productive effici-
ency of adfvertising, Likewise governmental interference is
Justifiable to the degree it forces advertising to make better
use of our resources. With this test in mind we will try to

evaluate the influences affecting the future trend of
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advertising, (1)

Our first task, then, will be to estimate the power
of various forces at work in the present system tending to
effect a better type of advertising, The stimmnlus for the
improvement of advertising may come from within the advertising
rrofession or from without it. That is, the users of adver-
tising such as the merchants, producers and busiress men in
general, as well as the sellers of advertising, the agencies
and publishers, may strive to advance the standards of adver-
tising,. On the other hand some of the improvements may orig-
inate from without the fold -- may be due to the activities
of the consumer; may develop from the work of the schools and
universities of the country; or may be caused by the action
of the govermment,

The truth-in-advertising movement is one indication

of the attempt of the advertising men to improve their own
industry.(2) This movement began to take definite shape just
before the war period, although the struggle to make advertis-
ing more reliable and truthful probably dates back further
than that time, In 1913 the advertisers' magazine, Printers?
Ink formulated a Model Statute against misleading 4nd dishonest
(1) In this discussion we should keep in mind that any
improvement effected in the use of advertising will
tend to change the incidence of the cost of advertising
(2) While the prime movers of such an activity have been
the advertising men themselves, yet some stimulus -

has come from outside-~-for example from the Gove
as we shall point out later, ~
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advertising, which marked the beginning of a crusade against
the careless advertiser. In most of the states some such
statute. has bean passed, under which any advertised statement
which is untruthful, misleading or deceptive is illegal, These
laws, however, have been more or less ineffectual in coping
with this problem, and the success of the movement is due in
the main to other measures, For example, during this same
reriod the Associated Advertising Clubs of the World organized
8 National Vigilance Committee which in cooperation with what
is known as "Better Business Bureaus" has been able to accom-
plishmuch more than the legislation. (1) The Better Business
Bureaus are usually created by business men and represent an
initiative on their part to clean their own doorsteps. These
bureaus are now located in the principal cities of the coun-
try, their expressed purpose being " to make advertising accu-
rate, to aelp newspapers and advertisers eliminate such
(1) One writer has said on this point: "Only in ex-

treme cases does the Better Business Bureau carry

the matter to the courts, Quiet, steady pressure

produces better results and gets the cooperation of

the offenders themselves instead of their bitter

antagonism, Court processes, morever, are undertain

and tedi ous and costly; and in this connection the

difficulty of securing real protection by legislation

should be frankly stated." Moriarty, W.D, "Econom-

ics of Marketing and Advertising”, Harpers, 1923,
page 581,
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practices which tend to destroy confidence." (1) While these
bureaus are actively sponsoring sound business methods in gen-
eral, some of their most important accomplishments come from
their painstaking checking of all the advertising in their com-
munity. For example, each day the merchandising sections of
the individuasl bureaus carefully check all newspaper advertise-
ments, Suspected advertising items are referred to the shop-
pers of the bureau who make reports on each case, the advertis-
er being informed of the finding, In the cases where discyep~
ancies between the description in the advertisements and the
goods are found the merchants generally cooperate very willing-
ly with the bureau in making corrections,

Business men have thus come to be their own task-
masters, Not only have they tried to eliminate outright un-
truths from advertising, but they have gone further in attempt-
ing to correct superlative statements, exaggerated, exuberant
"puffery”, which tends to do as much to alienate public con-
fidence as absolute dishonesty. The following quotation is
indicative of this trend towards better advertising: "We
are not concerned with the kind of dishonesty that can be haled
into court, or stopped by a frsud crder, The cruder forms of
dishonesty take care of themselves, I am suggesting honesty

(1) ¥Buying with Safety in a Complex Market"™, Pamphlet
by the Chicago Better Business Bureau,
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as an ingredient of advertising to make it more believable.....
It is a peculiarity of this writing trade that a thing to
sound true must be true. Honesty in advertising has a defi-
nite dollar and cents value in business.™ (1) It is true that
advertising which is not strictly honest may for a while be
successful in creating demand, because "some vague impression
of superiority is produced by the incessant boasting". (2)
A great many advertisers, however, have come to believe that
truthful, straighforward publicity though perhaps slow to get
demand started, will in the long run bring steadier sales,
If there are only a few products to be sold the owner can prob-
ably make more profitable sales by chicanery; but if there
are thousands of sales to be made every year and the bulk of
them to o0ld customers the advertising must be not only truth-
ful---it must be 'believable’,

Let us now summarize the effects of the truth-in-
advertising movement, In the first place themhas been a
distinct change, an improvement, in the kind of copy used, (3)

(1) "Advertising and Selling" February 9, 1927. For
another article in the same vein see Printers' Ink,
December 17, 1925,

(2) Taussig, F.W., Principles of Economics , Volume II,
page 450,

(3) ¥M», R.S. iatine in his book "Making Advertising and
Making it Pay" says "With the disappearancse of super-
latives from copy has come & demand for quiet, con-
vineing argument™. Page 246,
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FPurthexrmore requiring the strict truth may temnd to reduce
the total amount spent upon advertising, since some kinds of
advertising would be eliminated. (1) There is finally the
social effect of this movement to comnsider. Has there been
a resulting increase in the efficiency of advertising.? Are
we making a better use of our economicsS and social resources
because of truth-in-sdvertising? Ingsofar as truthful adver-
tising develops a better informed demand the presumption is
that better guidance of production will follow, It is prob-
ably safe to conclude therefore that this movement does show
some net social gain. It tends through education of the buy-
er to direet production away_from fraudunlent enterprise and
into soeially desirable channels,

A second reason why the advertising of the future
may be better is that the men and women who are creating it
are becoming more and more expert, The practice is growing
among business houses either to place their advertising with
an sgency or to establish a department of their own, In
wither case the sales publicity of the business receives the
attention of specialists and is apt to be more effective than
under former conditions where the owner or some department
head planned the csmpaigns in his spare time. It is estima-
ted that there are about 1,500 agencies and that 500 of the

(1) On the other hand it might be argued that making
advertising more truthful makes it more effective,

Hence business men may make increased use of this
selling agency,
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leading organizations handle 75% of the business, A still
smaller number, 133, which are members of the American Associsa-
tion of Advertising Agencies handle about 5,000 accounts and
rlace around $300,000,000 a year.(1l) All told it is said that
the agencies of the entire country are preparing and placing
fully 90% of all advertising, except retail.(2) A great deal
of the retail advertising, moreover, is produced in highly
organized advertising departments,

How can we reason that such a trend will make for
better advertising? In the first place the success of any
work ususlly depends upon the workers, It is noticeable that
the advertising profession is drawing into its different lines
of work some of the best talemnt of the country. While it is
important that the memn who prepare the advertising should be
skillful and intelligent, it is more important that they should
use the right methods; that they should help business men to
plan their advertising work with something more in mind than
the success of the moment, Some factors in the situation make
the professional advertising men and women esSpecially capable

