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PART ONE

INTRODUCTION

CHAPTER 1
THE Task

This monograph contains the results of field studies conducted by the
Committee on Price Control and Rationing. The Committee was organized
in 1942 with the task of studying the impact of price control on the civilian
sector of American business by means of interviews with businessmen in
the Chicago area.

The investigation was primarily concerned with the pricing procedures
of businessmen under price control, that is, with business actions either
favorable or unfavorable to price stability. It also covered changes in the
relative business position of different types of firms as they occurred under
the impact of price regulations and other wartime conditions. In both re-
gards two major guestions arose. First, what significant changes occurred,

" and secondly, why did they occur? In seeking the answer to the first ques-
tion we studied the changes from April, 1942 to April, 1944 in prices
and qualities, in buying and selling practices, and in the assortment of goods
produced and distributed by the manufacturers, wholesalers, and retailers
of important consumer goods. Pricing procedures and merchandising policies
were found to have varied in different commodity lines, at different times,
and even for individual firms handling the same commodity at the same
time. These differences provided the cue for the identification of the major
factors that either promoted or impeded the success of price control and
thus enabled us to supply tentative answers to the second question.

The presentation of the results of the field studies is organized as fol-
Jows: Part Two is devoted to the description of pricing procedures and Part
Three to the systematic analysis of their causes. In Part Four the changes in
the relative position of different types of firms are described and explained.
This body of findings is preceded by an introduction (Part One) on the
task, the method, the sample, and the historical background; and followed
by a tentative summary of conclusions (Part Five).

1



2 Price CoNTROL AND BuUSINESS

Our approach to the investigation of the impact of price control had
three distinguishing features. First, our subject matter was the actions of
American businessmen as affected by price regulations and other wartime
conditions. Underlying our studies was the assumption, amply confirmed by
our findings, that government action alone could not prevent inflationary
price increases. Whether or not, and to what extent and in what form, price
increases took place depended upon the behavior of businessmen and con-
sumers. True, they acted under the influence of government regulations, but
these were only some of the many stimuli affecting them, and only occasion-
ally did the regulations alone determine the actions taken, Other studies of
price control! have been concerned with the anti-inflationary policies of the
Congress and the OPA; we shall consider the intentions and practices of
those bodies only indirectly, from the viewpoint of their effects on business.

Secondly, the method of our investigation was to conduct detailed inter-
views with a small sample of businessmen. This method distinguishes our
study not only from inquiries that have been made into the theory of price
control but also from the work of statistical agencies that collect data on
prices, production, sales, profits, etc. We devoted several hours to the discus-
sion of a féw issues confronting individual businessmen in the expectation
that by that procedure we should be able to shed light on the direction in
which various forces operate, gain insight into the actual working of price
contral, and clarify the reasons for its success or failure.

Thirdly, the study was made by an independent and impartial organiza-
tion. We were not interested in providing support either for OPA policies
and practices or for'reforms advocated by business groups. Being indepen-
dent of the government, we were able to obtain information that businessmen
might have been reluctant to reveal to government agencies.

Since we used only one of several possible approaches to the study of
price control, our picture of its operations is necessarily incomplete. Our
method did not permit the collection of extensive and reliable quantitative
data on sales, costs, and profits, which can be obtained only from larger
samples than could be covered in detailed studies of individual firms. More-
over, certain types of exact business data are not generally revealed in per-
sonal interviews. Wherever possible we have drawn upon information col-
lected by other agencies to fill such gaps in our material. Our study was lim-
ited by the fact that we made no interviews with consumers. These would
require a technique different from business interviews. To some extent we
were able to evaluate the impact of the regulations on consumers and of con-
sumer behavior on prices by means of information obtained from retailers.
Finally, our material contains no information about the reasons that induced

1 For references to other studies, see Chapter IV,
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‘he OPA to select those policies the effects of which we studied. This defi-
iency will be overcome only when the files of the OPA are opened to re-
search and the personal recollections of the men directing America’s fight
against inflation are published.?

Price control was, of course, only one of the methods applied by the gov-
ernment in the fight against inflationary price increases. Other policies, such
as taxation, war bond drives, wage control, restrictions on consumer credit,
and rationing, also contributed to limiting the price increases, as did the
unavailability of various commodities, patriotism, and public attitudes against
conspicuous spending. While our studies were concerned primarily with the
effects of price conirol, we at no time mean to imply that it was the sole
factor producing the phenomena observed.

Our work was far from comprehensive even within the limits set by our
chosen approach. Qur sample comprised only manufacturers.and distributors
of a few important consumer goods—primarily food, apparel, and housefur-
nishings— located in the Chicago area. And we covered only the two years
following the institution of price control on the retail level by the General
Maximum Price Regulation in April, 19423 This was the period of full-
fledged war economy, following the mobilization of resources and preceding
any preparation for reconversion.

All interviews were conducted in the Chicago metropolitan district, except
for a few with manufacturers in nearby towns. Whether and to what extent
information obtained in Chicago is typical of the country as a whole is an
open question, Yet it should be remembered that Chicago manufacturers and
wholesalers serve the entire nation and that Chicago retailers buy from sup-
pliers throughout the country. Moreover, although the Chicago area is a
center of war industries and during the period under review profited sub-
stantially from war conditions, population statistics show that it was not a
“boom” area. Finally, according to the Bureau of Labor Statistics, the miove-
ment of retail prices in Chicago did not diverge greatly from the national
average. '

The geographical limitations of the study did, however, make it impossible
to study- certain fields (e.g., spinning and weaving are not represented in

2 Since the considerations that determined the actions of Congress and the QPA
lay outside the scope of this study, we shall omit all discussion of one aspect of the
interrelation between price control and business, namely, the reactions of organized
business to price control. We shall, for example, make no mention of the steps taken
by trade associations, trade publications, business advisory committees, etc., to influence
legislative and administrative bodies.

8 The surveys of the various business fields were conducted during the last qiarter
of 1942 and the year 1943. In the first few months of 1944 we made reinterviews and
check-ups in order to clarify specific issues and fll -certain gaps.
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Chicago) and permitted the use of only a small sample in certain other fields
(e.g., shoe manufacturing is represented but not important). The business
spheres best represented in Chicago are meat packers ‘and processors, whole-
sale grocers, and, of course, retailers of all types. The retail trade was studied
to a greater extent than any other branch of business, not only because of its
outstanding position in Chicago but chiefly because retailers are best able to
compare the price movements of many different articles and the pricing and
selling policies of many manufacturers operating in different lines.

The fields in which interviews were made were briefly: apparel and
housefurnishings—210 manufacturers, wholesalers, and retailers; food—176
packers, processors, whalesalers, and retailers of meat and groceries, and res-
taurants ; and smaller fields—142 laundries and sellers of drugs and cosmetics,
liquor, flowers, and precious gems (the last two commodities were not subject
to price control). The total sample comprised 332 firms dealing with the ulti-
mate consumer '(retailers, restaurants, laundries) and 196 manufacturers and
wholesalers. Some of the firms were interviewed several times, and 61 firms
permitted a study of their business records. Altogether 676 interviews were
made with 528 firms.4

The enumeration of the fields studied makes it clear that we covered only
a part of the activities of the OPA. Price control of military supplies and
producer goods was excluded from the investigation because wartime secrecy
largely enveloped their production and distribution. Our studies are also
incomplete with' respect to consumer goods and services. The output of many
important durable consumer goods (e.g., automobiles, refrigerators, radios,
stoves) was discontinued or greatly restricted before our surveys were started ;
and for our purposes it was not considered promising to study the effects of
price control on the relatively small quantities of such goods that remained
available. Therefore furniture and a few lines of housefurnishings were the
only durable consumer goods surveyed (apparel lines, extensively studied by
us, are not usually considered durables). Among the great number of diverse
services we necessarily had to restrict our choice and included only laundries
and cleaners, and restaurants. Finally, the study of rent control was entirely
omitted.

Both the distinguishing features and the limitations of the study may be
summarized as follows:

a) The subject-matter: business actions under price control, and only inci-
dentally the practices of the OPA.

b) The method: detailed interviews with a small sample of businessmen,
better suited for discovering the types and motives of business adjustments
than for compiling quantitative data on prices, sales, costs, and profits.

4 Cf. Chapter III for details of the sample.
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¢} The sample: manufacturers and distributors of a few important con-
sumer goods in the Chicago area, and not all businessmen affected by price
control.

d) The period covered: April, 1942 to April, 1944, and not the entire
period of price control.

To gather material for an appraisal of price control and to aid the fight
against inflation® were not the sole purposes of this study. A relatively unde-
veloped method of research, rarely used in the field of economics, was chosen
not only because of the expectation that it would vield insight into trends
that could not otherwise be discerned but also for the purpose of studying
the potentialities of the method itself. The interviewing of businessmen as a
legitimate tool of economic research, its advantages and its shortcomings, and
the types of interviews best suited to the purpose—these are matters that
transcend the interest in price control. The material presented in this mono-
graph will illustrate the role of the interviewing method, both its possibili-
ties and its limitations, in enlarging our knowledge of economic relationships.
One distinctive feature of the findings obtained by this method concerns the
interrelation between objective changes in the business environment and the
attitudes and expectations of the businessmen. This will be discussed in
greater detail than is usual in studies of business behavior.

% Several mimeographed reports containing findings and recommendations were cir-
culated among individual experts and government agencies in the course of the study.
These reports may have given some assistance to organizations concerned with wartime
inflation.



CHAPTER 11
THE METHOD

A field study may be conducted in many ways. At one extreme is the
mailed questionnaire or the personal interview with a set of inflexible ques-
tions that restrict the respondent to answering “ves,” or “no,” or 1 don't
know” (“poll questions”) or to indicating his preference for one among sev-
eral given alternatives (“‘multiple-choice questions”). At the other is the
informal discussion of the respondent’s individual problems, without the use
of any questionnaire. During the past few years, both in market research
and in attitude studies, an intermediate technique of detailed interviews using
“open questions”! has been devcloped. Open questions are so formulated
that the respondent must express his opinion, not in terms fixed by the ques-
tionnaire but in his own words.? This last type of interview was used with
certain modifications for our surveys of businessmen: the interviewers were
given much leeway in reformulating and adapting the questions to the re-
sponse of the interviewees, and the latter were given freedom to discuss their
experiences and opinions in great detail.

In this chapter we shall describe our method of interviewing (sec. 1),
discuss the reasons for having selected that method by comparing it with
others (sec. 2), and study certain basic problems of business interviews

(sec. 3).
1. The Method Used in This Study

Before the start of every “survey” (e.g., the survey of men’s-wear retailers,
furniture manufacturers, meat packers) memoranda were prepared about the
structure of the field, its wartime trends as indicated by available statistical

1 Also called “open-ended” or “free-answer” guestions.

2 The following example illustrates the difference between the three types of
questions :

Poll question: “Are you in favor of the introduction of a national sales tax?”

Multiple-choice question: “Which of the following comes closest to your opinion:
a) We should have a national sales tax large enough so that existing taxes could be
decreased, b) We should have a national sales tax just large enough so that existing
taxes would not have to be increased. ¢} We should have no national sales tax.”

Open question: “What do you think of a national sales tax?”

6
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data, and the price regulations applied to it. These memoranda served for the
preparation of the questionmaire (a different one for each survey) dnd the
selection of thé sample (see Chap. IIT). Both memoranda and questionnaire
were studied by the interviewers, so that they might talk with the business-
men as well-informed observers rather than mere interrogators, Preliminary
forms of the questionnaire were tried out in a few interviews before the final
form was adopted, and new interviewers were trained in its use by hziving
them accompany more experienced ones before starting out on their own.?
Staff meectings were held during the surveys to the end of having the inter-
viewers relate their experiences and difficulties, and of devising ways of im-
proving the interviewing procedure.

The surveys began with the mailing of letters to the selected firms, in
which-the purposes of the study were explained and the fact was stressed
that the committee was independent of government agencies and that it would
not reveal any information relating to individual business concerns. Appoint-
ments were subsequently made over the telephone. Interviewers took the
questionnaire with them, but did not give it to the businessmen nor use it as a
rigid scheme for asking questions. Its purpose was to serve as 2 memory aid
to the interviewer and as a frame for the tabulation of the answers. ‘

The gquestionnaires were divided into several sections, each of which con-
cerned a broad problem confronting the businessman.t* Some of the topics
covered in different sections were “Relations to Suppliers,” “Relations to
Competitors,” “Customers’ Habits,” “Changes in Buying and Selling Prices,”"
“Changes in Assortment,” “Expectations.”? The introductory question of each
section was formulated in very general terms so as to induce the respondent to
talk spontaneously about whatever he considered significant with respect to
the problem. In studying “Relations to Suppliers,” for example, the apening
question was: “Would you say that your relation to your suppliers had
changed in any way in the course of the past year?”

The questionnaires also contained many specific questions relating to each
problem, The answers to some of these were derived from the businessman’s
spontaneous discussion and were recorded by the interviewer in the spaces

3 The interviewers were graduate students of the University of Chicago and a few
full-time research workers. In view of the labor shortage it was fortunate that several
graduate students preferred this work to other, better-paid jobs because of its close
connection with their studies and because the time spent in interviewing could be adjusted
to university schedules. The interviewers participated in the preparation of the mem-
oranda and the guestionnaires and in the evaluation of their results.

4 The general form of the questionnaires and the manner of their use were en-
visaged at the very outset of our study, but it took some time and experimentation before
the stage described in this section was reached.

5 Parts of several questionnaires are reproduced in Appendix I,
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provided in the questionnaires. To elicit answers to what remained unan-
swered, the interviewer interjected such questions as “How,” “When,” or
“Why,” tried to direct the conversation (e.g., by interrupting with, “We are
very much interested in this aspect of the problem you just mentioned”),
sought detailed descriptions of specific business experiences to illustrate gen-
erafizations, or, as a last resort, asked the specific questions, Most of these
questions were open-ended (e.g., “What were the effects of that regula-
tion?”), and a few were in the form of poll questions (e.g., “Would you
favor replacing the GMPR with some other type of regulation?). The
interviewer noted in each case which questions were answered spontanecusly
and which had to be asked directly.

The general approach toward “delicate questions,” such as violations of
regulations or practices circumventing their effectiveness, consisted in raising
the problem from the point of view of suppliers and competitors. After hav-
ing obtained the respondent’s general opinion about the hehavior of other
businessmen, the interviewers attempted to find out the details of their actual
practices and then could often turn the discussion to the actions of the respon-
dent himself. Delicate questions as well as inquiries about specific business
data were postponed until after rapport had been successfully established
with the respondent. ‘

As has been indicated, one major characteristic of the method used in this study
was the relatively wide freedom granted the interviewer. To begin with, he was free
ta change the order of the sections and the order of the questions within each section.
In discussing a problem the respondent would often bring up 2 new topic. The inter-
viewer would thett proceed to ask all the other questions related to that topic.