(1) Crain, Jr. G.D. The Market Data Book, 1928, 537

S. Dearborn Street, Chicago, A survey by the aAd-

eraft Club in Detroit, Michigan showed that the

agencies in that ce¢ity handled accounts amounting to

50 to 60 millions,

(2) Calkins, E.B,, "Reading with a Purpose: Advertising"®,
American Library Association, 1929, page 18,
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of directing advertising policies, but in other ways they are
handicapped, Of the former might be mentioned the fact that
advertising agencies have turned to marketing research for
help.(1) To the degree that they can get the facts about
markets; to the extent they can measure the results of their
advertising; and insofar as they are able to base their re-
commendations to business men upon the foundation of scientif-
ic knowledge, advertising may lose some of its present fanci-
fulness and waste, Advertising which is based upon guess
work not only loses in effectiveness by being poorly executed,
but alsoc because it is apt to create skepticism and distrust
in the minds of the reader, Sometimes the cry is made that
advertising is not and never can be a science; that advertis-
ing money can never be spent with assurance. Others, more
hopeful, believe that there are decided possibilities of
measuring and controlling the results of advertising. Even
now there are some types of advertising, the results of which
(1) It is true that the advertising agencies have in
many cases discontinued their research departments
which were s0o flourishing in the war boom, Perhaps
the smaller amount that is being done is of a high-
er caliber; moreover they may be making more use of
regsearch carried on by the government and other a-
gencies., There have 8180 been attempts made by the
advertising men of the country to carry on joint
research, A recent prospectus issued by the Bureau
of Research and Education of the International Adver-
tising Association outlines several projects to be
carried out in the next few years, It is felt that
the uncertainties of advertising can be "removed by
research®, The task they set themselves is a large

one and may never be accomplished, but the work ought
t0 net the advertising profession some gain,
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are considered measurable,. Returns from mail order publicity,
direet mail advertising, and "keyed" advertisements in general
can be definitely checked. Using these types as a sort of
testing ground for the effectiveness of ce rtain appeals, for
trying out nei ideas, more may be learned of the.so-called
unscientific varieties of advertising. The following express-
es the faith of some advertising men in their profession;
"Adequate preliminary tests will so establish the value of a
good advertisment that its owner may thereafter spend millions
on it with perfect confidence." (1) While this is probably
over-optimism in regard to the possibilities of measuring
advertising resulis, yet we must not lose sight of the fact
that sny progress toward this goal is making advertising more
dependable, The advertising specialists are interested in
this development and we mey look to them to correct some of
the faults of present-day advertising which have been due
to lack of knowledge and to poor workmanship,
{ There is one factor however, which may retard this
advanc ement, The manner of pgying the advertising agencies
for their services has served as a stumbling block to im-
provement, An agency buys art work, engravings, white space,
for its clients, and for the service rendered is paid a com-
mission of fifteen per cent on the total amount spent by the

(1) Goode, K.M., and Powel, H., "What About Advertising"™,
Harpers, 1927, page 920.
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advertiser, Criticism has been made that such an arrangement
tends to make the agency over-sgell advertisers, urging them
to spend more than they should, This might be improved by
changing the payment to a flat rate basis, For example if
an agency were paid $10,000 to put on a certain campaign,
rather than a 15% commission of an amount to be determined at
least in part by the agency, there might be a more conserva-
tive use of advertising money and hence a better use of our
productive resources, (1)

A third sourcea of improvement from within may come
from the publishers who, for their own self-interest, may
attempt to raise the standards of advertising. They are not
of course interested in cutting down the total advertising
expenditures, but they are necessarily concerned with the gen-
eral success of paid-for publicity as a marketing agency.
Publishers as a whole are dependent upon the advertisers for
financial support and if the public loses confidence in adver-
tising they have a great deal to lose, Just what effect

(1) The change from one basis of payment to another, al-
though an improvement in the end, might in the mean-
time cause terrifi¢ out-throat competition, accord-
ing to the opinion of some advertising agencies,

Many feel, however, that the chunge will have to come,

But the publishers have the whip hand and do not rel-

ish the idea of passing through a period of stress

until they are forced to do » through pressure from
the agencies or from the big advertisers, who come
to feel there is not the correlation that there

should be between what they spend and the results
they get,
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publishers have had in raising the standards of advertising

is hard to detemine. We do know that some publications

have formulated definite policies about what kind of advertise-

ments are acceptable for their columns, It is said that

the New York Times, for example, rejects several million dol-

lars' worbh of business annually. Likewise some magazines

exercise a very strict censorship, carefully scrutinizing all

advertisements which come to them, (1) Some of them maintain

laboratories in which they test the claims of the advertisers,

(1)

The following statement was received from the Curtis
Publishing Company regarding their censorship, "Our
censorship has four principal objectives:

(1) To meet the United States Postal Regulations
and to make certain no advertisement violates their
regulation concerning the use of the United States
flag or in any other respect. '

(2) To protect our readers against exploitation
through the sale of products without merit or making
claims for products that are unwarranted.

(3) To make our publications plessing to read by
omitting the advertising of any products which might
be offensive to our readers, or use of any art or
copy which might prove offensive, or use of type or
layout which might spoil the harmonious apiearance
of our publications,

(4) To keep our publications a fair forum in which
manufacturers may constructively promote their wares
without unfair destructive copy from others, Doubt-
less this policy maintained for many years in Curtis

‘Publications has lifted the standard of advertising

in our publications and, I think it would be fair
to say, has bheen a helpful factor in improving the
general status of advertising."
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and once accepted they guarantee the truth of the statemenys,
The trade publications in particular have up held the standards
of advertising, One writer commenting upon the reliability
of trade publicity says, "In other words their subscribers
take it for granted that the publishers accept advertisements
only from responsible concerms. Their readers look to them
for informstion concerning new inventions and processes, new
appliances and machinery thst will reduce production costs,
ete, The advertising columns are therefore, closely read
because it is often the only way they can kxeep track of these
things™. (1)

Just as the advertising sgencies have turned to mar-
k=t analysis to help them solve their protlems, so we find
the publishers making efiorts in various directions to put
their advertising work upon a firmer foundation, For in-
stance, the Audit Bureau of Circulations established by the
publishers in 1914 is an example of self-regulation -- an
attempt to improve the effectiveness of advertising., Further-
more, some of the newspapers have established merchandising
departments, The research work carried on by these depart-
ments is generally of an inferior nature designed ehiefly to

(1) "Facts Worth Knowing about Advertising Mediums,"

Fational Advertising Committee of the Associated Ad-
vertising Clubs of the World. 1926,
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show merchants and manufacturers why they should use their
‘mediums, yet this .is s start on the right methods and indicates
some willingness to get at the facts, (1) Thus the press may
through its .censorship policies, its testing laboratories, its
attempts at marnret research help to eliminate some of advertis-
ing 's waste and inefficiency,(2)

Thus far the analysis has dealt ‘with the improvements
which result from the self-corrective forces in advertising,
We must also comment upon the advancement which may come be-
cause of outside pressure or development. The first factor
of this nature which we will consider will be the influence
upon advertising standards resulting from the research activ-
ities and the educational work of the schools and universities,
In the first place there is a large amount of research work
being carried on by the various educational institutions through.
out the country.(3) While much of this work applies to general

(1) To be sure some of the research work of the publish-
ers appears to be above reproach. For example, a
pamphlet issued by the Meredith Publishing Company
on "Standards of Research"™ outlines a very high set
of standards for their market analyses,

(2) A question of some social significance, but not bear-
ing directly upon the economic aspects of advertising,
ig the problem of the poisoning of the news by the
influence of the heavy advertisers., It has been ar-
gued that the selfish interests of such advertisers
prevent serious results in this direction since they
tend to offset each other,.

(3) The "Market ResSearch Agencies" issued by the United
States Department of Commerce lists some several

hundred studies (either completed or in progress) of
coileges and universities,
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marketing problems, there is apt to be some reaction upon ad-
vertising methods, In addition to the research carried on
by the schools, there is the training of the students along
certain lines which may help to correct some of the faults of
advertising. For instance there are technical courses which
deal primarily with sdvertising such as the psychology of
advertising, advertising typography, the writing of advertising
copy.(1l) While it is true that such special education may
give students some knowledge of the technigue of advertising,
the more general subjects bf business administration and econ-
bmies, giving a wider understanding of the larger aspects of
advertising and business may do more in the end to raise the
standards of advertising. While there is mno doubt that
educational development may reach and influence advertising
through the channels mentioned above, it is probably true that
education's effect upon the consumer will be much more potent
a measure in forcing development in the use of advertising.

The consumers attitude indeed may be condidered a
second source of external pressure upon advertising. Many
students are of the opinion that the improvement of advertising

(1) In some institutions a course in technology of com-
merce is becoming part of the curriculum. The sylla-
bus used in such a course givem at the University
of Chicago, School of Commerce and Administration
came to my hands recently. Part of the work out-
lined deals with the characteristics of goods in
view of their selling possibilities, -- investiga-~

tions which ought to be conducive to more effective
advertising,
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will come largely because of the demanis of consumers, (1)
"When better advertising is made the people will make it," some~
one has paraphrased, adding that "When the people thru the
force of changing pressure begin to resent what is false .......
only then will manufacturer and distributor find it financial-
ly possible to adjust their policies to the levels thus estab-
lished? (2) The buyer in a way is responsible for the pro-
duction and marketing methods which are used. An intelligent
buyer, one who is awake to his own self-interest should dis-
criminate in favor of methods which further his own ends, Ir
certain types of advertising are wasteful and tend to increase
prides, the consumer by proper action on his part can soon put
a stop to the wasteful practices., It is true that this is
far from the role taken by the consumer at the present time,(3)
He apprears to be at the beck and call of the advertiser, 80
that instead of his exercising control over production, adver-
tising included, the producer performs this function,
What are the signs of the time.which might lead sup-
port to the hope that consumers will regulate advertising
(1) For & discussion in this vein see Chase, Stuart,and
Schlink, P.H., "Your Money's Worth", pages 229 ff,
and 251 ff,
(2) Printers' Ink Monthly, Hay, 1928,
(3) Professor W.D.Moriarty in his book "Economics of
Marketing and Advertising" says that, "The weakest
point in the system of regulation by competition is

the lack of intelligent cooperation on the part of
the consumer.™ page 582,
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in the future to their own ends? An article in a recent
issue of a weekly survey of food merchandising brought out the
point that the buyers are beginning to control the distribution
process because "the consumer todsy is doing an unreasonable
measure of shopp;ng.“ While themanufacturers and merchsants
may not like this "control froma bove" it is a healthy condi-
tion from the standpoint of society. As a result there has
been price and quality competityen in the field of food market-
ing, as is clearly evidence by the retail grocery advertising,
From an entirely different source we get the following comment
regarding the consumer's influence upon advertising: "Suc-
cessful advertisers are becoming increasingly aware that the
use of bombastic propaganda, bluff and psychologically entic-
ing, will no longer suffice, On the contrary, it is apparent
that the consumers are coming to demand ecientific marketing
of goods, They will demand, before buying, to be told ex-
actly, snd, if possible, guantitatively, all the valuable com-
ponents of a commodity.™ (1) This may be an over-statement
of the position and power the consumer has in the market, As
he becomes more intelligent and well-informed, however, we
may expect better cooperation from him in the perfomance of
his economic function, While we might depend upon the mnattve
ability of the consumer and his general education to teach him

(1} A quotation from the syllabus referred to above for

the course in "Technology of Commerce™, 1927-28,

University of Chicago, School of Commerce and Admine-
istration, by Joseph Schneider.
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the intricacies of spending his money properly, yet many people
fecl that he should be supplied with definite unbiased infor-
mation to guide his buying. The government might be consider-
ed the logical agency to furnish such data, (1) but so far it
has not seen fit to do very much along this line, What has
been done is of interest, however, and will be examined pres-
ently. But before we turn to this discussion, a brief men-
tion of some of the recent developments in advertising might
serve to round out our analysis of the future of advertising,

Among these newer trends may be mentioned radio

advertising, testimonial advertising, institutional publiecity,
cooperative advertising, and finally the effect of resale
price maintenance upon the future of advertising, The first
among these, the advertising over the radio, represents in
some ways & tendency towards a better type of publicity. This
grows out of the fact that radio advertising may be largely
of a cooperative nature in the future, In the first rlace,
if there is to be an increasing use of this medium, advertis-
ers may have to cooperate because of the time and station lim-
itations, FPurthermore, this type of publicity is often
(1) An attempt by private initiative to meet this need
is instanced by the so-called "Consumers" Club™ which
was formed a few years ago by Stuart Chase and
P.J.Schlink, The purpose of the organization is,
"to supply for its members on request expert opinion
about some of the articles of everyday life," The \
name was changed to Consumers' Researoh,Co:PGratien-vW<L,

in 1930. Address: 47 Charles Street, New York City,
New ¥York,
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considered more successful and effective when done jointly.(1l)
As a result companies within & given industry may Jjoin forces
to make the best use of this selling tool. "Competitive"
advertising would give way to commodity advertising -- undue
boasting and pushing of particular brands, unfair references
to competitors, would be replaced with a more informative,
educational, truthful type of advertising.(2) Such changes
it would appear, would be in line with progress. One of the
chief criticisms of advertising is that it utilizes resources
in & way that brings no net social gain, One comern's ad-
vertising is neutralized by his competitor's, each maintain-
ing the same relative position in the field with no increased
market; and lowered marketing or production cost to justify
the added cost of advertising. If less energy is spent on
this type of advertising, and more on the kind in which man-
ufacturers are cooperating, we might have a better use of
(1) One writer makes the following comment upon this
point: "For example fairs and exhibitions to which
the public is invited are invariably more popular
in their appeal, the wider the representation of
the various factors in the trade, Motion pictures
and the radio stand in a similar positionV "rRade
Associations: Their Economic Significance and Legal
Status" National Industrial Conference Board, 1925,
page 241,
(2) Insofar as we have higher standards in radio adver-
tising, it may be partly attributable to the censor-
ship exercised by the broadcasting stations, It is

said, for example, that some of the stations refused
to accept the ILucky Strike hour,
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our productive factors,
Moreover, it might appear that joint radio advertise
ing could be justified oY economic grounds because it serves
to educate the consumer, thereby making him a better informed
buyer. There is, however, some reason to think that radio
advertising is not a very effective educational medium, The
fact that the radio listener can so easily cut off any ob-
jeetionakle advertising has tended to reduce the advertiser's
Sales appeal to little more than a mere mention of his product
antecedent or subsequent to a program of entertainment, (1)
Such advertisements while truthful and harmless perhaps, may
yet fall short of meeting the test of good advertising. It
is true that one mark of good advertising is to be able to
accomplish a relatively large amount of selling work with a
small use of productive factors. It is probable that radio
advertising has accomplished that for scame producers, although
it would be a diffikcult matter to prove at the present time,
Insofar as radio advertising proves to be a highly efficient
medium for building up sales, 2nd to the degree that it tends
(1) In making a comprison of the effectiveness of radio
advertising and magazine and newspaper publicity
one writer points out that the "publisher often
sandwiches in the advertisements with the news matter
or articles™ and although the reader attempts to dis-
regard them , "they are still on the sidelines, beck=
oning to his subconscious mind." The radio adver-
tisement has no such opportunity when it is tuned

out, Jome, H,L, "Economics of the Radio Industry,"
A,W,Shaw Company, 1925, page 284,
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to displace other less effective methods it should be said that
the change is socially desirable, However, from another stand-
point radio advertising may not be commendable, Since a
great deal of it is mere iteration of slogans and nsmes of
products, it may not meet our criterion of inereasing consumer
information., May it not be argued that a type of advertis-
ing suffering such a handicap is socially undesirable? The
answer of course must be qualified by the nature of the produect
and. by other factors which it is impossible to measure at the
present time, The whole subject of radio advertising is too
novel to permit of any very definite conclusins as yet,