Again, the interviewer was free t¢ omit certain questions. Since we were interested
in a great many problems, the interviewer had to judge whether he would be asllowed
time to dsk all the questions about each problem, and, if not, he had to drop certain
ones as the interview proceeded. The questionnaires aided him in this task by indi-
cating which questions could and which could not be omitted.

Finally, the interviewer was free to reformulate questions if the businessman did
fiot seem to understand their full implications or if asking them in the predetermined
form would, in the interviewer’s opinion, have had an unfavorable effect on the
cooperation of the respondent. In some instances the questfonnaire itself contained
several formulations of the same question, any or all of which the interviewer was
free to use at his discretion. Several questions were repeated in different sections in
different forms (e. g, the question about changes in margins was raised in discussing
OPA regulations and again much later in discussing the trend. of profits). The intet-
viewer could choose when to ask the question but, if possible, asked it.in both places,
as a check on the information received.

Occasionally the businessman asked questions. The interviewer then answered with-
out taking sides in any controversy. This helped to establish the desired rapport. In
some cases a “discussion” between respondent and interviewer appeared a suitable method
of eliciting more detatled information. Usually, however, the function of the inter-
viewer was to e an intelligett listener and not a speaker.
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Interviewers were instructed to make very complete notes without putting down the
answers verbatim, except in cases of especially significant information or characteristic
utterances. While in some instances it was possible and even desirable to say, “May I
interrupt you for a moment to make complete notes of this very interesting observation,”
in others it was found advantageous to put aside all papers and pencil and seem to be
iistening “off the record,” as for example, when respondents would preface their remarks
with, “I'll tell you confidentially how this is done” Sometimes relevant information
was obtained after the forma) interview was finished and the respondent accompanied
the interviewer to the door. Immediately after leaving the businessman, often in the
nearest drug store, the interviewers would write down the information about which they
had made no notes and amplify from memory the notes already taken. At the same
time, they filled out the first page of the questionmaire which asked for a detailed
description of the Arm and the respondent (his attitude toward price conirol, his
familiarity with the regulations, his attitude toward our .study, reasons for failure to
obtain full information about certain problems, etc.). The length of the questionnaires
varied from survey to survey. Some consisted of 150 questions in 14 sections, others
of only 60 questions in 5 sections, Still greater were the variations in the length of
the interviews—from 45 minutes to 6 hours (the longest ones required more than one
visit to complete), The average time of all interviews was 1 hour and 41 minutes,
In the main fields of the investigation—{ood, apparel, and housefurnishings-—the average
time was 1 hour and 50 minutes; both questionnaires and interviews were much shorter
in the smaller fields where we inquired only about a few problems (average time 1 hour
* and 11 minutes). On those frequent occasions when the respondent’s patience or time
appeared to have been exhausted, or when the interview had to be interrupted for some
reason, the interviewer asked for another appointment at a later date or, in large firms,
requested permission to see lesser executives as experts on certain problems,

Alf telephone calls for appointments and practically all initial appointments were
made with the head of the firm. Very often this person would call in cne or several
of his associates to participate in the interview or would make arrangements for the
interviewer to speak to them. Interviewing the comptroller, a division manager, or a
buyer of a large firm with whom the appointment was arranged by the president of the
firm proved to be most fruitful, especially if that interview could be made a day or two
later. Then the interviewer had time to arranpe his notes, and he and the research
staff could prepare new questions on the basis of the information already received.

At the beginning of our investigations inquiries about business data
(prices, sales, margins, profits) were made only in terms of approximate
percentage changes. It was found, however, that some respondents were
willing to go into great detail in discussing the problems in which we were
interested, to be interviewed more than once, and even to permit us to study
their actual business records. This experience led us to conduct a second
type of interview, which we shall call case studies, with a limited number of
firms who gave us their full cooperation. In these case studies businessmen
furnished exact and reliable quantitative data and analyzed .those data to-
gether with our interviewers. The intensive study of business data during
personal interviews was found to have great advantages over having respon-
dents fill in guestionnaires. For example, in discussing the significance of
certain increases or decreases in sales, expenses, profits, etc., we often found
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that they were the result of opening or closing outlets, of marking down
inventories to establish reserves, or even of changes in the system of book-
keeping, Sometimes such findings would completely change the first impres-
sion conveyed by the figures.®

2. Comparison of Different Methods of Interviewing

The method of interviewing just described has decided drawbacks. They
derive primarily from the fact that it is particularly difficuit to handle. Tt
makes greater claims than most other methods upon the respondents, the
interviewers, and the staff evaluating the interviews.

a) The respondents. The length of the interviews made it impossille to
collect information from any but cooperative businessmen. Even when re-
spondents were willing to devote sufficient time to ouir study, the method
could be applied successfully only if they did not lose patience with the
detailed and specific manner in which each problem was studied.

b} The interviewers. The very freedom they were allowed increased the
burden placed upon them. They had to note the answers received, keep
track of questions left unanswered, and guide the discussion or devise new
approaches so as to elicit answers to those questions. The interviewers’ free-
dom also increased the danger that their bias might influence the findings.
Therefore both the selection and training of interviewers had to be more
careful and time-consuming than in most other methods of interviewing.?

¢) The evaluation of the interviews. The reports turned in by the inter-
viewers were very lengthy—in some cases over twenty typewritten pages;
and the answers to certain questions were often found in two or more dif-
ferent places. Yet this constituted the least of the difficulties. Much more
troublesome was the fact that no two interviews in the same survey were
exactly comparable. Since certain questions were omitted by the nterviewers
and others left unanswered by the respondents, the size of the sample con-
cerning specific problems differed, and was smaller than the total sample.
Moreover, the type of answer given to the same question differed from
interview to interview, For example, an inguiry into the trend of sales
resulted in such diverse responses as: permission to copy monthly state-
ments broken down by departments; comparative percentage changes quoted
by the businessmen; and, in the least satisfactory instances, vague general-

8 The “case study” stage of interviewing was not reached until the summer of 1943.
For number of reinterviews and case studies, see Chapter IIL

7 As an added precaution to prevent personal biases from coloring the results,
different members of the staff were assigned to interview different firms in the same
field, and, wherever possible, reinterviews with the same firm were made by different
interviewers.
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izations, such as, “Sales are somewhat higher this year than last year.”
Often the same businessman would answer some questions very exactly and
others very vaguely. Different businessmen laid stress on different prob-
lems, so that interviews varied greatly in the amount of detail provided in
each section.

If we add to these divergences the faet that answers given in the re-
spondents’” own words cannot be coded as easily as “yes” or “no” or “multi-
ple-choice” responses, it can readily be understood that the tabulation of
the fndings required great effort and much time. Yet many recent studies
have shown that it is possible to establish meaningful categories for free
responses, and three- or five-point scales for the intensity of opinions and
attitudes (e.g., strongly approve, approve, doubtful, disapprove, strongly dis-
approve). Since some of these categories are on a continuous scale, this pro-
cedure implies a certain amount of subjective choice in the classification of
borderline responses. And the categories, not only of types of opinion but
in this study primarily of types of action and alleged causes of action, are
usually not exclusive. Thus one respondent may have reported the adoption
of more than one type of action or given more than one explanation for his
action. Consequently, the frequencies of an answer often exceed the size of
the sample. To clarify the meaning of certain categories established and to
indicate the variations in the material, our tables must frequently be supple-
mented by verbatim quotations from interviews. In cases where a classifica-
tion of responses was not indicated or not possible, the results are presented
solely through quotations or descriptions of individual actions and explana-
tions, ‘

It must be pointed out that the three difficulties just described are but
difficulties of degree as compared to other methods of interviewing. Even
public opinion polls, which use the least flexible interviewing techniques,
require a cerfain amount of cooperation by the respondents; even they pre-
sent difficult tasks to the interviewers® and can be affected by the inter-
viewers’ bias. And in all methods the coding and tabulation of responses
require great ingenuity and are to some extent subjective.

Our decision to restrict the use of direct questions and, in general, to
seek free responses to flexible questions within the framework of a ques-
tionnaire was determined by the nature of our respondents and the topic
and objective of our study. Our respondents, although different as to the
size and character of their firms, were all businessmen, whereas the respon-
dents of polling agencies belong to such widely different groups as farmers

8 Public opinion poll interviewers are usually required not only to interview but
also to select respondents according to sex, age, economic status, ete,, and are frequently
frustrated by refusals to be interviewed. Qur interviewers were in an advantageous
position in this respect, since their appointments were arranged in advance.
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and workers, educated and uneducated persons. We were therefore less
concerned than the polling agencies with differences in the behavior or opin-
ion of one population group as compared to another. Furthermore, we in-
quired about the daily actions of the respondents rather than about problems
to which they might never have given any thought (eg., about attitudes
toward an international police ferce). Finally, we were less interested in
determining the frequencies of contradictory opinions or actions (e.g., how
many manufacturers or retailers were for or against price control or how
many were or were not complying with price regulations} than in imder-
standing the opinions or actions themselves and the reasons why the respon-
dents adopted or practiced them.

To achieve such an understanding we had to guard ourselves, to a much
greater extent than is possible with poll and multiple-choice gquestions, against
four basic pitfalls:

a} Suggestive influence. The problem of how to formulate questions so
that they will not be suggestive has been given much study by psycholo-
gists and polling agencies and has been largely solved. Yet asking any ques-
tion at all may exert some suggestive influence, especially if the question
refers to something the respondent should have done (e.g., whether or not
he had studied the price regulations or whether he had complied with them),
or to the accepted practice or opinion of the respondent’s group (eg.,
whether he had abstained {rom hoarding or whether he was in favor of a
regulation that had been proposed by his trade association). Therefore we

.endeavored to obtain as much information as possible through spontaneous
discussions by the respondents and to derive the formulation of new ques-
tions from the respondents’ own words,

b) Ad hoc answers. Some critics of public opinion polls have maintained
that the responses obtaingd are often perfunctory, the respondents’ opinions
having been formed at the time of the questioning. This would be a serious
fault even if poll findings were always reported in the form of stating that
so and so many respondents said they believed this or that to be true, be-
cause views that are held only superficially have negligible influence on ac-
tions and either change or can be changed much more easily than convic-
tions reached after deliberation. In inquiring into the reasons for the actions
and opinions of the respondents, we were able, in most instances, to guard
against such answers by not suggesting any of the possibilities and by not
asking directly which reasons the respondents considered more or less impor-
tant. We preferred to rely on the degree of emphasis spontaneously placed
on one or the other argument. This procedure involved the risk of the re-
spondents’ forgetting to mention something they really believed, but this was
considered the lesser of the two dangers.
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¢) Conventional or general answers. Some respondents tended to repeat
what they had read in newspapers, trade bulletins, etc., or to answer in
terms of their political attitudes or opinions rather than to describe their
own experiences. It was found in our study that long-standing political
affiliations and daily reading matter did not necessarily influence the busi-
nessman’s actual business practices (cf. XVII, 3). Therefore, in studying
the motives behind the businessmen’s decisions, we sought to probe beyond
opinions derived from publications and political affiliations. Such depth
studies can be made only in very detailed interviews, if at all.

d) Answers of questionable meaning. From the psychological principle
that the meaning of a word is determined by the sentence and the meaning
of a sentence or thought by its context,® it follows that the same question
may mean different things to different respondents, and the same brief and
specific answer given by different respondents may have different meanings.
Polling agencies are aware of the danger arising from the ambiguity of cer-
tain terms. Advocates of open questions point to two further dangers of
multiple-choice questions: first, the respondents may believe that all impor-
tant possibilities are enumerated (even if the list ends with “other reasons”),
and, second, they may take the answers formulated in the gquestionnaire to
mean what they have in mind without any qualifications.*® To avoid being
misunderstood our interviewers were instructed to formulate the open ques-
tions, wherever possible, in the words used by the respondents themselves. In
evaluating the answers we studied the context in which they were given and
their relation to the entire interview.

Thus far we have compared our method of interviewing with less flex-
ible methods and not with informal discussions using no questionnaires at
all. Madge and Harrisson have advocated that questioning be replaced by the
observation of behavior (including verbal behavior), because people often
do not know what they think or will not tell strangers what they think or
what they do.!! In many sociological, psychological, and psychiatric investi-
gations of the behavior and traits of individuals and groups, questions were
used, not to elicit such information as was considered in advance to be
desirable, but primarily to become better acquainted with the subjects. In
our studies of business behavior we could not adopt such informal tech-

% Understanding does not consist of mere familiarity with the given material, but is
a matter of organizing it within its proper framework, Cf. G. Katona, Organizing and
Memorizing, New York, 1940, and “The Role of the Frame of Reference in War and
Post-War Economy,” American Journal of Sociology, Vol. 49, January, 1944, p. 343.

10 Multiple-choice questions have been called “cafeteria” questions because one's
choice is greatly restricted.

11 Charles Madge and Tom Harrisson, Mass Observation, London, 1937, and Britain
by Mass Cbservation, London, 1939,
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niques and had to use questionnaires because our purposes required that
individual interviews be as comparable as possible, and because we were
not mere “observers” but were guided by definite hypotheses for which we
sought supporting or contradictory evidence. Yet our method did frequently
approach the informal type of interviewing. In our case studies, for exam-
ple, many questions were asked that were not prepared in advance but that
arose while the interviewer studied business records together with the re-
spondent. And in regular interviews we allowed respondents as much freedom
as possible in deciding what aspects of the problems they wanted to talk
about, so that we might become acquainted with their problems-and their
ways of thinking.

Note: On the development of interviewing methods

The best-known fields of interviewing arc (2) public opinion polls, as conducted
by the American Iunstitute of Public Opinion (the Gallup Poll), Fortune magazine
(Elmo Roper), the National Opinion Research Center at the University of Denver, and
the Office of Public Opinion Research of Princeton University; and (b) market research,
developed by several commercial agencies and divisions of large firms with the primary
aim of ascertaining consumer reactions.12 In both fields the guestions are primarily
of the poll and multiple-choice type, occasionally supplemented by a few open questions,
Detailed interviews that would draw heavily on the time and patience of the respondents
are rarely used. '

Students of soctal psychology have developed what has been called “attitudinal” in
contrast to “factual” research.13 During the past few years much research of this kind
has been done hy government agencies. Surveys made by the Department of Agriculture
and the Office of War Information are closely related to our study®both in subject
matter and in methods.14 Of their work, however, very little has been published be-

12 The literature in both fields is extensive. The following books published recently,
however, cover most of the interviewing problems involved: Hadley Cantril, Gaunging
Public Opinton, Princetott, 1944, deals primarily with methods of polling; George Gallup,
A Guide to Public Opinion Polls, Princeton, 1944, with the most controversial problems
of his method; J. S. Bruner, Mandate from the People, New York, 1944, with the
results of various polls; and A. B. Blankenship, Constmer and Opinion Research, New
York, 1043, with methods of market research. The volumes of the Public Opinion
Quarterly contain a complete record of public opinion poll questions and answers,
including a few referring to price control and rationing.