A second of the newer types of advertising worthy of
mention in passing because of its contemporary interest, is

paid testimonial advertising., This method of appeal to the

public has been severely criticized of late; even the advertis-
ing fraternity itself has frowned upon its development, (1)
It is maintained that such publicity when carried too far

tends to destroy public confidence, and, although it may be

(1) One reputable advertising agency in Detroit infarmed
me that most of the agencies of the country were
fighting this fad in advertisements, and that only
four of the larger organizations were holding out
for it. A recent article in "Fortune™ on "Good
Paste in Advertising™ critizes "stunt advertising”,
testimonials included, March, 1930,
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temporarily successful in developing new increments of demand ,
in the end the effectiveness of advertising as a selling medium
is impaired. This does not mean that testimonials have no
legitimate pdacs in advertising copry. They have been used in
the past with good results and with some modifications will
probably continue to be employed.(1l) Just recently the Fed-
eral Trade Commission issued a cease and desist order regard-
ing the paid testimonials appearing in the advertisements of
a tobacco corporation, The company has agreed not to use
testimonials and endorsements unless they represent and are
the genuine, authorized, and unbiased oginions of their author
or suthers, If the testimonials have been paid for, this
fact should appear in a conspicuous place in the advertisment,
Such regulations ought to eliminate some of the worst manifes-
tations of this type of advertising,

A third kind of publicity, about which relatively

1ittle eritieism is heard, is institutional advertising, When

attempted by trade associations on a cooperative basis this

type is generally of a very high standard, Even when carried

(1) A defense of testimonial advertising can be found
in the April, 1929 issue of the J, Walter Thompson
Company's Bulletin in an article by Stanley Resor,
entitled "Personalities and the Publie”, The author
feels that "sincere testimonial advertisements will
not lessen the reader's belief in all advertising,
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on by individual companies it has been unusually free from
the defects of other kinds of advertising, Ordinarilly it is
more truthful and infommative,(l) with less boasting and push-
ing of individual brands. This may be good advertising from
the standpoint of consumer information, but on the other hand
some question might arise as to its valume in selling goods,
For example such advertising as that done by Metropolitan Life
Insurance Company, while perhaps of some educational value
to the community, may be wasteful, The main function of adver-
tising should be to sell goods, and ineidentally to give correct
information to the consumers to guide their buying., It is a
question whether money spent for institutional advertising is
as effective as more direct expenditures to build up sales,
The returns seam even more immeasurable than those of ordinary
advertising, and it is easy to see that some firms might be
induced to spend altogether too much in this direction with
the vague hope that some undefinable benefit may accrue to their
(1) References to the educationfgffect of institutional
campaigns are often made by writers., For example
one author points out that the advertising of General
Electriec Company and the American Telephone and Tel-
egraph Company has spread the use of mechanical power
and labor-saving devices in United States, Vaile,

R,S8.,, "Economics of Advertising™, Ronald Press,
1927, page 64,
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business, (1) From the standpoint of the individual business

man and for society it might be better if resources were spent

otherwise,

There are certain oconditions, however, in which it
appears Justifiable to use institutional advertising, For
example in the case of public utilities there is often need to
employ advertising as a defense against adverse public opinion,
(2) If such advertising does not degenerate into pernicious
propaganda, it can be defended on economic groumis even if it
does not sell mechandise directly. Institutional advertising
may also be employed in lines in which there has been a great
deal of standardization and simplification, This probably
accounts for the type of advertising utilized by the General
Blectric and Western Electric Company. Furthermore, the

(1) Mr. R.S. Déétinain his book "Making Advertisements
and Making “them Pay", says "An institution adver-
tigser has no - - immediate evidence of his advertis-
ing's power. He must have faith sometimes for
years until some day a test comes and he finds that
his investment has rolled up for him & mass of good-
will behind his trade mark which can be destroyed
neither by dimaster or competition.,". Such "¥Faith"
might lead to an over-investment in this type of
aavertising,

(2) A case in point is the institutional advertising of
the Canadian Pacific Railroad, In describing the
advertising policies of the company, a writer makes
the following comment regarding institutional ad-
vertising: "It has been especially successful in
combating violent prejudices against "big busineas”
and in rehabilitating in public favor organizations
which have found themselves pilloried for no other
crime than that of being successful", "Wken Can
a Company Stop Advertising" Printers' Ink Monthly,
January, 1925,
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large business units which have been formed as the result of
the recent mergers may find it advisable to use institutional
advertising. Combinations in industry may lead to an in-
creased use of this type of publicity when the products brought
‘togethsr are of such a nature that separate advertising must
be continued for each of them, Over and ebove this individual
product advertising, general publicity for the whole group may
be necessary, The effect of mergers upon advertising has
been discussed in a recent article appearing in Printers' Ink
Monthly in which the writer comes to the following conclusions
which are of interest to us at this point: "It aprears, then,
that the answer to our question of the probable effect upon
advertising of the recent mergers in the food industry is that
advertising of the specific brands will or should continue
without any abstement and that in addition, and opportunity

is offered for institutional advertising to present the mer-
gers to the public in & favorable light and to gain the recip-
rocal effect of the support which the several products can

give to one another and to any new products which may be offer-
ed by the new companies, The mergers may effect economies

in advertising, but if so the economies will probably take

the form of more effective advertising rather than less of

it". (1) The conclusion of this discussion must be that

(1) Griffin, C.E,,Dean, "What Will the: Mergers Do With
Advertising™  Printers' Ink Monthly, March 1930,
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institutional advertising fulfills a definite need in business.
Although it is practically impossible to measure its results
in terms of sales it probably is defensible on economic grounds,
At least, its truthfulness, its educational attempts, its
freedom from "brand" competition, are points in its favor,
A fourth development in advertising which may help

to set the standards of the future, is cooperative advertising.

This movement among. business men to Jjoin forces in their
sales efforts is nothing novel, however, for many of the suc-
cessful cooperative campaigns started years ago.(1l) However,
there has been a very rapid growth in the last few years which
may mske this type of advertising inereasingly important, (2)
This is significant becaunse an examination of association ad-
vertising shows that it is free from many of the faults of
other kinds of advertising,

In the first place it seems to be economical, -- to

be able to accomplish a great deal with relatively little cost,

(1) A great many of the cooperative accounts appeared
for the first time in the period between 1918-1922,
although a few of them, such as the Southern Cypress
Manufacturers' Association and the California Fruit
Growers Exchange date from 1913 or 1914, Agnew,
Hugh E., "Cooperative Advertising by Competitors"™
Harpers, 1926, page 24,

(2) It has been estimated that "In 1928 there were over
160 associations doing national advertising on a
fairly large sScale -- spending nearly twice as much
in magazines as during the previous year? "Associa-
tion Advertising"™ by Henry Legler, The J. Walter
Thompson News Bulletin, April, 1929,
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The cost of a great deal of cooperative advertising, averages
‘well under one percent of total ssales, In the "Save the Sur-
face and You Save All" campaign, for example, carried on by
the p&int and varnish manufacturers since 1919 the cost has
been around 1/8 fo 1% of gross ssles, It is reported that
this expenditure has been accompanied by a one hundred percent
increase in the consumption of paint and varnishes, Some
cooperative campaigns, however, have cost the producers a
great deal more, but the increase is usually due to the fact
that they have attempted other joint activities, (1)

But even aside from the low cost involwed, cooperative
advertising has many advantages, Association advertising has
been very successful as a medium for Jjoint educational campaigns,
‘Some of these projects would not be feasible nor effective as
individual attempts, For example it has been suggested that
"shoe manufacturers could enlighten consumers about the cost
of following fashion and the economies of using staples, so
that there would no longer be any confusion in the public mind

(1) Mor example it has been said that "Over a period of
several years, the advertising and sales expense of

the California Fruit Growers' ®xchange has been 2,82%,

That includes a very efficient corps of salesmen,

extensive telegraphic reports, a large amount of

developmental work with the dealers and all the ad-

vertising™. Success Bulletin, January 15, 1925.

For the size of expenditures of representative AsSso-

ciations see the material in "Cooperative Advertis-

ing by Competitors" by H.E.Agnew, Harpers, 1926,
pages 23+25,
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about the necessity of paying for their style whimsies,"(1)
This might be highly desirable fwom the standpoint of both
the consumers and the producers, but it would be suicidal for
any one firm to attempt such a program. Another reason why
advertising done cooperatively tends to have greater merit
is that it is based upon a better foundation of experience and
investigation, A cooperative campaign being the product of
the experience of a group of business men rather than one,
superior results should not be surprising, At least there
should be less exaggeration, and less "puffing™ of individual
wares, Furthermore, we might rightly expect better results
from association advertising because the trade associations
are exceptionally well—fitted to carry on effective market
research, An individual business must be fairly large to do
much with this work; but, grouped together, even the smallest
firms who are willing to pool resources and information can
support rather extensive projects of such a character. (2) The
advantages of cooperative advertising are well brought out in
the following quotation: "Joint advertising campaigns seek
Y1) Cherington, T,, "The Consumer lLooks at Advertising"”,
Harpers, 1928, page 26,
(2) One advantage of cooperative advertising, mentioned
in a previous conneotion, is that it has enabled
many small concerns to stay in business which other-

wise might have been squeezed out. Competition may
thus be maintained to the advantage of society.
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to stimulate demand for the product of the group, in competi-~
tion with alternative products by combating unfounded preju-
dices, by directing attention to new uses, by extending pub-
licity to large market areas for the output of amall,and scat-
tered producers, Such publicity is relatively free of the
notorious wastes of usual competitive advertising; it aims to
promote the common interests of common groups".(1l)

While advertising of this nature has many praise-
worthy aspects, there may be some drawbacks, In the first
Place it may tend to foster demand for products which are so-
cially undesirable. By concentrating upon the sale of one
type of product, the cooperators may be successful in excluding
from the market another product which may be better in many
respects, Again, a foolish use of our resources may very well
be stimulated by powerful cooperative advertising; we may be
induced, for instence, to demand a fancier grade of product
than should be used in view of our scarce resources, The very
strength of its educational possibilities which has been pre~
viously noted may be a danger from this point of view. It
may offer too potent an influeﬁce upon the allocation of our
prroductive factors, or too great an interference with the con-
sumer's guidance of production,

(1) The American Economic Review, Supplement, March, 1926.

"The Trade Association Movement™ by I.L.Sharfman,
University of Michigan, pages 206-7,




=183~
A further criticism of cooperative advertising calls

into question its effectiveness as a selling agenay. It must
of necessity be more general in its appeal than many other
types and consequently may fail to bring in the business that
individual advertisements which concentrate on particular sellw
ing points of certain products might achieve . Bxperience
of many associations, however, show that their joint efforts
in advertising have been very successful in building up sales
and that too, as we have already seen, at a very low cost, It
ne¥ertheless, might be thought that such advertising is waste-
ful since it duplicates the advertising done by individuals,
thereby increasing the total spent on advertising without ac-
complishing more, It is true that oftimes the leading c un~-
panies in a trade have not Jjoined the cooperative advertising
Schemes; hence they continue their individual advertising—-
prerhaps with increase& vigor if the new competition from the
association is powerful. Moreover, even for the cooperating
firms, the Jjoint advertising rarely supplants the individual
advertising efforts. (1) In fact, association asdvertising
often stimulates the member firms to do more advertising than
before, As a result of these general factors the total spent
on advertising may be larger. Whether such an outcome is

(1) It is true that some associations, like the Califor-

nia Fruit Growers Association, handle all the pub-
licity for the individual members,
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desirable or not depends upon the results obtained by the in-
creased expenditures, The mere fact that cooperative advertis-
ing has tended to increase the amount spent for advertising
would not be prima facia evidence that this was a wasteful type
of publicity. It all depends upon the social and individual
economic consequences, These, however, are such as to justify
the concelusion that, in spite of some drawbacks, cooperative
advertising is one of the best types of publiecity, If so, an
increased expenditure in this direction cannot be condemned,

To the extent that business men become more alert to
the nature of inter-industrial competition we may expect them
to turn more and more to joint advertising efforts, That is,
as producers in one industry begin to see that real competition
is coming from producers in allied and even unrelated fields,
they are apt to band together in trade associations and present
8 unified front through cooperative advertising, (1) Another
factor which may cause more cooperative advertising is the
recent tendency towards mergers in industry,. The small Business

(1) Sometimes this is referred to as "commodity" competi-
tion in terms whiech would 4mply that there was a new
force in the mariket. It is a mistake to think that
there is anything new about such competition, for
commodities always have competed with each other for

a share of the consumer's income, All that has

happened is that producers have become more awake to
this condition,
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houses may find it necessary to do joint advertising to meet
this new competition. (1) While there are certain factors
which seeam to favor the growth of cooperative advertising, it
must be remembered that there are some industriesrﬁhich will
gain more from much publicity than others.(2) It follows,
therefore, that while the present extent of joint advertising
may be satisfactory it would probably be a mistake to use it
to the complete exclusion of other types; but there is little
danger of such an occurrence as long as we have the present
type of competitive production, There is, however, every
likelihood that there will be some increased expenditures in
this direction. (3) Incidentally it might be pointed out that
the government will probably offer no interference with such a

(1) PFor a discussion of this point see an article entitl-
ed "Do Mergers Mean More Cooperative Advertising" in
Printers' Ink, March 8, 1928, "That more mergers
mean more cooperative advertising campaigns cannot
be escap ed in any thorough analysis of the trade
association and the. merger," is the conclusion reach-
ed in this analysis,

(2) The "principal avenues for joint publicity undertak-
ings" are analyzed in "Trade Association: Their Eco-
nomic Significance and Legal Status" by the National
Industrial Conference Board. page 237-241,

(3) A student of cooperative advertising in a book already
referred to , has pointed out that "On the Whole, it
secms that cooperative advertising will rapidly in-
crease in the future both in the number of accounts
and in the smount of educational work that the differ-
ent industriesd will undertake.” Agnew, Hugh E.,”

"Cooperative advertising by Competitors™, Harpers,
1926, pages 231-2,
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trend. In one of the decisions of the Supreme Court in a case
involving a trade association it was stated that "The defendants
have engaged in many activities to which no exception is taken
by the Government and which are admittedly beneficial to the

industry and to consugers; such as cooperative advertising and

the standardization and improvement of its products." (1)

Thus far in this section we have been attempting to
see if the problems of advertising can be solved by a laisser-
,fﬁf?e policy. That is, whether the evils of advertising will
be remedied by the natural forces at work -- for example through
the self-interest of the consumers and the producers, through
the activities of interested parties both within and without
the advertising field, with +this in mind we have investigated
the different sources of improvement within the present situa-
tion, and have reviewed the various types of advertising which
8eem to be significahnt today. Although we have found many
promising developments, it may be questioned whether better
results might not be obtained by direct governmental interfer-
ence. It will be the pumose of the following discussion to
investigate thepart the govermment may take in solving the
problems of advertising,