13 Cf. Gardner Murphy and Rensis Likert, Public Opinion and the Individucl, New
York, 1938.

14 The methods used by the Division of Program Surveys of the Bureau of Agri-
cultural Economics under Rensis Likert are briefly described in H. E. Skott, “Attitude
Research in the Department of Agriculture,” Public Opinion- Quarterly, Vol. 7, 1943,
pp. 280 fi.; the work conducted by the Surveys Division of the Office of War Informa-
tion, largely through the National Opinion Research Center, is referred to in A. Barth,
“The Office of War Information, Bureau of Intelligence,” ibid., pp. 66 ff, The OW]
has made consumer surveys for the QOPA ; and the Bureau of the Census, for the Office
of Civilian Requirements. The Office of Radio Research of Celumbia University under
P. F. Lazarsfeld has also greatly coniributed to the development of detailed interviews.
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cause of the secrecy connected even with remote aspects of the war effort. It will be
possible to view our findings from a new perspective when their information on con-
sumer reactions to and consumer opinions about price control and rationing is made
public. As to methods, the author of this monograph is greatly indebted to these two
agencies, for without some knowledge of their methods he could not have devised
the procedures here described. Both of these agencies experimented with detailed inter-
views and applied the method of free answers on a large scale. The expression “attitude
research” as contrasted with “factual research” does not do justice to their work, be-
cause attitudes are also facts, and their inguiries into attitudes often revealed significant
information about actions,

In a recent article, P. F. Lazarsfeld15 describes six main functions of the open-
ended interviewing technique. These are (1) “clarifying the meaning of a respondent’s
answer,” (2) “singling out the decisive aspects of an opinion,” (3) finding out “what
has influenced an opinion” (or action), (4) “determining complex attitude patterns,”
(5) arriving at “motivational interpretations,” and (6) “clarifying statistical relationships.”
Lazarsfeld maintains that with regard to four of the six functions there are alternatives
10 open questions, The first two may be- fulfilled by improved polling methods, and the
fourth and fifth by complex psychological methods. But only detailed free response
interviews can succeed in finding out what has influenced an opinion or action, and in
clarifying statistical relationships ({unctions 3 and 6). Lazarsfeld also finds that the
two major drawbacks of detailed interviews are that they are difficult to compare and

require reliance on small samples. Our findings as to the advantages and disadvantages
of open gquestions are in close agreement with his analysis.

3. Basic Problems of Business Interviewing

The success of our study was dependent upon the cooperation of the
respondents. In view of the frequent assertions that businessmen were tired
of answering questionnaires for government agencies, doubts arose as to
whether we should be favorably received. Actual experience quickly dissi-
pated these doubts. Probably it was the prestige of the University of Chi-
cago among Chicago businessmen that made most of them willing to arrange
appointments for interviews. But it was the method used that enabled the
interviewers to make great demands on the time and patience of the respon-
dents. Businessmen became interested in our survey and decided to contrib-
ute to it when they were told that we wanted them not to fill out question-
naires but to give us the benefit of their experience. From the presidents of
large concerns with world-wide reputation to the owners of small stores,
respondents wanted to make known their experiences, relate their views and
recommendations, and ait their complaints and grievances. The genuine inter-
est in the problem covered and the desire to supply full evidence in support
of their ideas led some businessmen to invite our interviewers to return for

15 P, F. Lazarsfeld, “The Controversy over Detailed Interviews—an Offer for Nego-
tiation,” Public Opinion Quarterly, Vol. 8, 1944, pp. 38 ff.
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lengthy reinterviews, or to arrange appointments with business friends whose
experiences might be helpful in our study.1®

On which type of problem did we obtain the most and on which the least
satisfactory information? We started with grave doubt of our ability to
obtain confidential business data or information on “delicate” matters. Actu-
ally it turned out that, although answers were often given in vague terms,
outright refusals to answer on the ground of business secrecy were rare.
Some merchants, indeed, when asked about business trends, would call in
an assaciate to check the correctness of their answers and even insist upon
showing graphs or ledgers containing exact data. Such delicate matters as
the violation of regulations were appreached, as mentioned before, from the
angle of suppliers’ and competitors’ practices. Yet we did obtain informa-
tion that implicated the respondents themselves, primarily because of their
eagerness to “justify” their illegal actions (cf. VI, 3).

It proved much easier to obtain information about problems that engaged
the interest of the merchants at the time of the interview than about their.
past problems. Most businessmen evidenced only slight historical interest,
since the most recent developments monopolized their attention. Thus, for
example, it proved difficult in the winter of 1942-43 to ascertain the immedi-
ate effect of the GMPR issued inm April, 1942. Statements about past trends
often turned out to be inaccurate. We were told in several cases, for in-
stance, that current markups were much lower than those of the previous
year, whereas a later check of records revealed that the markups were higher,
although they had been declining in the period immediately preceding the
interview.

1f a problem had arisen shortly before the interview we obtained much
‘information about it, but often not of the kind we sought. For example, when
merchants were interviewed a few days after the issuance of a regulation
they could report only on their opinion of it and not on their experience
with it, and frequently their evaluations changed as they gathered more
actual experience, Furthermore, the respondents’ preoccupation with the new
regulation often made it difficult for us to find out how the preceding
one had worked. Since regulations as well as many other underlying condi-
tions of business activity—the rate of supply of and demgnd for certain
goods, expectations as to the course and length of the war, etc.—constantly

16 Of caurse, we had our share of failures, too (see Chap. III for their number),
We do not know why some requests for appointments were refused. Lack of time
was the reason most frequently given by respondents who granted interviews but ter-
minated them so quickly that they were of little or mo use. Some few interviews
appeared to have been cut short becanse the respondent was aware of his lack of in-
formation about the price regulations, because his business was financially unsuccessful,
or perhaps because he had violated the regulations and mistrusted our study.
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changed in 1942 and 1943, the timing of the various surveys constituted a
difficult problem. Often it could not be solved satisfactorily, because in view
ol our limited resources a carefully prepared survey could not be postponed
and a new one started at short notice when the moment seemed favorable.

Among the problems of interest to the respondents at the time of the
interview the least satisfactory information was received on issues that were
then b.eing publicly and hotly debated. When, for example, toward the end
of 1943 the OPA was negotiating with business representatives about aban-
doning the GMPR for the retail trade, we were frequently told in discuss-
ing that problem: “You can read all about it in newspapers and trade jour-
nals.” Businessmen in general were reluctant to contradict the opinion pub-
licized as that of their trade association or of the majority of firms or of
the leading firms in their line. They were less anxious to take sides in
publicly debated issues than to bring to the surface important yet neglected
issues.!™ Many respondents were more interested in discussing questions of
“why” than questions of “what,” often because of their belief that govern-
ment agencies and the public in general knew too little about why businessmen
acted as they did.

One check upon the reliability of the answers received was provided by
comparing the reports made by several businessmen in the same field. An-
other more important check consisted in the substantiation of an opinion by
concrete illustrations (e.g., detailed descriptions of specific experiences or
excerpts from correspondence, for instance, from letters complaining about
the quality of merchandise received). Furthermore we were able to verify
information received about retailers” business practices by interviewing some
of their suppliers and vice versa. As to data on business trends, our case
studies furnished exact figures from approximately 10 per cent of the firms
interviewed. Information received in vaguer terms (e.g., “Our margin has
been declining for the past year” or “Sales have increased about 15 per
cent”) was appraised in the light of the records supplied in case studies,
and its reliability and usefulness thereby greatly enhanced.

Such quantitative data as the frequency of opinions (e.g., meat dealers’
opinions about the extent of price control violations) or estimates of the

17 H. Cantril states that the major advantage of free-answer interviews over polls
is to record opinion not well catalogued, whereas there is little advantage in them when
an issue has become fairly clear (op. cit.,, p. 10), Similarly G. Gallup states that open
questions are particularly useful “in the early stages of the discussion of a public
problem, before opinion has become crystallized or channeled” (op. cit., p. 4). OQur
comparative failure with publicly debated issues and success with neglected problems
seems to confirm this opinion. On the other hand, the fact that we found open questions

particularly rewarding with respect to such “clear” issues as actual business experiences
seems to contradict it.
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extent of quality deterioration, changes in retail markdowns, increases in
flower prices, etc., are not meant as exact measurements of the trends con-
cerned but merely as indications of their probable magnitude. While such
data must be used with great caution, they were compiled and presented
because practically no statistical information is available about the important
issues involved. In summarizing our experience with detailed interviews of
a small sample of businessmen (Chap, XXIII}, we shall show that the most
important function of such studies is to probe into the motives underlying
.economic decisions and behavior. Yet an understanding of the factors re-
sponsible for different types of business actions may shed light on the extent
and frequency of their adoption. Not only are business facts and attitudes,
questions of what and of why, inseparable, but the study of the latter repre-
sents one way, sometimes the best way, to find out about the former.
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Tue SaMPLE

In selecting the firms to be interviewed, a separate sample had to be
prepared for each survey, that is, one for women’s-wear retailers, one for
produce wholesalers, one for laundries, etc. The size of each sample was
limited by our resources, by the fact that detailed interviewing consumes a

" great deal of time, and by the necessity of completing each survey as quickly
as possible so that the time element should not affect the comparability of
the results. Yet within each field there were wide differences among firms
as to their size, price range, and location, which necessitated stratified
sampling.

Before embarking on a survey, we consulted two or three experts, such
as officials of trade associations or large suppliers or buyers in the respective
field, and with their help tried to divide the firms, as listed in trade direc-
tories, into several groups. We inquired as to which- were the “leading”
firms, which were “unrepresentative,” and which of the remaining ones were
“small.”

The first task was simple, since most experts agreed about which firms
were the trade leaders in Chicago; in some lines there were only two or
three ; in others, for instance among department stores, many more. All such
firms were included in our samples.

A firm was called unrepresentative if it had converted to war produc-
tion {entirely or largely), or produced or distributed certain special articles
not typical for the entire business line, or had only recently entered the
field, or, in a few instances, if it was said to be untrustworthy. Such firms
were excluded from our samples.

The remaining firms were broken down into “medium-sized” and “small,”
although these categories were not defined exactly, since a given sales vol-
ume may be small for one line but large for another. We relied in this
respect on the subjective judgment of our experts which we checked with
the respondents themselves. From both medium-sized and small firms a cer-
tain number was selected at random. In the case of retailers the random
selection was made separately for centrally located and for outlying stores.

The total number of firms to be interviewed was not determined in ad-
vance, We started out by preparing a fairly extensive list of firms in each

19



20 Price CoNTROL AND BuUsINEss

field and decided in the course of the survey whether to interview all or
only some of them. Those surveys were terminated relatively soon in which
all interviews yielded rather uniform information or in which the informa-
tiont obtained was not relevant to the major problems of price control. In
other surveys, which did supply amswers to relevant questions or did
show interesting discrepancies in the findings, the entire list was used. In a
few instances in which the findings disclosed problems not previously envis-
aged, the list was even changed in the course of the survey (e.g., the meat
survey was enlarged to include more nonprocessing slaughterers and non-
slanghtering processors when it was found that their problems differed from
those of other branches of that industry).

About 9 per cent of the firms originally selected refused to be inter-
viewed, and about 5 per cent of the interviews made were -discarded—and
are not included m our samplé—either ‘because the respondents failed to
give any relevant information or because they broke off the interviews.
before certain important questions could be raised. These firms were replaced
by others and their omission hardly affects the. representativeness of the
sample, except that it may possibly increase the propertion of those firms

that declared that they complied fully with the regulations (since noncom-
pliance may have been one reason for refusing to make appomtments or
for abruptly terminating interviews).

The findings in this monograph are based on interviews with 528 ﬁrms
(Table 1). They are divided into three major groups; apparel and house-
furnishings, food, and “smaller fields,” including drugs, liquor, laundries,
cleaners, flowers, jewelry, and paper. The Appendix to this chapter presents
a detailed account of the sample, subdivided both according to the kind of
business of the respondents and according to the surveys of commeodity
lines. In several interviews two or more questionnaires, each referring to. a
different group of contmodities, were used; department .stores especially
were interviewed about several different articles of apparel and housefur-
nishings, and grocers about both groceries and meat.

Case studies were conducted with 61 firms, each of which -was inter-
viewed at least twice, some three or four times, in the course of 1943 and
1944. A total of 158 interviews was made with these firms, each interview
being ‘'more extensive than the regular ones. Some of the firms with which
case studies could not be made were also interviewed twice, so that the
total number of interviews was 676.

As the result of the principles of sampling applied, large firms were rep-
resented to a. greater extent than would be warranted by their proportiona
rimmber among all firms in each field. This was intentional, because pric
control is considered in this study primarily from the viewpoint of its effects
Full compliance with the price regulations by one large retail firm witl
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TABLE 1

THE SaMpLE*

Total Number| Number of |Total Number
Kind of Business of Firms | Case Studies}| of Interviewsi
A.pparel and housefurnishings
Retailers 122 22 176
Wholesalers ooooooeoe e~ 1 21 2 25
Manufacturers oo 67 10 86
Total —ceome e - - 210 34 287
Food
Retailers - - 60 8 79
Wholesalers and processors——.--.-. 81 14 114
Restaurants 35 2 4
Total o 176 24 234
Smaller Surveys —mo——— oo 142 3 155
Tatal sample ] 528 61 676

* Sece Appendix IT for further detzils.
T Included in total number of firms.
1 Includes reinterviews and case study interviews.

annual sales of $! million may be considered as important as evasions by
33 small firms with annual sales of $30,000 each. However, in order to
gather information about the special problems of small firms and to com-
pare the impact of the regulations on large and small ones, more small firms
were interviewed than would have been justified by their sales alone. The
smallest firms (for example, retail stores with a single or no employee)
could be interviewed only in-exceptional instances because of lack of time
or interest on the part of their owners.!

The preponderance of large firms in our sample is even greater if the
number of interviews rather than the number of firms is considered. Al-
though a few small and medium-sized ones did give us their whole-hearted
cooperation,? large ones could generally best afford to devote the time and
effort needed for case studies. About one-half of our 61 case studies were
conducted with “trade leaders” in the respective fields. Therefore, with re-

1 Cf. Appendix II about the fields in which small firms were best represented.

2 The owner of onre small grocery store, for example, invited our interviewer to
return when the auditor made his monthly visit, so that auditor and interviewer might
together go over the monthly data on sales and margins of different products.
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spect to such quantitative data as the trend of sales, profits, margins, mark-
downs, eic., and the differences in the price movements of different com-
modities, the share of relatively large firms as our source of information is
greater than could be desired. Fortunately, this is not true with respect to
information about the pricing practices and reasons for their adoption; even
the smallest firms with no time to consult records {or sometimes even with
no records to consult) could explain what they had done and why.