The influence of gowernment upon advertising depends

upon the position the government may assume in the regulation

(1) 1Ibid, page viii.
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of business in gemeral, There are several alternative roles
that may be considered but let us examine the existing situation
as &8 point of departmre. At present the government is carry-
ing on certain activities which may be considered beneficial
to the advertising industry. Some of these activities make
for improvement through the influence they exert upon the ad-
vertising standards of the producer, Others tend to achieve
the same results through the education of the consumer, Among
the former may be mentioned first the statutes of the federal,
state and municipal governmments forbidding certain unsatisfac-
tory practices, For exsmple, the Federal Pure Food and Drug
Act prohibits ad vertising of a deceptive character regarding
the materials used in the manufacture of foods and drugs,
Again, as has been mentioned before, certain state laws have
made misleading and untruthful advertising illegal, Moreover,
the Pederal Trade Commission has exercised quite a degree of
censorship over advertising,(l) and its investigations leading
to an occasional cease and desist order have eliminated some
misrepresentation and frsasud. The Commission has been power-
less, of course, to check exaggeration and "puffery”. Other
agencies than the government must be depended upon to purify
advertising of such famlts,

(1) A brief discussion of the work of the Federal Trade

Commission and advertising is to be found in Printers®
Ink, May 3, 1926,
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Although much has been sccomplished by the government
through direct regulstion, more has probably been done by a
second group of activities, namely those which involve helping
and encouraging business to diseipline itself, One such ac-
tivity has been that of the Trade Practice Conference, A
trade practice conference has been described as a "means through
which representatives of any industry voluntarily assemble
under auspices of the commission (The Federsl Trade Commission)
for the purpose of considering unfair practices in their indus-
try and collectively agreeing upon and providing for their
sbandonment ." (1) Some sizty or seventy conferences have been
held since the institution of the work in 1919, Most of these
conferences have formulated and adopted resolutions which have
eliminated msny questionable practices pertaining to their in-
dustries, Some of the agreements have direct reference to ad-
vertising and in almost every submittal there were rules which
would affect the standards of advertising somewhat, For example
in one case part of the agreement stated; "Advertising should
be at all times fair and honest. It is not discreditable to
become enthusiastic in print about the goods you offer for sales,
but to imply that yomr neighbor is not selling good products
teeseseesses8hould not be permitted because we consider it an

(1) "Trade Practice Conferences" Federal Trade Commission
pamphlet, July 1, 1929,
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unfair method of competition,(l) Another trade practice con-
ference held by the correspondence schools of the country adopt-
ed resolutions which dealt almost entirely with ways and means
of advertising, Untruthful, misleading advertisements were
scored and even the use of superlatives was condemned, (2)

In order to illustrate further the influence the gove-
ernment may exert upon advertising under the present system, it
might be well here to digress a moment with a brie: mention
of the effect of the government?®!s stand in the resale price
. maintenance controversy. All the manufactuers' attempts to
legalize the fixing of retail prices have failed, at least in
all the forms that have thus far been attempted. As a result
it is probable that national advertising, will stress price
less and less,(3) The argument is that if a manufacturer
Spends money on advertising a price, he plays into the hands
of the cut-rate retailers who will use his product as a "leader®,

The consumeY them may come to think that either the article

(1) Ibid, p. 22.
(2) Ibid, pages 64-70,

(3) The position of the government in the resale price
maintenance problem has had little effect upon re-
tail advertising, To some extent it might lead to
the featuring of cut prices on nationally advertis-
ed goods, but the chief effect will be found in the
national advertising of the producers, If they are
no longer able to dictate the retail price, the man-
ufacturers may feel dubious about stressing prices,
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has been over-priced by the manufacturer or that its quality
is inferior, The good-will of the advertisers is thus convertw
ed into ill-will, Consequently the advertiser is apt to avoid
the mention of price. Does this make advertising less effec-
tive or less useful as a selling agency? In a past connection
it has been remarked that advertising should, in order to be
in keeping with the presmnt order, further and develop qual ity
and price competition, From such a basis, it might be reason-
ed that the government's action in the question of resale price
standardization has had a bad effect upon advertising, Wheth-
er it tends to have this result or not depends upon how the
price appeal has been used, It may be that advertising may
not need to stress price to fulfill its economic funetiomns,

From the standpoint of consumer information it is
probably desirable for advertisements to emphasize price.
Bven if the goods are not sold on.the market at the prices ad-
vertised, the buyers are given a better basis for judging
the worth of the goods, It has beem pointed out that, "So
far as aids to proper consumer guidance are concerned, price
cutting on standard nationally advertised goods does supply a
condition more favorable to the consumer than price advertise-
ments on other goodsY (1) Yet when the price appreal is in-
corporated into advertisements there may be danger that the

(1) Moriarty, W.D., "Rconomics of Marketing and Advertis-
ing". Harpers, 1923, page 451, ,
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advertisers will use the latent powers of advertising to
support too high prices, So much publicity may be given to
a certain price that the consumer comes to over-valuate the
commodity. As we have mentioned befo:e business men often
look upon advertising as a medium for "lifting their products
out of price competition", likewise many consumers are of
the opinion that advertising raises price. A study of resale
Price maintenance made by the Federal Trade Commission in 1929
collected some information rélative to the consumer's attitude
on the prices of advertised goeds, Questionnaires were sent
out to a number of consumers, One question asked was: "Do
you regard branding or trade-marking and widesyread advertis-
ing of goods as affording assurance of a reasonable price?"
The answers were tabulated and the final conclusion resached
was "that a majority of the consumers replying did not regard
branding or trade-marking and widespread advertising as assur-
ing resonableness of prices."(1l) But even if the consumer
does feel that advertising fails to bring about the right prices,
and while we may be able to point to the danger of inflated
values, still it does not follow that there should be less
price advertising, It is probably true that an advertisement
which carrys a price message to the consumer comes nearer to

(1) '"Resale Price Maintenance™, A Report by the Federal
Trade Commission, January 30, 1929,
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fulfilling its economic function than one which does not give
the consumer any definite monetary basis for judgement,

From the standpoint of society perhaps national ad-
vertisements should consist of detailed, informatioual, truth-
ful descriptions of products with a great deal of emphasis on
price, This price should not necessarily be maintained in
the market since there is no justification for the manufacturer-
's dictation of the retail price, The goods passing to the
retailer should be s0ld for a price in keeping with t he market-
ing Bosts involved, which may vary with differing marketing
agencies, In many cases this is exactly how advertising is
used, For instance, in automobile advertisements, as well
as in those of other speciality products of high value, we
find the price apm al grestly emphasized, But while prices
are featured in the national advertisements, giving prospec-
tive customers an opportunity to make compe risons between
various makes of cars, there is much price cutting in the re-
teil market, There are many channels through which these
price discriminations cam be easily effected. The price allow-
ed for turned-in cars, the shading of prices at the end of the
season, the variable freight mark-up on the factory price, offer
the retailers many opportunities to deviate from the price set
in national advertisements, Thus it seems difficult to mea-
sure the effect of the government's action in the resale prics

maintenance problem, since many advertisers appear to be playing
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up prices irrespective of the retail price cutting. However,
we might coneclude that if there has been any tendency for man-
ufacturers to shift away from the use of price advertising,
there has been a questionable influence upon advertising,

In another direction, however, the govermnment has
been of definite assistance in raising the standards of adver-
tising, I refer to the government's activities in business
research, Advertising, as well as other lines of endeavor,
needs to be based upon facts, The government, of all agencies,
ought to be fitted to supply such information from an impar-
tial basis, and although it lies within its power to do so,
thus far it has done very little along this 1line, One govern-
mental official discussing this situation before a group of
advertising men recently said in part, "Distribution and mar-
keting and their handmaiden, advertising, are suffering be-
cause of the dearth of statistical information in this field
of business activity." (1) He estimated that of the some
1800 series of current statistics published by the Bureau of
the Census, more tham 95% related directly or indirectly to
production and not more than 5% to distribution., As the gov-
ernment corrects this defect -- as it has already taken steps
to do -- it will help advertising to become mo;e.effective.