CHAPTER 1V
Historical BACKGROUND

The historical perspective for the study of the impact of price control
on business can be supplied by a brief outline of the major economic devel-
opments between 1939 and 1944, For five years , beginning with the outbreak
of the war in Europe, the American national product rose continuously. Its
mnprecedented increase was due mainly to war expenditures, which rose
from less than $3 billion in 1940 to $81 billion in 1943 (calendar years). At
the same time the total goods and services available for civilian consump-
tion likewise increased in dollar value and many of them, according to all
indications, also in quantity.?

Primarily because of a substantial increase in the number of persons
gainfully employed, in the number of hours they worked, and in the rate of
their compensation, the total income payments received by individuals ad-
vanced from $76 billion in 1940 to $142 billion in 1943. As shown in Figure
1 personal taxes did not cut consumers’ disposable incomes to any great
extent until 1943, but consumers chose to save a considerable and steadily
increasing portion of their incomes during each of the war years. During
those same years they increased only slightly their expenditures for services
and durable goods, many of which became unavailable, while they increased
considerably those for nondurables, especially food and apparel.?

That the excess of consumer incomes over available civilian supplies
might cause considerable pr1ce increases was recognized at an early stage of
our rearmament effort, and in April, 1941 the “Office of Price. Administra-
tion and Civilian Supply” was established (later transformed into the OPA).
Yet until the end of 1941 the prices of only a few commodities, primarily

1 Because of- the substantial changes in the composition and quality of the goods
available for consumption, the usual method of calculating physical volume by deflating
dollar expenditures according to the rise shown in the corresponding price index cannct
be considered reliable. However, in the light of these calculations and occasional data
on the number of units produced and sold, it is probable that the physical volume of
civilian consumption rose from 1939 to 1941, and after 1941 declined very little, if at all.

2 Sales of food stores and of eating and drinking places rose from $14.8 billion 1n
1940 to $25.0 billion in 1943; sales of apparel and general merchandise, from $10.2 billion
in 1940 to $16.2 billion in 1943,
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durable goods, were controlled at the wholesale level® and none at the retail
level. In January, 1942 after lengthy deliberations the Emergency Price Con-
trol Act was passed by Congress, and on April 28, 1942 the General Maxi-
mum Price Regulation (GMPR) was issued. By this regulation the prices
of goods sold by manufacturers, wholesalers; and retailérs were frozen at
their highest levels of the month of March, 1942, with certain exceptions

BILLIONS OF
-~ DOLLARS
200
150~
PERSONAL TAXES
I~ 3
SAVINGS OF INDIVIDUALS
100
3
|
- l, EXPENDITURES FOR -
SERVICES AND DURABLES
-
= J
]
B EXPENDITURES FOR
- NONDURABLES
| 1 ! L 1 1
1939 1940 1941 1942 1943 1944

Figure 1. WarrtiME INCrREASES IN PropuctioN, INcoME, aND EXPENDITURES

Source: Swurvey of Curvent Business. 1939, 1940—Annual figures; 1941-44—Semi-
annual figures, seasonally adjusted annual rates,
The difference between gross national product and total consumer expenditures is

accounted for by government expenditures and private gross capital formation (insig-
nificant after 1941},

3 Roughly one-third of the estimated value of the commadities included in the BLS
wholesale index (Monthly Labor Review, Vol. 58, February, 1944, p, 244),
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among which the wholesale and retail prices of many food products were
the most important. (The GMPR did not apply to agricultural products at
the farm level.) Rent control began in the summer of 1942, In October, 1942
Congress passed the Stabilization Act which sought to bring farm prices and
wages under more effective control. Finally, in April, 1943, the President
issued the Hold-the-Line Order directing that price and ‘wage levels be uni-
versally stabilized and rigidly held. From October, 1942 to July, 1943 many
price regulations were -amplified and revised—the original “freeze” being
supplanted for certain articles first by margin formulas and later by doliar-
and-cent maximum prices<—and price control was extended to practically all
food products at the wholcsale and retail levels. Of farm prices only 20 per
cent were controlled at the end of 1942, 75 per cent at the end of 1943.4

The price regulations issued by the OPA may be classified as follows:
base-date ceilings (or price freeze) prohibiting individual sellers from rais-
ing their prices above those quoted in a certain base peried; formula ceil-
ings fixing the maximum margins that sellers,are permitted to add to ‘their
costs or buying prices; dollar-and-cent ceilings fixing the same absolute
limit for many different sellers of the same commodity.?

: Rationing began in 1942 for certain durable goods, gasoline, and sugar,
and was extended in the first quarter of 1943 to many further important
consumer goods (meat, canned goods, shoes, etc.). Subsidies were first used
to assist price control in June, 1943; in October, 1943 they were paid at an
annual rate of $1,143 million. Of this total over $400 million were spent on
commodities purchased by the government and a similar amount served to
lower meat prices, In the second half of 1943 and the first half of 1944 the
OPA was less concerned with issuing new price regulations or revising old
ones than with streamlining and decentralizing its -organization, improving
its relations with business groups, and, primarily, enforcing its regulations
(by intensifying campaigns against violators and establishing more than
5,000 Local Board Price Panels to check on compliance). The Price Control
Act was extended on June 30, 1944 for one year without altering substan-

tially the powers of the OPA but necessitating certain changes in its regula-
tions and procedures.®

4 These percentages are calculated by the BLS according to the weight of the various
farm products in its index. ILive-cattle prices are considered as controlled at the end of
1943 although the control was effected by subsidies rather than by ceiling prices (ibid.,
p. 251).

5 The merits and drawbacks of each type of ceiling will be discussed in Chapter XII.

6 The following literature may serve to supplement our brief history of OPA:

Quarterly Reporis of the OPA to Congress, U. S. Government Printing Office,
‘Washington, 1942 and 1943.

W. W. Rostow, “Price. Control and Rationing,” American Economic Review, Vol. 32,
1942, pp. 486 fI.



26 Price CoxTrOL AND BuUsINESS

Both wholesale and retail commodity prices rose most sharply in the
year 1941, somewhat less in 1942, and much less in 1943, according to the
indexes of the BLS. The movements of the BLS cost-of-living index and its
components are presented in Iigure 2. In the twelve months after the intro-
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Don D. Humphrey, “Price Control in Outline,” American Economic Review, Vol. 32,
1942, pp. 744 ff.

George Katona, War Without Inflation, The Psychological Approach to Problems
of War Economy, New York, 1942,

J. K. Galbraith, “Price Control, Some Lessons From the First Phase,” American
Economic Review, Vol 33, 1943, Supplement, pp. 263, ff.

Don D. Humphrey, “The Effectiveness of Price Control,” Survey of Current Busi-
ness, Vol. 23, February, 1943, pp. 10-15, 24,

Michael Darrock, “What Happened to Price Control,” Harper's Magazine, Vol. 187,
July, 1943, pp. 115-128.

A. Porter Haskell, “Price Control: Results and Methods,” Survey of Current Busi-
ness, Vol. 23, December, 1943, pp. 13-17.

Jutius Hirsch, Price Conirol in the War Economy, New York, 1943,

Extension of Emergency Price Control Acé, Hearings before the Committee on
Banking and Currency, House of Representatives, U. S. Government Printing Office,
Washington, 1944, 2 Vols.
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duction of the GMPR (May, 1942 to May, 1943) the index of clothing and
housefurnishings prices remained substantially stable while that of food
prices advanced sharply; in the following year the former rose while the
latter declined. Since clothing and housefurnishings have weights of only
12.1 per cent and 3.1 per cent, respectively, and foods a weight of 41.8 per
cent, the movement of the total index followed the latter.
. The food index is composed of several components, the price movements
of which differed greatly. In the first year after the GMPR the average
prices of cereals, beverages, and sugar and sweets remained substantially
stable, while those of meats, eggs, and fresh fruits and vegetables advanced
considerably, fruits and vegetables almost 50 per cent (Table 2). A clear-
cut relation is indicated between the rate of price increases and the existence
of price control. The average retail prices of foods subject to the GMPR
rose only 4 per cent, while those still uncontrolled in May, 1943 rose 73 per
cent during the twelve months following the GMPR.

During 1943 and 1944 the BLS cost-of-living index was subject to severe
criticism on the ground that it did not reflect the entire price increase that
took place during the war years. The BLS itself called attention to changes

TABLE 2
Foop Prices
BLS Retail Prices, 56 Large Cities, August, 1939 = 100

Food Group May, 1942 May, 1943 June, 1944
Cereals and bakery products 1125 1152 116.1
Meats oo e, 129.9 144.5 1356
Dairy products - 132.4 147.1 1434
| S 1272 156.7 142.3
Fruits and vegetables 1392 206.5 188.3
Beverages e s 131.3 131.2 131.0
Fats and oils | 1449 149.5 1457
Sugar and sweets._.._._ — 1329 133.5 132.3
Total food index oo ... 130.1 . 1529 145.1

in the composition and quality of the goods sold and accordingly revised its
specifications of qualities and the weight attached to different items.” A Spe-
cial Committee of the American Statistical Association concluded, after a
careful and independent appraisal of the index, that it “records with a satis-

7 C{. the information on the cost of living in every issue of the Monthly Labor Re-
wiew and the following articles in that periodical : “Wartime Changes in Consumer Goods,”
“Indirect Price Increases,” November, 1942; “Living Costs since Beginning of Retail
Price Control,” “The BLS Cost-of-Living Index in Wartime,” July, 1943; “Recent
Changes in the Character of Civilian Textiles and Apparel,” September, 1943; “Trend
of Prices and Cost of Living in 1943 February, 1944,
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factory degree of accuracy what has happened fo unit prices paid for con-
summers’ goods by city families of moderate income.”® The. most important
reservation to that statement was the recognition that “consumers’ goods
and services, in the aggregate; have since 1939 suffered some loss of quality
that is not reflectéd in reported prices.” In January, 1944 the labor members
of the Presidential Committee on the Cost of Living- submitted a report
‘asserting that the cost of living rose at least 43.5 per cent from January, 1941
‘to December, 19_43, whereas the BLLS index had risen only 23.4 per cent.?
"The BLS replied with an extensive document in which it maintained that
-there was “conclusive evidence that they [the labor members of the Presi-
dential Committee] are absolutely wrong in asserting that the rise in the
‘cost of living is nearly twice as great as thé BLS shows it to be.”2?

The chairman of the Presidential Committee, William H. Davis of the
National War Labor Board, thereupon asked a Technical Committee under
the chairmanship of Wesley C. Mitchell to examine all pertinent data. The
main conclusions of that committee were:11 (a) the index is misnamed ; it
is “an index of average changes in retail prices” (p. 10) “of customary
supplies kept as nearly constant as possible” (p. 18); (b) the opinion that
the “index grossly understates the rise in cost of living is justified, if cost
of living is taken to mean the amount of money a family spends for the
commodities and services it buys” (p. 21), but the consideration of volun-
tary changes of consumer expenditures does not belong in the index; and
{c) n meaqurmg the price changes of goods customarily purchased the BLS
has done a “competent job,” the shortcomings of the index being much
smaller than the labor members assumed. The Technical Committee esti-
mated, expressly stating that many estimates were little more than crude
guesses (p. II-38), that the total effect of quality deterioration and other
omissions and shortcomings of the index amounted to three to five points;
in other words, in their opinion retail prices rose 26.8 to 28.5 per cent from
January, 1941 to December, 1943.

Simultaneously with the Miichell Report, Messrs Murray and Thomas
of the CIO issued a revised and enlarged study of the data previously sup-

8 Special Committee of the American Statistical Association (Frederick C. Mills,
chairman), “An Appraisal of U, S. Burean of Labor Statistics Cost of Living Index,”
October, 1943, reprinted in Jowrnal of the Americen Statistical Association, Vol, 38,
December, 1943, pp, 387-405; with an Appendix, ibid., Vol. 39, March, 1944, pp. 57-95,

9 George Meany and R. J. Thomas, Labor Members of Presidential Commtttee on
Cost of Living, Cost of Living, Washington, January 25, 1944,

10 Bureau of Labor Statistics, The Cost of Living Index, mimeographed, February
25, 1944 ; quoted hereafter as the BLS Reply.

11 Report of the Technical Commitiee appeinted by the Chairman of the President's
Commiites on the Cost of Living, mimeographed, June 15, 1944; quoted hereafter as
the Mitchell Report.
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plied by the labor members; they arrived at price increases somewhat ex-
ceeding those reported in the earlier labor report,l? The data of the BLS
and the estimates given in the three critical studies are presented in Table 3
with respect to the total index and those of its subdivisions—{ood, clothing,
and housefurnishings—that are most controversial and that are discussed
in this monograph.

TABLE 3

EstiMATED PERCENTAGE INCREASES IN RETAIL PRICES

FroMm Janvary, 1941, From Jan,,
TO 1941, To
DECEMBER, 1943 MarcH, 1944
BLS Meany- Mitchell Murray-
Index Thotnas Report Thomas
Cost-of-living mdex—__.__._.____. 23.4% 43.5% 26.8-28.5% 45.3%
Food index oo om o 40.2 74.2 43.0-46.5 71.9
Clothing indexX———co o] 33.7 722 40.4-41.8 76.8
Housefurnishings index oaca-—___| 278 62.0 39.5-43.5 63.5

12 Philip Murray and R. J. Thomas, Living Costs in World War 11, 1941-1944, Con-
gress of Industrial Organizations, Washington, D, C., June, 1944,



PART TWO
PRICING PROCEDURES UNDER PRICE CONTROL

This part of the study is concerned with the pricing procedures adopted
by various manufacturers, wholesalers, and retailers of consumer goods
from the spring of 1942 to the spring of 1944. The term pricing procedure
or pricing action is used to include changing list prices or occasional prices,
the quality of merchandise, or the proportion of various price lines produced
or sold; it also includes maintaining unchanged prices. While the study of
the businessmen’s procedures did shed some light on the extent of price
movements in different commodities, we made no direct attempt to measure
price increases unless significant information was not available irom other
sources.

The pricing actions that affected list prices are classified according to
the three main results they brought about: direct price increases, indirect
price increases, and price stability. Direct price increases are defined as rais-
ing the list prices of identical or comparable commodities. Some such in-
creases were legal; others occurred in violation of the regulations, when
ceiling prices were either intentionally or inadvertently exceeded. Indirect
price increases are defined as quoting the same price for poorer quality. It
was sometimes difficult to distinguish between quality deterioration and
direct price increases, and they sometimes occurred jointly, that is, a higher
price was quoted for poorer quality.

Two further types of pricing procedure are discussed separately: First,
reductions in the size or number of discounts and markdowns, which
did not affect list prices and yet constituted substantial price increases
for certain buyers. Secondly, shifts to the production or sale of higher-
priced goods accompanied by a real improvement in quality (uptrading),
which affected consumers differently from price increases.

In each chapter we deal with one of the major pricing procedures and
describe the regulation under which it was prevalent and the commodity
lines in which it was most commonly adopted at a given time,
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CHAPTER V
LEcar, DirecT PricE INCREASES.

1. In Controlled Commodities
{Apparel and housefurnishings)

In certain instances the OPA either raised previously established ceiling
prices or issued regulations permitting the businessmen to increase some of
their prices. . These increases took place primarily, although not exclusively,
durmg the first year of price control. They were; by their very nature, lim-
ited in extent, and their total effect was small.l

a) “Going up to ceilings.”. The GMPR established ceiling -prices at the
highest prices for goods delivered in March, 1942, In many cases, however,
the goods had been sold at lower prices to some customers at some time
during that month. The process of raising all prices to ceilings often took
many months. Moreover, the prices of some commodities, among which
men’s clothing and paper are outstanding, declined in the summer and fall
of 1942,> were below March prices for considerable periods, and went
up to ceilings only during the winter of 1942-43,

Businessmen also termed -as “going up to ceilings” the elimination of
wholesale discounts and concessiois previously granted—a very common
practice in 1942, Actually this was permitted only if the discount had not
been granted to all buyers of the same class in the base period, but it also
occurred when it was not permitted (cf. VIII, 3),

b) “Relief” granted by OPA. The GMPR provided for an upward ad-
justment of ceilings in individual hardship.cases, in some instances automat-
ically, in others upon approval of specific applications for relief. The com-
ments businessmien usually made about such price increases were that they
were rare, that their total effect was insignificant, and that they were more
frequent on the manufacturing than on the retail level. Respondents re-
ported that the OPA was very slow in considering -applications and that,

1 This section is restricted to apparel and housefurnishings, Legal direct price in-
creases in food products will be discussed later (VI, 2) because they frequently led to
noncompliance with ceilings.

2 Two-thirds of the merchants interviewed in these fields reported that they sold all
their goods below ceilings for six months or longer after the introduction of the GMPR.
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when it finally did so, it made extensive, time-consuming inguirjes and ap-
parently tried to take into account the profit rate of the entire firm in reach-
ing a decision. Therefore, many merchants refrained from applying for
relief even when they felt the regulations would have justified it.2

¢) Changes in regulations. During the summer of 1942 the GMPR was
supplanted by formula regulations for most seasonal goods and consumer
durable goods. This change often resulted in higher ceilings, especially in
women’s wear and furniture: For example, when dress manufacturers replen-
ished their stocks with higher-priced materials (textile prices increased con-
siderably shortly before March, 1942), the use of the cost-plus formuia
(MPR 153)4 brought about higher ceilings than had been fixed by the
GMPR. A regulation combining the base-date and formula pricing principles
issued for manufacturers of men’s suits, topcoats, and -overcoats in july,
1942 (MPR 177) raised the ceilings of the topcoats and overcoats in many
cases as much as 10 per cent, although several manufacturers reported that
market conditions did not permit their taking advantage of the permitted
increases until the fall of 1943.

Of the many price regulations issued in 1943 few had the avowed pur-
pose of raising prices. Outstanding among the exceptions, in fields consid-

TABLE 4
ExrLanaTioNs For INcrREASED BUyiNG Prices 1N FirsT 8 MonTHS AFIER
IntropucTiON OF GMPR

36 Retailers of Furniture, Men’s and Women's Clothing, and Shoes;
December, 1942 and January, 1943

TYPE OF EXPLANATION No. oF TiMES MENTIONED
Gomg up td ceiling prices e P 12
Reduction or elimination of wholesale dtscounts _____________ - 13
Relief granted to suppliers or changed regulations*.___.__.. 14
Higher prices for “new” productst__... - 10
49%

* Retailers seldomi knew whether their suppliers had been granted relief or were pricing under
new regulations and uvsually spoke of “higher wholesale ceilings.”

t This indirect method of raising prices will be discussed inh Chapter VII.

i Ten respondents gave more than one explanation.

3 In the laundry industry the OPA itself asked businessmen to apply for relief. In
the spring of 1943, price increases of approximately 5 per cent were granted to laundries
who could prove that they were operating at a loss, mainly because of a substantial rise
in’ wages.

4 MPR stands for Maximum Price Regulation, RMPR {or Revised Maximum
Price Regulation.
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ered in this study other than foods, were those issued for furniture manu-
facturers (where the increases had to be absorbed by the retailers) and for
laundries.

Interviews with 68 retailers of apparel and housefurnishings in De-
cember, 1942 and January, 1943 shed some light on the relative importance
of the three types of price increases just discussed, as applied to their
buying prices. Twenty-two of them reported that from March until the
time of the interview their buying prices had been substantially stable;
the remaining 46 said that many had gone up, usually less than 10 per
cent. Information as to how the increases had come about was obtained
from 36 of the respondents. Of the 49 times that various explanations
were mentioned, 39 referred to procedures discussed in this section (Table
4). It therefore appears that these procedures were primarily responsible
for the price increases in the first period of price control.

2. In Uncontrolled Commodilies
(Restaurant meals, jewelry, flowers)

To compare controlled with uncontrolied commodities we included in
our study three items not covered by price regulations: Restaurant meals
(before April, 1943), jewelry, and fresh flowers.

In the restaurant trade it proved simpler to study pricing procedures
than price changes. We first aitempted to compare menus for several
years. This method proved unsatisfactory because the 1943 menus were
usually shorter, contained fewer meat dishes and many new dishes, fre-
quently had no complete lncheons or dinners or had ones with fewer
courses, and finally, did not reveal possible changes in quality or in the
size of portions. Therefore a few large restaurateurs were asked to in-
dicate which items over 15 cents were identical on their April, 1942 and
April, 1943 menus, and smaller ones were asked to name and give the
April, 1942 price of one particular popular dish that was still on their
menus in April, 1943. Estimates of price increases (Table 5} were ob-
tained by comparing only those few items and are therefore not fully
conclusive.

A different approach, furnishing a better clue to price movements in
this field, was the study of the traditional pricing procedures of restaura-
teurs. Most large restaurants and some small ones reported that the
price of their meals was determined by their food costs (Table 6).
These restaurants calculate their total food costs and total receipts
from time to time and attempt to keep the relation between the two con-
stant. In our sample we found some—cafeterias and inexpensive restau-
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TABLE 5
PercENTAGE IwcREASE IN RESTAURANT Prices

April, 1942, to April, 1943

RANCGE oF
NuMBER oF Price AVERAGE
RESTAURANT Irems INcrEASES . INCREASE
Large: A 18 0- 33% 15.2%
B i6 9- 50 310
Cc 14 0-100 240
Small; 10 restaurants_—.oooo__] 1 each 7- 30 18.8

rants—that operated with a ratio as high as 60 per cent (i.e., food costs
amounted to 60 per cent of receipts}, and others, with a ratio as low as
30 per cent. Twelve respondents said that in the two years before price
control their ‘ratios had remained constant; in other words, prices had
been raised or the quality or quantity of meals reduced to the same ex-
tent as food costs had increased. Three restaurants reported a slight
increase and five a slight decrease in the ratio of food costs to their
prices. In one very large restaurant the ratio was 39.24 per cent in 1941,
3942 per cent in 1942, and 3891 per cent in the first half of 1943.

Adding the same percentage margin to rapidly advancing food costs
(the BLS wholesale food index rose 47 per cent from January, 1941 to
April 1, 1943) must have resulted in a considerahle increase in dollar mar-
gins. Since, in addition, many restaurant costs other than wages remained
substantially stable and business volume grew, the net result was greaily
increased profits. On the other hand, the finding casts doubt on the

TABLE 6

Mernops Usen By CHicaGo RESTAURANTS 18 DETERMINING Prices

Tyre oF MeTHOD Numser oF Fiams
Keeping constant ratio of recelpts to food costs_mmm 20
Keeping coustant dollar margm between recetpts and total expenses-. 4
According to “competition”; “no system”; “intuitively” oo o] 8

No information - -

- 3

Total v 35
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statement of Jabor unions that réstaurant prices during the war increased
considerably more than retail food prices.?

Retail jewelers reported that their buying prices for precious stones,
especially diamonds, had increased considerably in. 1942 and 1943 and also
that their margins between buying and selling prices had improved slightly,

especially on “small” diamonds, for which there was the greatest in-
crease in demand.®

The florists interviewed also reported considerable advances in their
buying prices, but about one-half said that their percentage margins had
declined, while the other half said they had remained stable. On the
whole, the rate of relative price increases was reported to have been
larger on the wholesale than on the retail level, Some retail florists said
that they were unable to transmit the entire percentage increase in their
buying prices to their customers, because their business volume would have
declined had they done so.

Rough estimates by the merchants of the extent to which retail prices
raose for fresh flowers, different sizes of diamonds, and watch repairs (also
uncontrolled) are presented in Table 7.

On the whole it appears that merchants dealing in uncontrolled com-
modities continued to apply their conventional pricing methods in 1942

5 Labor leaders, in discussing the shortcomings of the BLS index, concluded that
restauyrant prices ruse 73.5 per cent from January, 1941 to December, 1943 (Meany-
“Thomas, p. 29), and that the cost of restaurant meals, including changes in qualities
and portions, increased 92.2 per cent from Janmary, 1941 to March, 1944 (Murray-
Thotnas, pp. 70 ff}. The BLS replied to the first report that it “made several attempts,
without success, to obtain comparable data on restaurant prices over a period of time.
Restaurant meals are difficalt to'price. Thé Meany-Thomas report does not in fact use
such prices in its calculations” (BLS Reply, p. 31). Since a restaurant price index
could not be compiled, the BLLS imputed the price changes found in retail food prices
to restaurant prices. (Retail food costs rose 40 per cent from January, 1941 to Decem-
ber, 1943.) The BLS also guoted a finding of th(: National Restaurant Association which,
after examining the menus of 25 restaurants in Washington, D. C,, concluded that menu
prices increased 14.2 per cent from Agril, 1942 to April, 1943, The Mitchell Report
(pp. A-20 ff.) based its estimates of restaurant price changes on the ratio of food costs
to receipts and, in the light of data obtained from hotels, assumed that the ratio had
fallen 8 to 10 per cent between Jammary, 1941 and December, 1943: therefore it con-
cluded that the rise in restaurant prices was no greater, and perhaps slightly less, than
the rise in the BLS retail food index.

8 Only 2 of the 16 jewelers interviewed said that their percentage margins had
declined' in 1942 and 1943. These were jewelers catering to a wealthy clientele. Even
when percentage margins remained unchanged, dollar margins increased as prices went up.
Although small precious stones (variously defined by the OPA in 1942 and 1943) were
legally subject to price control, 14 of the 16 jewelers interviewed declared that there
were no ceilings on any diamonds and presumably acted accordmgly
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and 1943 and changed their perceniage margins or “ratios” only in ex-
céptional instances and then only slightly. The same situation prevailed
among certain controlled commodities, especially those that were loosely
cantrolled,

TABLE 7
PrrcenTaGE INCREASES IN RETAIL PRICES OF JEWELERS ANB FLORISTS

Fall, 1941 to October, 1943%

EsTiMATES
CoMMODITY OR SERVICE
Range Average

Set diamonds :

Melee (19 estimates) ——.. 150-400% 245%

Under ¥4 carat (15 estimates) 50-200 102

Over 14 carat (17 estimates) ________._______. 20-150 64
Watch repairs :

12 eStiMALeS e m e e oo o e e 15-100 44
Fresh flowers:i

37 estimates (0400 58

* Compiled from interviews conducted in October, 1943. Interviewers asked first for current
prices of specific sizes of diamonds or certain kinds of flowers and then for the prices of those same
items two years earlier. Since actual records were consulted only in a few instances in reporting
the latter, and since the merchants often appeared to think in terms of “normal™ prices {(perhaps
before 1941), some of the estimates of price increases may have been too high,

No information was found in available literature concérning the rate of retail price increases
in either fresh flowers or diamonds. An index for the retail prices of “jewelry and sterling silver-
ware”™ shows an increase of 58.5 per cent from 1939 to 1942 (annual average) but has not been
published for 1943, (“Price Deflaters for Consumer Commodities and Capital Equipment, 1929.1942,"
Survey of Current Business, Vol. 23, May, 1943, p. 17.)

+ The 51 estimates were made by 16 jewelers. A few respondents estimated the price increases of
very small and very large diamonds separately.

1 The 37 estimates of price increases in roses, gardenias, gladioli, etc., were -made by 11 florists;
$ estimates ranged from 0 to 339, 23 estimates from 35 to 80%, and 5 estimates from 100 to 400%.



CHAPTER VI,
ILLEGAL Direct Price INCREASES

Selling above ceiling prices occurred both when scllers were and when
they were not clearly aware of violating regulations. Postponing the dis-
cussion of deliberate violations (sec. 3), we shall describe first a few
typical instances in which merchants acted in good faith in raising prices
above ceilings.

In this discussion we shall include among direct price increases certain
complex methods of violating the regulations. “Package deals” or ‘‘tie-
in contracts”-—selling a scarce (or controlled} commodity only on condi-
tion that the buyer purchase at the same time a more plentiful (or un-
controlled) commodity—usually amounted to direct price increases in the
latter. “Upgrading”—marking lower grades of a standardized commodity
(e.g., meat, eggs) as higher grades and selling the former at the prices
fixed for the latter~—was a direct price increase from the point of view
of the seller, although from that of the ultimate consumer it was not dis-
tinguishable from quality deterioration,

1. Price Increases Under Loose Ceilings
(Furs, liquor, women’s hats)

In our surveys of five controlled commodities—furs, liquor (before
the summer of 1943), women’s hats, women's handbags, and novelties—we
‘found respondents who expressed the opinion:

a) that those goods ‘were not subject to price control, or

b) that the OPA did not mean to control them and condoned open
disregard of the regulations.

These goods remained subject to the GMPR? despite the fact that its
application was difficult because the articles produced and sold in, say, 1943,
were often not comparable with those of March, 1942, We shall speak
of “loose ceilings” in cases where the GMPR was not quite suitable and
the OPA nevertheless neither revised nor replaced it.

1 The regulations were changed for furs and handbags in 1944, after the termination
of our studies.

38
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Evidence of the apparently honest belief that these commoditics were
not controlied (a) is supplied by the following quotations from interviews,
which could be greatly multiplied:

“To make sure that I understood price comtrol I consulted QOPA officials, and they
told me that ceiling prices applied only to hats similar to those sold in the base period. -
Very few hats are similar; therefore most hats are not under control.” (Large retail
millinery chain, January, 1943 .