(1) "What the Census of Distribution Means to advertising"
Address before the International Associsated Adver-
tisers, Detroit, July 10, 19283 by Dr. Frank M,

Surface, Assistant Director in charge of Domestic
Commerce, Bureau of Foreign and Domestic Commerce, .
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Referring to the census of distribution to be taken this year
(1930), the same speaker pointed out, "Such & national stock-
taking of our distributive agencies is fundamental to further
progress in the field of market research, It would provide
advertising with the basic facts by which its work could be
planned with a definiteness and direction not now possible™, (1)
Another example of the government's work in market research

is to be found in the "Market Data Handbook of New England™
published in 1929 by the Department of Commerce. This‘study

is a very comprehensive survey of that territory giving such
minute information as the distribution of income in each com-
munity, number of automobiles, number of telephones, retail
and wholesale outlets, and so on, It is planned to subject
other sections of the United States to the same kind of anal-
ysis, Such information should form the basis ofg;ore intelli~
gent use of advertising,

The government may likewise contribute to the pro-
ductive efficiency of advertising in a fourth direction, name-
ly by the simplified-practice work of the Bureau of Standards
of the Department of Commerce, While a simplified-practice
program for an industry must be started by the busineses men in
that field, and while those concerned must determine all the
details such as whidfh items shall be eliminated and which re-

tained, the government has played no small rart, Its principal

(1) Ibiad,
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help has been advisory, however, although it has been instru-
mental in securing general adoption and sustained adherence
to the new practices, a task impossible for the unaided efforts
of the industry, Such work has been attended with outstanding
success in the way of savings in production and marketing ex-
penses for business as a whole, Ag for its effect upon ad-
vertising they are hard to determine, In the first place,
as we have already pointed out in an earlier part of this disser-
tation, the amount of advertising may be reduced by the increas-
ing standardization in business, On the other hand, the
simplification of the line of products and a high degree of
standardization may mske mass selling methods more effective
than formerly and thus lead to a wider use of advertising,
Tikewise the quality of advertising from the standpoint of
productive efficiency might conceivably be improved by this
activity of the government, If advertising has becn spread
over a great many sizes and types, or used spasmodically for
a product which varies in quality from time to time, an in-
crease in simplification and standardization may make possible
a better type of advertising,

Pinally, however, the government's work along these
lines may have the greatest effect upon advertising through
its influence upon the consuger, who may be helped to become
a more intelligent buyer, Let us see what the government
has accomplished in this direction, For years the government

has made use of the testing laboratories of the Bureau of Stand-
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ards to make its own buying more ecoromical and safe. It is
estimated that the Bureau saves the federal government in the
neighborhood of $100,000,000 & year on purchases of supplies
and equipment, (1) But the ultimate consumer is getting lit<le
benefit from this research, It is true that the government
releases some of the results of its investigation, but usually
in a way that is of little value to the small purchaser., Even
the material which is in such form as to be readily compre-
hensible to the layman, is rarely utilized by him,(2) Perhaps
what is needed is a 1little advertising by the government of
the fact that they do supply such information!

Besides publishing occasional reports of the results
of its research activities, the government will furnish on
request "lists of manufacturers who have expressed their desire
to supply material in acdordanoe with certain United States
Government master specifications promulgated by the Federal

(1) Schlink, F.J., "Your loney's Worth" , Chase, sfuart,
Memillan, 1927, page 202,

(2) This applies not only to the work of the Bureau of
Standards, There is a great deal of information work-
ed out in other departments whifh the government will

 supply on request, which is never used by the publiec
to any large extent, For example, although very
thorough, reliable studies have been made of the best
ways to eliminate certain insect pests, clearly stat-
ing that some of the insecticides sold are ineffect-
ual, individuals make little effort to avail them-
gelves of such help. Instead they turn to the highly
advertised remedies on the market. One has only to
turn to a bibliography suchas the one to be found in

"Phe Bducation of the Consumer" by Henry Harap to see

t+hat much more consumer help is available, both from

private sources as well as the government, than is
put to use,
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Specifications Board." While these lists contain hundreds
and hundreds of companies who are willing to certify to pur-
chasers that their goods meet the requirements of government
standards, this service is of little value to the ordinary
buyer. He cannot buy directly from the manufacturer very
frequently, nor can he afford the time and expense of checking
up on the results even if he could, If the government could
release information stating by name that certain advertised
brands tested higher than others, the research work of the
government would have greater significance for the consumer,
As matters now stand it seems that the following statement

is a fair estimate of the present situation: "with full
.allowance for the efforts of the Federal Trade Commission and
the Food and Drug Administration, the government affords

practically no protection against fraudulent and misleading
advertising and selling." (1) 48 long as we try to maintain
the existing competitive ideals and methods of production, it
seems improbable that the government will ever release defi-
nite information against the products of given producers,

To do so would presume a wider departure from laisser-faire
tnan we now tolerate, This raises the question/%g whether
more govermnmental interierence in industry would not be an

(1) Quotation from a circular letter sent out by the
Consumers' Research Corporation, March 1930,
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improvement over the present regime. Let us now turn to a
brief discussion of such a possibility,

Thus far in this section we have discussed the ways
in which advertising may be improved under existing conditioms,
Some of these improvements promise to come fram individual
effort, others from the present activities of the govermment,
If the results do not promise to be sufficient to warrant a
con tinuation of the existing methods, there are at least two

possible alternative policies, One is the regulation of

advertising by the state; the other thne gocialization of all

industry including advertising,. The regulation of advertising
by the government might involve nothing more than supervision
on minor points, such as the limitation of the amount bf con-~
cern might spend upon its publieity, (1) on the other hand it
might mean complete control of the industry, such as we have
in the case of the railroads at the present time. In either
case it would seem to be in conflict with the policy of the
present order. It has been said by a famous economist,
"Tagser-faire, in short, should be the general practice; every
departure from it, unless required by some great good, is a
certain evil,"(2) One wonders on what groundé the case for
(1) At the present time there are limits set to the
amounts which cen be spent in getting certain politi-
cal offices. This is a sort of govermmental con-
trol of advertising and conceivably could be extend-

ed to take in other types of publicity.

(2) Mill, J.S., "Principles of Political Economy", Book V.
Chapter XI, 7.
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the state's interfering with advertising could be pleaded.
Perhaps for the reason that advertising is one form of educating
the consumer, Mill says on tnis point "In the matter of edu~
cation, the intervention of the government is Jjustifiable™. (1)
However, advertising is primarily a business device and ohly
incidentally, educational, Consequently it would be hard to
Justify governmmental interference on that score. In fact
it would probably be very difficult, if not impossible to
make out a case for complefe governmental control of advertis-
ing on purely economic grounds, However, it may be worth
our while to examine advertising under a socialistic regime,
as a basis for a better understanding of the limitations of
governmental control inthis field, With this end in view
let us turn to am examination of our final alternative, the
complete socialization of advertising as well as of all other
productive and marketing methods,

There is no definite way to determine what part ad-
vertising would play under socialism, All we shall attempt
therefore will be & brief answer to two questions, What in-
dications are there that advertising would be needed if pro-
duction were in the hands of the state, and second what happens
to productive efficiency under socialism? Bven though the
first inquiry should bring out the facet that there might be
great saving in the advertising expenses under socialism, there

(1) 1Ibid, Book V., Chapter XI, Section 9,
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may be no net gain if the answer to the second guestion shows
that productive efficiency is reduced,