“There is no ceiling on handbags, and they’ve gone up terrifically in price.” (Large
shoe chain selling handbags, March, 1944. Respondent was thoroughly familiar with all
shoe regulations but greatly surprised when interviewer told him that handbags were
also subject to GMPR.)

“We're not under price control. Our buying prices keep changing, and we change
our selling prices according to supply and demand,” (Small novelty store, March, 1943.)

More frequent were the instances where merchants knew their mer-
chandise was subject to the GMPR but disregarded it because they con-
sidered the regulation meaningless as applied to such commodities and
thought that the OPA did not really mean to control them (b):

“Ceilings have no meaning in millinery. We told the OPA that, since it's impossible
to determine ceiling prices, we no longer post them. The OPA never answered.” “Ceil-
ings haven’t been enforced for hats. They're not considered a cost-of-living commeodity.”
“Hats can't be controlled. No two manufacturers make the same hat and even the same
manufacturer doesn’t make the same hat any two seasons.” “Price control is impossible
in millinery. It’s a blind industry; costs don't determine prices: on some hats you make

-'a big profit, on others you take a loss.” {Retailers of women’s hats, end of 1942 and
beginning of 1943.) :

“Actually the OPA has not yet established price ceilings in the fur industry, They
just gave us a ceiling to go by, but we can’t go by it.” (Wholesaler of furs, December,
1943.) “I don’t think the OPA intends to keep fur prices down, They're not prosecuting
anyone for not complying.” “You can’t control furs. They're individually priced, and
it's hard for anyone to say whatithe right price is."” (Retailers of furs, January, 1944.)

“OPA doesn’t care at all about liquor priceés.” (Retailer of liguor, January, 1943.)
Practically all liquor dealers interviewed expressed similar opinions prior to the summer
of 1943 (when new regulations were issued), explaining that “Liquor is a luxury” and
“Dry sentiment makes prosecution of violations impossible.”

That price increases were frequent and widespread under these condi-
tions is hardly surprising. In furs and liquor it appears that most of the
increases were direct, although in liquor it seems that indirect increases
were also considerable; in order not to split our findings, the latter will
be included here. In women’s hats, women’s handbags and novelties, it
was more difficult than in any other commodity studied to distinguish
between direct and indirect price increases. We shall discuss women'’s hats
in this chapter, and handbags and novelties in Chapter VII, because re-
spondents usually spoke of price increases in the first, and of quality
deterioration in the last two commodities.
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Furs: Furriers . generally reported: that the. prevailing pricing pro-
cedure ‘of manufacturers was+to add: traditional percentage markups to
the steadily rising prices of raw skins. In most cases this was considered
permissible, although some respondents spoke of flagrant violations by
their suppllers “If you say anything about ce:lmgs to a furrier,” said a
manufacturer of..women’s coats, “his answer is: ‘We are not selling ceil-
ings, we are selling furs.”” The regulation requiring that no line of furs
be sold at'a pi-i'ce exceeding the highest price of the same line in March,
1942 sometimes’ prevented wholesalers and retailers from using their usual
markups: in such cases, they complained of being squeezed. Yet the
executive of a large department store, discussing his efforts to achieve full
compliance  with- all regulations in each department of his store, said
frankly that he could not explain how it came about that, in spite of a
substantial incrédse in’ manufacturers’ prices, the fur coat department had
increased its proﬁts

Information concerning the prices of “comparable” furs was obtained
from four wholesalers and seven retailers, Twenty-eight observations
showed increases in wholesale prices ranging:irom 20 to 150 per. gent from
the fall of 1942 to the fall of 1943 (average increase, 70 per cent), and 14
observations' showed increases in retail prices ranging from 10 to 100 per
cent in the same period (average increase, 52 per cent).

Ligquor. Information from wholesalers and retailers of liquor. indi-
cated. that liquor prices increased considerably from November, 1942 (in-
crease of excise taxes) to August, 1943 (introduction of new regulations).
The price increases consisted of higher prices both for identical goods and
for goods that were somewhat changed. Distillers, wineries, and whole-
salers sometimes made changes only in the label, sometimes in the alcoholic

TABLE 8
Pricing Pracrices 1N Liguor BETwEEN NoviMper, 1942 anp Aveust, 1943
23 Wholesalers and Retailers; Fall, 1943

No. oF No. oF
Direcr Price INCREASE FirMs Inpirect PricE INCREASES FirMs
Admitted selling above ceilings_..-| 3 Reported that indirect price increases
Furnished price lists indicating direct occurred :
price increases - 9 Frequently —————— . __._
Reported that other dealers sold|- Occasionally e

Never oo
No informatiof eecaea

above ceilings
No information

Bl as
Blw—es
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content or in the size of the bottle (in the latter cases direct and indigeet
price increases occurred jointly). Whereas indirect price increases were
readily reported by the dealers, evidence about selling above ceilings was
derived primarily fram price quotations that they furnished (Table 8).
The prevalence of sales above ceilings was further indicated by the report
of most wholesalers and retailers that their percentage' margins were higher
in 1943 than in the second hdli of 1942; in several firms the increase
in prices and margins must have been very large because the firms said: a)
that their physical volume had declined in 1943 and, b) that their total
profits had risen. In sptte of the many price quotations gathered, the
average price increase could not be estimated because of the great dis-
persion of the .data; prige. increases of as little as 10 per cent and as
much as 200 per. cent were mentioned by different stores for different-brands.

Women's hats. It was uniformly asserted by hat manufactuters and
retailers that prices 'did not change significantly in 1942, Demand was
said to have declined because many women stopped wearing hats, and
merchants were more concerned with increasing sales than with raising
prices. In 1943, however; the introduction of “undersized” hats was said
to have renewed demand. Some merchants declared that the new style
was created to combat hatlessness; others, that it served primarily to in-
crease profits. .

On the whole, the retailers interviewed said that although hats were not
really .comparable from one season to the next, they could only judge

that they were paying somewhat higher prices in 1943 for hats of the
~ same quality and desirability as the ones they had bought in 1942, One
large retailer, however, declared that: “This year’s ‘half-hats’ cost the
same as last year’s larger hats, but they require less labor and material.”
Retailers usually added their customary or, according to occasional reports,
even higher percentage margms to théir buying prices. The extent of di-
rect increases in retail prices was estimated to have been small, much
smaller than in furs and liquor. As to the effect of the reduction in the
size of hats, it is questionable whether consumers suffered any loss at all,
inasmuch as the smaller hats did not diminish consumer satisfaction.

2. Price Increases Under Confusing Regulations
(Groceries prior to May, 1943)

Sellers of certain commodities -maintained that there were times when
they did not know what the regulations were in their fields of business.
Such confusion existed, for example, in 1942 among small retailers of sea-
sonal apparel as to the regulations governing their selling prices, and in
1942 and 1943 among all kinds of retailers as to the regulations governing
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manufacturers’ prices. The result of the latter was that few retailers were
able to check upon their suppliers’ prices.

The most important instance of confusion was that which prevailed
among both wholesale and retail grocers during the year prior to May,
1943, Grocers described the situation in that period as follows:

a) some merchandise (e.g., fresh fruits and vegetables) uncontrolied;

b) some ceilings (e g, of cereals, sugar, coffee) rigidly maintained at March,
1942, levels;

c) some ceilings (e. g., of canned goods) raised repeatedly ;2

d) many different methods of computing ceilings in force at the same time for dif-
ferent products and sometimes even for the same product {base-date ceilings with dif-
ferent base dates, base-date ceilings plus permissible increases, percentage markups to be
added to costs, markups to be used instead of the GMPR at the option of the merchants,
and a few dollar-and-cent ceilings) ;

e} ceilings of identical goods different from store to store and from sﬁpplier to
supplier,

7 In two surveys, a smaller one in January, 1943 and a larger one in June
and July, 1943, wholesale and retail grocers were asked how price control

TABLE 9

Grocers' Opintons Arout Foop Price Comtror. Priok To May, 1943

Nuwmser oF FIRMs

Tyre or OPINION Jan,, 1943* | June-July, 1943%

A, Price control is satisfactory (no complaints}_ .. _.. 3 [
B. OPA is not trying to stabilize food prices. -oeemmeeo. 5 16
C. Confusion prevails about regulations.______________ 10 24
18 46

Explanations given for C:3}
Too many different pricing methods_ .. ________ 4 16
Unending procession of upward revisions of ceilings._| 6 17
Conflicting and cverlapping regulations .o on -] 4 16
Difficulties in finding out what ceilings aréovecane—o_ 8 14
No basis at all for most celings o] 6 9

* Survey of 14 retailers and 4 wholesalers.
t Survey of 34 rctailers and 12 wholesalers, Answers were given in the past tense,
I Most merchants gave several explanations.

2 The OPA had to raise these ceilings when the uncontrolled farm products pur-
chased by the canners went up in price.
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had worked in their lines.8 The answers indicated that before May, 1943
confusion prevailed among most respondents (Table 9). Some could not
understand and considered it unfair that certain prices were frozen while
others were permitted to rise sharply; others expressed their displeasure
at the alternative methods of pricing and at the unending procession of
revisions, which cansed much extra work and made compliance difficult.
(A booklet privately distributed to explain the different pricing methods to
small grocers contained over 20 pages!)

TABLE 10

Rertai. Grocers' Opinions Aspour CoMpLIaNCE wiTH Price ConTROL IN
Groceries BEFoR May, 1943

Orinion CONCERNING Rerariers’ COMPLIANCE Nyumser of FRms

H LING
wiTs Certanes Jan,, 1943 | June-July, 1943
Compliance is satisfactory - " —— 3 3
Trade in general does not (cannot) complyameoceenemree 5 15
Firms admit that they themselves do not comply:
“We sometimes set our prices according to cost be- 4 6
cause we don’t know what the ceilings are”_ _____.___ .
“We fix our prices according to what we feel is 1 7316
right” —_—
“We have no time to bother with the regulations”. . .. 1 3
Sample 14 34
OrinioN ConcerNING WHOLESALERS' COMPLIANCE
witH CEILINGS FRrEQUENCY OF OBSERVATION S}
Retailers say:
“Our suppliers do not comply” - oo 8 15
» “We have no way of checking suppliers’ prices”._____ 5 14
OriNtoN CoNCERNiNG “CIRCUMVENTIONS” FreQUENCY OF OBSERVATIONST

Retailers changed to more expensive new brands or new
suppliers . . - — 9 13
Retailers bought goods under tie-in contracts.—o___ 20

(=}

* Answers given in past tense,
% Respondents who did not mention certain factors did not deny their existence; they may simply
bave forgotten about themr during the interview.

8 The second survey was conducted shortly after the introduction of new food
regulations. The question asked was, “How did the old regulations work?” The new
regulations will be discussed in Chapter X because under them pricing procedures of a
different kind became the rule,
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With such considerations monopolizing the grocers’ attention, . com-
pliance. with- price control was undermined (Table 10). Altheugh the ex-
tent of noncompliance cannot be measured by small sample studies; -it is
significant that a large propertion of the retailers interviewed admitted
either that they themselves or that the trade in.general did not comply.
Their most irequent -explanation was that the.regulations ‘were confusing,
only two of 34 saying-that they exceeded the ceilings because they were too
low. Several of them declared that the satisfactory volume would have
made it possible to comply even with low ceilings, were it not for the
general confusion prevailing throughout the industry.

Grocers also reRorted that during the year before May, 1943 they had
sometimes raised their prices by making  use of legttlmate methods. If
the ceilings were considered unsatisfactory on .certain brands, those brands
were discontinued and others, not carried during the base period of the
GMPR, substituted at higher prices. Processors and wholesalers, too, often
discontinued certain products because of unsatasfactory ceilings; retailers
were then compellecl to purchase similar goods from other suppllers at
higher prices.

Another method of circumventing the regulations frequently repotted
by food merchants was by tie-in contract. Sellers refused to sell controlled
goods, or scarce goods, at ceiling prices unless the buyers also took un-
controlled goods at high prices, or plentiful goods bearing large profits.
Both wholesalers and retailers said that often they themselves took the
initiative in buying unwanted merchandise or in offering to pay prices
above ceilings in order to get scarce items or to establish friendly relations
with suppliers. It appears that the buyer rarely suffered a loss on such
transactions ; he usually transmitted the pr.ice increase to his customer.

It is not surprising that few food prices were stable under such con-
ditions. As to the extent to which they increased, the information ob-
tained in interviews was in general! agreement with the food series of
the BLS cost-of-living index (cf. Table 2, Chap. IV), which, between
May, 1942 and May, 1943, often included prices above ceilings.

3. Deliberate Violations of Ceilings
{Mainly meat and produce)

Direct price increases occurred not only in commodities that were un-
controlled, or subject to loose or confusing regulations, but also among
commodities clearly controlled. The pricing procedures were fundamentally
similar in all these cases. Traditional methods of pricing, such as adding
the usual percentage margin to rising costs or buying prices, were freely
applied to uncontrolled and with only slight hesitation to loosely controlled
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commodities. Some merchants also maintained their customary pricing
procedures in deliberate violation of the law, but only with great scruples
and only when they considered the resultant price increases “justified.”

When this study was first planned it was believed that little information
about direct price violations would be revealed in interviews. In fact,
however, some such information was obtained because merchants discussed
the practices of their suppliers or competitors, and, in the food trade, be-
cause before the summer of 1943 violations were not generally considered
reprehensible or cause for prosecution. Most information about deliberate
violations was obtained because merchants. were eager to relate what they
considered their “justification” for not complying.

The most important subjective justifications for selling above ceilings
were (a) that the merchants believed théy “would have lost money” by
complying with the regulations, (b) that “nobody” complied in, their re-
-spective field, and (c) that it did not “make sense” to comply with cer-
tain illogical regulations.

No doubt direct price increases in conscious violation of the law also
occurred when the merchants claimed no such justifications, but about
this our evidence is meager. Subjectively justified price violations were
found primarily among sellers of meat and produce (fresh fruits and
vegetables), and occasionally in a few other lines that will be mentioned
at the end of this section. QOur material in those lines is sufficient to
characterize the conditions under which price increases were frequent, but
not to estimate their extent,

Meat. To explain the pricing procedures adopted by sellers of meat,
we must outline briefly the history of price control in this product. Pricing
procedures varied in each of three distinct periods.

Meat was first controlled in the spring of 1942 by base-date ceilings
at the wholesale and retail levels. Each slaughtering and processing house
then had different ceilings on its sales. The OPA had expected that the
control of wholesale meat prices would suffice to hold down uncontrolled
livestock prices.* But because of the differences among packers in their
ceiling prices and also in the extent of their government contracts and in
their slaughtering costs, some slaughterers were in a position to bid up the
prices of livestock. In 1942 and 1943 livestock prices frequently reached
levels that made slaughtering unprofitable even for firms operating under
the most favorable conditions—provided ceiling prices were not exceeded.
“Every packer wants to maintain or increase his sales,” “It is cheaper to
operate at a loss than to go out of business,” and “We must keep our

4 Cf. testimony by representatives of the OPA before the Committee on Agriculture,
House of Representatives, October 26, 1943, p. 7.
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labor force at work,” were the types of explanations given by packers for
paying prices for livestock out of line with the wholesale ceilings on meat.