If the state took over production there would still
be need for some advertising. First because there might be
some separation between production and consumption. In any
system in which the consuger had any choice in his consumption
the producer, the state in this case, might find it advisable
to direct consumption along certain lines, Especially would
this be true if the goods had already been produced But far one
reason or another were not being bought. Then again when
some new product was produced, there would be a necessity of
telling the prospective consumers about it, in such a way as
to awaken their interest in it, If the state were in complete
control this would probably be accomplished with far less
wasteful "puffing"™ and exaggeration, than is true under the
present methods, A new product, however, would not sell it-
self any more quickly and easily under socialism than it does
now -- there would need to be some selling effort behind it,
Moreover, the selling work could not be done enmce, for all
time to come. One reason would be that the new generations
growing up would require a steady amount of advertising from
the state to help them become well-informed, intelligent buyers. (1

(1) A certain smount of propaganda to keep the citizens

S01d on the politieal situation might be required,

This would be excluded from our discussion, however,

since in this dissertation we have been analyzing
only the publicity which is (Continued on page 201)
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The totel amount required to do this work, however, would no
doubt, fall far short of the amount that is now being expended
upon advertising, Whether the lesser amount would be more
efficient is a matter of conjecture; perhaps however it does
indicate an expenditure which would be nearer what is right
even under present conditions, If we assume a system in
which consumption as well as production is completely regulat-
ed there might be still less need for advertising, (1) It is
rossible, however, that a wise government in such a situation
would make some use of advertising in order to make the people
like the products that were doled out to them from the state
store houses.(2) This expense, however, would probably amount
to very little as compared with the billion and a guarter now
spent in the United States for advertising every yeai. It
would seem, therefore, that the socialization of industry would

(1) Y{Continued from page 200) used for selling goods,

It is said, however, that the Soviet Govermment of
Russia at the present time is making a tremenduous
use of poster advertising for this purpose,

(1) Such a system is sometimes designated Communism, as
contrasted with Socialism. In the latter there is
& less completely organized system of cooperation,
in that the individuals are allowed to buy and own
consumption goods, For a comparison of these two
orders see "Principles of Economics" by F.M,Taylor,
Ronald, 1925, Chapter II, page 17,

(2) Our government’s use of pm ter advertising during
the war is an example in point. In some cases there
was no question about which goods were to be consumed--
rather it was a matter of keeping up the morale of

the people and making them more or less satisfied
with conditions,




=202 -
be advantageous for society as a whole,

But, before we can determine whether the lesser amount
spent for advertising under state control is & gain or not,
we must first answer our second question, What happens to
productive efficiency under socialism? This is no place to
take up the matter of the relative advantages and disadvantages
of socialism and the present order, but some brief mention will
be made of the main arguments forand against each, If it can
be shown that socialism, though more saving with the use of

resources in demand creation, is after all deficient in the
general use of factors in production, then the conclusion may
well be that the remedy for the defects of advertising does
not lie in that direction,

The usual indictment of the present order is that
production is not being carried on for the best interest of
society when left to individusal guidance. It is pointed out
+t+hat the business man, motivated by profits, doesnot act in
accordance with what is best from the standpoint of society.

It is contended that the remedy is production ccontroled by
the state in the interests of the consumers, There seems no
question but that in some ways socialism would effect a better
use of the productive resources than the present order. One
student of the problem has pointed out that dlthough "The bus-
iness economy provides for effective coordination of effort

@ithin each business enterprise", it is not so successful in-..,
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the "effective coordination of effort among independent enter-
prises." (1) Socialism would remedy this defect to a large
extent, since production would be cocntrolled from some central
planning bureau, Whether it would be as efficient as existing
methods in the use of the factors "within each business enter-
prise” or not is a moot question, Many studenis feel that it
would not be, Beconomists argue that the present order is
superior because it links economic efficiency with individual
rewards, thus stimulating greater activity on the part of the
producers, Workers under socialism, on the other hand,lack
this incentive and no adeqguate substitute seems to have been
sugsested thus far, In this connection it may not be amiss
to call attention to the possibility of advertising as a stim-
ulus to productive efficiency. That is, a socialistic state
might divert part of its economic energies to a persistent
hammering upon the direet individual advantages to be gained
by a fuller coooperation in the joint venture. It is not
ineonceivable that such a policy might well accomplish results
in increased efficiency at least comparsble with, if not super-
ior to those obtained under laisser-faire, If the net result
is a greater volume of output with less expenditure of energy
the advantage wou.d seem to lie with socialism, If, however,
socialism does not fulfill this promise, and the system of

(1) Mitchell, W.C, "Business Cycles: The Problem and

Its Setting”. National Bureau of Economic Research,
1927, page 172.
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free, private initiative is in actual practice more productive,
then it would be a serious mistake to attempt to solve the
problems of advertising by & socialization of induétry; If
such is the case the solution must be found under the present
conditions and must be in keeping with laisser-faire, (1)
Furthermore, even though t he presumption should favor social-
ism, we must still look to laisser-faire for any very proximate
improvement sgince it seems quite unlikely that there will be
any very immediate shift to socialism, The remedy for the
greatest defects of present-day advertising then probably
lies in the consumer's hands, However the advertisiérs them-
selves and the government too should take an active part in
this house cleaning. More should be done with govermmental
research, with simplification and standardization, more pres-
sure can be brought to bear upon advertisers who resort to
unfair or predatory practices, No doubt these activities
will be helpful, but more can probably be accomplished in two
other ways, The government ought to be instrumental in further-
ing the self-disciplinary activities of industry; and above
all it ought to make the results of its investigations avail-
able in such a form that they will be of practiéal use to the
consumer, Such activities of organized society coupled with

(1) By laisser-faire I do not mean absolute non-interfer-
ence on the part of government but rather as fully

liberal an interpretation of the policy as is com-
monly held today,
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such internal improvements as competition tends slowly to
achieve must be our chief sources of improvement, Much has
already been accomplished and there is little reason to cone

template the future with other than & hopeful eye,
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February 22, 1923, page 3,

"Our Whispering Railroads™,(The railroads should fight
government ownership with paid advertising] July 5,
1923, page 163,




Printers?

Printers?

-214-

Ink:

"A Popular Discussion of the Economics of Advertising",
November 8, 1923, page 145,

"Getting Purchasing Power Statistics (An econonmic
funetion of advertising that is often overlooked it
stabilizes employment and buying power) November 8,
192Z%, page 186,

"Lord Leverhulme Answers "Who Pays for Advertising?",
November 29, 1923, page 10,

"The Place of Advertising in Modern Marketing™, November
9, 1922, page 130, :

"Advertising Does Not Have to Lower Retail Prices to
Justify Itself", September 14, 1922, page 133,

"Proof That Advertising Justifies Itself Reonomically",
July 27, 1922, page 133,

Ink Monthly:

"What Will the Merger Do With Advertising™ By Dean
C.E.Griffin, March, 1930,

"Costly Appropriations of Non-Advertisers", February
1928, page 66,

"Consumers Must be Taught How to Spend (Unwillingness
to buy because of fear of the future can be overcome
by advertising) lMay 1928, page 29,

"Tapping New Industrial Markets Through Rdvertising,
(The Peoples.Gas, Light & Coke Co.) February 1927,
page 23,

"Why the General Public Should Know Advertising",
May 1927, page 41,

"What I Think of Advertising After Twenty-F¥ive Years
(Today sixty-nine cents will buy, in an automobile,

what cost a dollar on a pre-war besis) December 1926,
page 21,

"When Can A Company Stop Advertising", January, 1925,
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Ink Monthly:

"haise the Quality of the Product Without Raising
the Price (Simmons Co,) September 1925, page 21,

"Starts Selling Below Cost, Gains Profit Through
Volume(Advertising can cut prices to consumer} June
1924, page 39,

""Is the Cost of Advertising a Burden on Consumer snd
Product?" (Campbell Soup Co.,) March 1923, page 17.