What happened in the meat industry when price ceilings did not cover
costs? A few small meat processors and butchers said: “Don’t believe
it if anybody tells you that the meat industry has absorbed the increase
in livestock prices” and “All the meat sold is sold above ceilings.” Such
comments were doubtless exaggerated, but there was much evidence from
meat slaughterers and processors of indirect price increases (cf. VII, 4),
of sales to remote areas being discontinued, and of production being
shifted to branches with higher ceilings. Direct price increases also oc-
curred, as indicated by the following quetations from interviews:

“We told the OPA that our present product was not the same as the one we sold
in March, 1942, and we took the ceiling of a competitor across the street. Theirs was
3 cents higher than ours.,” (Small nonprocessing slaughterer; three other firms made
gimilar statements.)

“We just said that once in the base period we sold at such and such prices” (Retail
butcher.)

“We have been in business for many years, but this is a ‘new’ firm established in
the summer of 1942; we borrowed very satisfactory ceilings from our closest competitor.”
{ Nonstaughtering processor ; among the firms interviewed two made use of this method,
eight others said it was common in the industry.)

A second period of meat price control began at the end of 1942 when
uniform wholesale ceilings were introduced for all sellers of a given grade
of meat in a given zone. The relation between uncontrolied livestock prices
and controlled wholesale prices, however, remained unsatisfactory in many
instances, Moreover, certain branches of the industry, such as non-
slaughtering processors and wholesalers, complained not only that prices
were too low but also that they were cut off from supplies because ceil-
ings were not set properly for the different levels of the industry. The
new regulations were more difficult to circumvent by roundabout methods,
but selling above ceilings continued to be widespread (Table 11},

One form of “justification” offered for meat price violations in the
first half of 1943 was expressed in such statements as: “If everybody
violates the ceiling, there is no ceiling” and “If most merchants charge
above ceilings, one cannot and need mot stick to them.” A second type
of explanation is exemplified by the following statement which in one form
or another was made by eleven respondents: ““If the regulations are such
that one cannot get merchandise and stay in business without paying and
charging more than ceilings, then the regulations and not the merchants
are to blame” ; or simply, “The regulations make us cheat.”

A third period of meat price control began in April and May, 1943,
when dollar-and-cent ceilings were established for retail sales. During the



VI. Iriecar Direct PricE INCREASES 47

TABLE 11

INFORMATION oN SELLING MEAT ApBove CEiLiNGg Prices 1N THE First HaLr orF 1043

NuMmeer or Fimrms

PracTICcE Small

Siaughterers, Independent
Processors, Retail
Wholesalers Butchers

“We adhere rigidly to ceilings, but know that

others in the industry do not” oo .- 6 9
“We occasionally sell above ceilings”_.....—____ 10 12
No information -- ; 3 0
19 21

Large packers are mnot included in the table, because—according to information received from
them and confirmed by other members of the meat industry——they did not sell above ceilings. (They
were, however, accused of having made tiedin sales) Certain new policies introduced by large
packers under the impact of the price regulations will be mentioned in Chap, XXII.

summer of 1943, educational campaigns were conducted against black
markets, and the OPA instituted injunctions and criminal actions against
violators. Up to that time we were frequently told that “the. average
person breaks the rules with no pangs of conscience.” After that time
admissions of selling above ceilings became rare, and there were some
indications of improved compliance.® A nonprocessing slaughterer, for
example, said: “When I sold to black markets I couldn’t sleep at night;
since 1 comply (summer of 1943) I can’t sleep at night because I'm
losing money.”

During the last quarter of 1943 the meat situation underwent a further
temporary change: shortages in meat, with the exception of choice quality
beef, disappeared. In a small survey conducted in December, 1943 and
January, 1944, we were told that compliance had improved and that the
only form of violation practised at that time was selling lower grades of
meat at prices fixed for higher grades.®

B A few of those rare instances in which the general indication was contradicted are
revealed by the following quotations: “What the regulations say is that I should go out of
business if I cant make any profits; they will be dead and buried before I close

" (slaughterer) ; “If a person comes in with the newspaper prices, he is apt not to
get any meat” (retailer),

8 The information on pricing practices related here as prevailing in the meat
industry in 1942 and 1943 is incomplete on three counts. First, it may well be that
with respect to overcharges in meat Chicago was not typical for the country as a
whole since meat shortages were much greater on the East and West Coasts than in the
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Produce. The prevailing conditions under which wholesalers and re-
tailers of fresh fruits and vegetables operated im 1943,.as. well as. their
pricing -practices, were in many respects analogous to those of the meat
dealers. “Produce is only partly and insufficiently controlled,” said the
merchants, referring to the absence of growers’ ceilings, to the lack of
control for many kinds of fruits and vegetables, and to frequent changes
in the regulations. They justified price violations primarily on the grounds
that “nobody complied” and that certain regulations were nonsensical.?

According to most dealers fluctuations in supply exerted a stronger in-
fluence on prices than the regulations. At certain periods certain goods
were plentiful and, being perishable, had to be sold below ceilings; at
other periods supplies were short (especially aiter old stocks were ex-
hausted and before new crops were harvested) and ceiling prices were dis-
regarded (this happened at different times, for example, in onious, potatoes,
cabbages, oranges, bananas, etc.). Statements of the following type were
frequently made both by wholesalers and retailers of produce in the sum-
mer of 1943:

Middle West. Secondly, very little information was obtained about violations of the
rationing regulations, that is, about prices charged for meat sold without coupons.
Finally, the existence of black markets in the sense of illicit slaughtering and selling
meat through illegitimate trade channels could not be studied by interviewing old-
established merchants. '

Some information about the extent of black markets in meat, both through illicit
trade channels and through above-ceiling prices on the part of legitimate dealers, has
been made public. A mimeographed pamphlet, “The Campaign Against Black Markets
in Meats,” prepared by the Department of Agricultyre in cooperation with the OPA
and the OWI (undated, but issued in the spring’ of 1943) states: “Unofficial figures
place as much as 20 per cent of the meat supply’ going into black markets.” A mem-
otandum privately circulated by one of the largest meat dealers in the country pre-
sented calculations showing that 12 per cent of the total meat production was going
into black markets (without taking into account animals killed on farms). OPA Admin-
istrator Chester Bowles said on Feb. 29, 1944, that “3 to 4 per cent of the nation’s
annual food bill of 27 billion dollars goes into black markets.” Acgording to a check-up
made by the OPA among 337 Chicago butchers, and published in néwspapers, 27 per cem
of 7,000 inspected meat items were sold above ceilings in February, 1944; the average
overcharge was 3.7 cents per pound, that is, about 10 per cent of the price. On the basis
of this check-up one would have to conclude that payments in excess of ceilings
amounted to roughly 3 per cent of the total meat bill.

"7 Price control of produce began relatively late and: was éxtended gradually in
1943 to more and more products and more and more types of dealers. At first maximum
permissible costs were fixed for the first wholesale purchasers, and percentage markups
were established for successive dealers. Under this ruling the retail price increased, as
the’ same merchandise was passed through the hands of séveral imtermediate dealers,
Later a maximum permissible différence was fixéd betweéen the prices of the first whote-
'sale purchaser and retail prices, dnd refiguring of’réfail prices was permitted orly onde
a ‘week on the basis of the préceding week’s costs.
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"Niﬁaty'-ﬁve' per cent of all produce firms violated the: ceilings at sotne time or
dther.”

“The trade in general has no respect for. 1t5 reputation or: for the regulatlons

“I my competitors have onions (or other ‘scare commodltles) and sell them above
ceiling, I can't afford not to carry them.”

“Since fresh fruits and vegetables must be sold quickly, they are often sold below
ceilings ; so isn’t it natural that under different conditions prices far -above ceilings are
charged?” (Other dealers voiced this same argument in different terms, saying -that
the ceilings were sufficient as “average markups” but not as “maximum markups,”)

Retailers of produce frequently called certain: provisions nonsensical
and not deserving of compliance. - They criticized in particular the prohibi-
tion of recalculating costs during the week in periods of rising wholesale
prices and the setting of uniform ceilings on different qualities. Table 12
shows that under these conditions both selling above ceilings and package
deals were frequent.

The situation improved greatly when certain OPA district offices set
dollar-and-cent retail ceilings on the most important fresh fruits and vege-
tables (in the Chicago district at the beginning of October, 1943). Dealers
then complained aboyt changes in traditional business .practices—especially
the impossibility of counter-balancing occasional losses by occasional high
profits—and asserted that the OPA margins did not take sufficient ac-
count of spoilage, shrinkage, the necessity of trimming certain vegetables,
etc. They also complained about retail ceilings on fresh fruit being fixed
by weight rather than by the crate, as it is usually bought, because large
fruit weighs less per crate than small fruit. These points were brought
up to justify occasional overcharges and package deals; yet the dealers
generally agreed that the community ceilings had contributed to better com-
pliance and arrested the upward trend of produce prices.

Furpiture. A few manufacturers and retailers of furniture said that -
it did not “make sense” to comply with certain regulations and that there-

TABLE 12
Lack oF CoMPLIANCE By Probuck DEALERS

14 wholesalers and 25 retailers; summer, 1943

Numeer or Firms*
Type oF NONCOMPLIANCE
Wholesalers Retailers
Package deals. frequent---;___; _________________ 8 13
Occasionally sell above ceiling prices—womea.——.. 13 10,
Quality lowered o ———— ' 7 ' 6

* Only the firms making such assertions are included in the table; most other firms neither
affirmed nor denied the existence of such practices,
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fore “everybody in the trade” violated them. One furniture retailer, for
example, had a few parlor sets with steel springs at the GMPR retail
price of $119 in 1943 when manufacturers offered him similar sets with
wooden springs at the wholesale price of $125. The retailer thereupon
marked up the price of his sets with steel springs to $150. He remarked
to the interviewer that what he really should have done, if he were to
consider the 1943 wholesale prices, would have been to ask $225 {or the
old sets. Similar statements were made about sofas, studio couches, and
aill-wool rugs. “The honest truth,” said a dealer in upholstered furniture,
“is that | raised prices to get the right relationship between stocks on hand
and poorer substitutes coming in.”

Other instances. A few wholesalers said that they would have lost
money if they had lived up to the regulations. The conditions under which
wholesalers operated in 1942 and 1943 will be discussed in Chapter XIX;
it suffices to say here that some wholesalers had to pay the same prices as
retailers to get merchandise and therefore raised their selling prices above
ceilings. As one wholesaler of dresses said in the spring of 1943: “lt
was a question of violating the law or going out of business; I chose the
former.”

In various types of apparel retailers’ buying prices increased either be-
cause they had to buy from more expensive sources than in March, 1942
or because the manufacturers were under formula ceilings. The resulting
retail price increases were mostly indirect (VII, 2). Yet direct price
increases in violation of the regulations did sometimes occur in such cases
and are exemplified by the following statements made in February, 1943
by two small department stores:

“As new shipments by wholesalers go up in price, our old stock is mixed with the
new and we sell them all at thé higher price. What else can we do?”

“A new shipment of work gloves came in at a higher price than the last shipment.
We have plenty of old stock. Now what am I supposed to do? I don’t know what
the regulations say. Of course, I put the two lois together and sell them at the higher
price.” 8

Finally, deliberate violations of ceilings were frequently reported in such
scarce goods as nylon hose, elastics, zippers, and Swiss watches. In such
cases, respondents spoke of black markets in which they themselves did
not participate.

8 We leave it to the reader to decide whether these are instances of “confusion
about regulations,” or noncompliance with “censeless regulations.” In no case do we
consider how justified were the “justifications.”



CHAPTER VII
InpirecT Price INCREASES: QuALiTY DETERIOKRATION

Indirect price increase was defined as quoting the same price for poorer
guality. For the consumer, paying unchanged prices for merchandise of
lesser durability and scrviceability (because of poorer material or work-
manship) has the same effect as paying higher prices for unchanged
quality. In some cases, however, products sold at unchanged prices may be
worth less than before because of less tangible changes that affect only the
appearance of the merchandise or the convenience of the purchaser {e.g.,
simpler design, fewer pockets, fewer details). For some consumers, such
as those whose income did not go up during the war, such changes may be
preferable to higher prices. From the viewpoint of the fight against in-
flation even a reduction in durability may be preferable to an equivalent
price increase, because quality deterioration, within limits, may fail to
produce the cumulative effect of price increases,® and because the reverse
process, quality improvement, may eventually encounter less resistance
than price reductions.

While businessmen generally considered it illegal to raise prices directly
for merchandise that was clearly controlled, they usually thought it per-
missible to’lower the quality of their products as long as prices were kept
stable. The use made of the latter practice was found to differ greatly
from time to time, from commodity to commodity, and even from firm to
firm dealing in the same commodity.

Quality deterioration was found to have been the prevailing form
of price change in apparel and housefurnishings, while in food products
direct price increases appear to have been much more extensive. We shall
report first the estimates received from our respondents about the extent
of retail price increases in different items of apparel and housefurnish-
ings. Then, in sections 2, 3, and 4, we shall analyze business procedures
that resulted in indirect price increases.

1 This has been suggested by D. D. Humphrey, “Price Controt in Qutline,” American
Economic Rewview, Vol, 32, December, 1942, p. 758; see also W. W. Rostow, “Aspects
of Price Control and Rationing,” ibid., September, 1942, p. 491,

51
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1. Extent of Quality Deterioration in Apparel and Housefurnishings

To what extent was the quality of the various articles of clothing and
housefurnishings lowered? This may he considered a technological ques-
tion. Qur equipment did not permit an attempt to answer it. In fact,
a reliable technological analysis of the goods sold in 1942 and in 1944
would be very difficult in view of the large number of different items of
merchandise and the lack of objective criteria of workmanship, design,
and even of durability. The next best procedure was deemed to be to
collect the judgments of persons familiar with the merchandise sold in
both years.

The method that proved most fruitful for this purpose was to ask
businessmen first to name those of their articles the qualities of which had
changed between April, 1942 (GMPR) and the time of the interview,
then to ascertain the current price of the articles and, finally, to inquire:
“What would you say, how much less would you have paid {charged) for
the same merchandise before the GMPR?’ or “How much less is the mer-
chandise worth than before the GMPR 2

The original plan to separate the estimates of direct and indirect price
increases could not be carried out. Although it was often stated that
poorer quality accounted for all or most of the changes in the value of ap-
parel and housefurnishings, the respondents’ estimates referred to the
" total effect of both types of price increases.

QOur inquiry was based on the goods carried at the time of the inter-
views—the summer and fall of 1943. We {ried to find out how much the
price of those goods had risen, directly or indirectly, since the GMPR, not
including ‘“losses” consumers might have suffered by the disappearance
of goods carried in the spring of 19423 This information was obtained
largely from retailers (and to some extent also from wholesalers). Re-
tailers formed the largest and most representative group in our sample;
retailers and wholesalers are in the best position to judge and compare the
quality of consumer goods produced by many different manufacturers;
and only retailers can estimate the extent of quality deterioration as it
affected the ultimate consumer.

Merchants were found to be fully aware of the problem of quality
changes. Of course, their answers may have been either intentionally or
unconsciously biased. Two sources of bias could be detected, and, iortunate-
ly, they worked in opposite directions. One was the inclination to put

2Tn a few cases further prompting was needed, such as, “Would you say it was
worth, say, 5 per cent, 25 per cent, or 75 per cent fess?”
3 C{. the discussion of uptrading in Chap. IX, 3.
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one’s own firm in a good light and therefore exaggerate the quality of the
goods carried. The other was the inclination to find fault with present-
day merchandise gene:al]y and refer to the “good old times” when all
merchandise was of far sdperior quality.

It was partlcularlv difficult to separate the effects of businessmen’s
voluntary decisions in response to the market situation under existing price
regulations from the effects of the lack of certain materials or of quality
regulations -of the government. Our aim was to study those imstances
where businessmen deliberately chose to lower quality; such unavoidable
changes as substitution of wooden springs for steel springs, elimination of
cuffs on trousers, lower percentage of wool in blankets and sweaters, and
wooden shafts instead of steel shafts in umbrellas, were of less interest
to this study. The merchants, however, could not always distinguish be-
tween the two kinds of changes. In spite of this and of their different
biases, many of them arrived at similar estimates as to the extent of quality
deterioration. They frequently supported their judgments with such evidence
as buyers’ reports and correspondence with suppliers concerning complaints
about quality,

The results of our inquiry (Tabie 13 and Figure 3) supplied answers
to two Juestions:

(1} Which clothing and housefurnishing articles deteriorated to a
greater and which to a lesser extent? Here the information was largely
consistent. For example, practically no one reported price increases or
guality 'deterioration in men’s suits; everyone handling both men’s and
women’s garments agreed that price and quality were more stable in the
former than in the latter; and all furniture dealers said that wooden furni-
ture had deteriorated less than upholstered furniture and mattresses.

{2y To what extent was the quality of the various articles lowered?
The estimates received in answer to that question can be used only as an
indication of the approximate order of magnitude of the price increases.
Therefore, we do not present averages of the estirnates, but only their fre-
quency distribution. Table 13 also shows the size of the sample for each
commodity line and the location of the median and the quartiles, which
varies from line to line.

The two groups of commodities in which respondents estimated that
quality had deteriovated the most were luggage, handbags, and umbrellas,
and upholstered furniture and mattresses. Occasional reports seemed to
indicate that the quality of novelties, costume jewelry, and accessories of
‘apparel (e.g., belts, collars, scarfs) was lowered to a-similar extent, but

~ the number of gbservations about these articles was not sufficient to in-
clude them in the table. The conditions under which the prices of hand-
bags and novelties were raised have already been explained (“price in-
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creases under loose ceilings,” VI, 1). Some merchants dealing in um-
brellas, costume jewelry, and apparel accessories said that similar condi-
tions existed in those fields, that is, that the OPA did not really mean to
control those goods. In women’s ready-to-wear, where most estimates of
quality deterioration ranged from 20 to 30 per cent, dresses and blouses
were said to have suffered more than suits and coats, and inexpensive gar-
ments more than expensive ones,

In most lines of furniture and textile apparel it was said that the
quality of both materials and workmanship had deteriorated. TIn shoes
and leather gloves, however, the complaints were primarily about materials,
especially sole leather. It was said that the government had reserved
the best sole leather for military use and that tanners were selling low-grade
leather at high-grade prices. One manufacturer of expensive shées frankly
admitted that he was using the same sole leather as manufacturers of cheaper
shoes,

In men’s topcoats and overcoats a substantial part of the total price
increase was attributed to legal direct increases (cf. V, 1). The lowest esti-
mates of price increases came from merchants dealing in men’s suits, and
china and glassware. Indeed, most respondents in those fields maintained
that their prices and qualities had remained stable (cf. X, I).

From December, 1940 to May, 1942 (the 17 months before GMPR)
the BLS apparel index rose 24.2 per cent, the housefurnishings index 21.7
per cent. TFrom May, 1942 to October, 1943 (the 17 months after the
GMPR) those same indexes rose 5.5 per cent and 3.7 per cent, respectively.
Since the BLS index reflects quality deterioration only slightly the latter
figures are not representative of the total price increase. We cannot attempt
to recalculate the index on the basis of our findings. Yet our studies permit
us to assert that total direct and indirect price increases in apparel and
housefurnishings- were smaller in the 17 months after than in the 17 months
before the GMPR. This was true despite the greater pressure toward price
increases that doubtless existed in the later period when the ratio of dispos-
able incomes to the value of civilian supplies was higher than in the earlier
period.# ‘

4 By taking into account the median of all estimated direct and indirect price
increases in each article and the weight of the respective article among the clothing
and housefurnishings goods listed in the cost-of-living index, we arrive at an increase
of retail prices of not quite 20 per cent from May, 1942 to Octcber, 1943. This finding
cannot serve as a ‘“correction” of the index because (&) the merchants estimated the
quality deterioration of various items not included in the index (e. g, luggage, hand-
bags, umbrellas, blouses, and the more ¢xpensive items in each line), and (b) they did
not make separate estimates for various items included in the index. (e. g., wool and
cotton clothing, overalls, shoe repairs).
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Note: BLS indexes

The Bureau of Labor Statistics does not regularly publish a breakdown of its
clothing and housefurnishings indexes, but kindly provided us with them for June,
1942 and December, 1943 (the guarterly indexes of the BLS are more complete than
its interguarter monthly indexes), The over-all measure for women’s apparel rose § per
cent; Tor men’s apparel, 4 per cent from June, 1942 to December, 1943. In that same
period the prices of individual articies of clothing and housefurnishings rose as follows
{arranged to follow the order of Table 13 insofar as the items coincide): studio
couches, 1 per cent; mattresses, 6 per cent; women’s heavy plain coats, 18 per cent;
wool dresses, 15 per cent; rayon crepe dresses, 6 per cent; wash frocks, 21 per cent;
wooden furniture, 3 per cent; gloves, 1 per cent;® cotton nightgowns, 17 per cent;
panties, 5 per cent; shoes, 5 per cent; sheets, 2 per cent; towels, 13 per cent; men’s
topcoats, 6 per cent; men’s overcoats, 8 per cent; china and glassware, 3 per cent;
men’s suits, 4 per cent. '

The BLS price data differ from the information presented in Table 13 in two
fundamental respects. The BLS takes into account the disappearance of low-cost
merchandise, which reflects primarily involuntary uptrading (Chap. IX) rather than
price changes of identical or comparablg articles.5 On the other hand, it neglects
guality deterioration except to the extent that it may be involved in the disappearance
of inexpensive goods. When a certain quality specified in the index can no longer be
found in the retail stores, the BLS substitutes for it the price of the next better avail-
able quality and considers either one-half or the entire difference between the prices of
the two qualities as a price increase (Monthly Laobor Review, Vol. 57, July, 1943, p. 90).
This “linking procedure” was used in particular after June, 1943 i.e. 57 (from the GMPR
until that time the BLS clothing and housefurnishings indexes were substantially stable)
and accounted for most of the recorded price increases after that date (for 90 per cent
of the price increases in the last quarter of 1943},

In compiling its price indexes the BLS found, just as we did, that there were wide
differences in price changes for the same product among different stores. It found, for
example, that in some instances the prices of the same clothing article rose twice as
sharply according to information received from one store as according to that from
another store in the same city (Monthly Labor Review, Vol. 58, February, 1944, p. 241).

BLS data for a different period (June, 1939 to December, 1943) indicate that the
price increases were larger in inexpensive than in expensive clothing items. The prices
of the lowest qualities of six clothing itetns rose 50 per cent and those of the highest
qualities 26 per cent in those four and a half years, These measurements include the
disappearance of low-cost goods. (Mitchell Report, p. B-17.)

Note: Qther estimates of the exient of guality deteriorotion

Oswald W. Knauth, President of the Associated Dry Goods Corporation and
Director of the National Bureau of Economic Research, attached the following note to
the paper Prices in @ War Economy by F. C, Mills, published by the National Bureau
of Economic Research in October, 1943

5 The Mitchell Report (pp. 19 and T1-22) acknowledges this fact: “The BLS has
included certain types of forced uptrading in its index, and in that way departed from
its former objective of measuring only change in price.’ . . . To a certain extent
it now attempts to take account also of changes in necessary expenditures not reflected
by changes in prices alone.”
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“I think the average degree of deterioration of conmsumer goods since 1939 may be
pretty accurately estimated at between 15 and 20 per cent. Scarcely any article today
does not show some small degree of deterioration, while in some lines it is clearly
around 30 per cent. This estimate is not made as a statistical measurement, but as a
personal observation based on numerous judgments and inquiries” {p. 25).

George Meany and R. J. Thotnas made the following estimates in January, 1944

“This report finds that the quality of low priced clothing items has deteriorated by
at leasi 20 percent during the war years” (p. 34).

“In women's clothing . . . quality deterioration has been even greater, ranging
from 30 to 40 percent, with an average deterioration of at least 25 percent” (p. 34).

“Quality deterioration, which is not measured by the [BLS] Index, is respounsible
for an . . . unreflected increase of at least 15 percent in the cost of house-
furnishings” (p. 55).

The BLS Reply states that nobody knows the amount of quality deterioration but
that the Meany-Thomas report “exaggerates the effect” (p. 49).

The Mitchell Report (p. 17 and pp. B-11 ff.} in attempting to correct the BLS
index, “isolated the items for which reduced quality tends to force the purchase of
increased quantity” on the assumption that “if quality specifications of the BLS aré
unchanged . . . the quality priced in December 1943 was the same as the quality
priced in January 1941 From this starting point the Report proceeds as follows:
Since (a) the items for which the BLS lowered its durability specifications represent
41 per cent of the weight in the clothing index; {b) the lower specifications are used
in only 68 per cent of the cities where price data are collected; (¢} the average
reduction in durability is assumed to be 20 per cent from Janwvary, 1941 to December,
1943 as estimated by Meany-Thomas; and (d) the BLS linking procedure accounts
for a small part (assumed to be 19 per cent) of these changes; therefore, the quality
deterioration in clothing not reflected in the BLS index is equivalent to a price rise of
4.7 per cent.8 On the basis of similar assumptions and calculations the housefurnishings
index is adjusted upward by 8.6 per cent. The main question regarding this procedure
is whether the following statement can be considered justified: “Whenever the BLS
succeeds in pricing under its original specifications, no further allowance for quality
is necessary.”

The Mitchell Report states further: “The Committee believes, though it cannot
prove, that a major part of quality deterioration not allowed for in the BLS index
is due to the war rather than to the efforts of businessmen to take unfair advantage
of their customers” (p. 17). The phrase “due to the war” is presumably not intended
to mean “due to price control” but rather, due to the effects of shortages of raw
materials. In the preseni monograph we cannot estimate the extent of quality deteriora-
tion due to shortages but have cited évidence of extensive deterioration resorted to by
businessmen in place of, or accompanying, direct price increases.

2. The Similar-Commodities Clause
(Mainly apparel and . furniture)

Our interviews yielded information as to how the quality deterioration
of the various commodities surveyed came about under existing regulations,

641 x 0.68 x 0.20 x 0.81 = 4.5; quality deterioration of 45 per cent is equivalent to
a price rise of 4.7 per cent.
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One method was through the use of the “similar-commodities clause” of
the GMPR: Some manufacturers changed their products and some whole-
salers and retailers carried “new” products solely to avoid open violations of
‘the letter of the law. The new products were priced at the higher prices
for which “similar commodities” had been sold either by the same merchant
or by a competitor during the base period.?

Most furniture retailers interviewed at the beginning of 1943 stated that
they were getting exclusively “new” goods: “Everybody changes the items
slightly and so nobody violates the March ceilings”; “Everything that is
new has a new price.” Apparel retailers commented that style goods always
changed constantly, but that under price control it became impossible to
reorder the same garment. Even merchandise in which style was not of
major importance was often changed slightly in order to raise prices. Some
manufacturers of undergarments, for example, admitted that they had con-
centrated production on the lowest cost items and delivered them as “simi-
lar conmodities” to retailers who had formerly bought better gualities in
the same price line. .

A picture of the method used in applying the similar-commodities clause
is presented in the following information from a case study made in the
summer of 1943:

A manufacturer of men's shirts® declared that his price lines did not change after
the GMPR, despite the increased cost of-labor and materials. The average price of
materials went up, mainly because some mills no longer produced as large a proportion
of lower-priced fabrics as they used to. What did the shirt manufacturer do under
such conditions? He had several price lines, each of which contained several types of
shirts prior to the GMPR. The direct costs of different shirts sold at $18 per dozen,
for example, were not always the same, and they were not always higher than those
of the shirts in the next lower price line (say, $16 per dozen). Traditionally the price
of a shirt depended on design, color, fashion, and advertising as much as on wages
and the cost of materials. Thus the same price line contained shirts of cheaper broad-
cloth and better design as well as of more expensive broadcloth and cheaper design,
In the course of the year followmg the GMPR, as usual, several types of shirts were
discontinued and new designs introduced. The prices of the new types were fixed
according to the similar-commodities clause of the GMPR. That is, new or changed
varieties were put into the highest price line in which auy shirts of the same thread
count had been sold before the GMPR. (By calculating the differences in the price
lines it was found that such price increases amounted to about 15 per cent for comparable
qualities.) “Yet,” said the head of the firm, “we did not take advantage of pricing all
our lines according to ‘the few ‘dogs’ in the line.”

7 Sections 2 and 3 of the GMPR permitted this pricing method for commodities
not sold during the base period, but the regulation was, of course, not meant to encourage
shifts to ncw commodities for the purpose of raising prices.

& The information obtained in this as in all other instances is presented in such a
way as not to reveal the 1dent1ty of the firm concerped.
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This information implies that, from the retailers’ viewpoint, the shirt
prices did not remain unchanged unless they happened to buy the particular
varieties that remained in the same price line. Those retailers who bought
shirts priced according to the similar-commodities clavse had to pay more
in the summer of 1943 than in March, 1942 for what they dcemed to be
the same material with a design of the same value. We were told by retailers
of many articles of clothing that, “The smart buyer who used to pick the
best merchandise in the cheaper lines lost out.”

Retailers of apparel described several instances when prices were raised
by use of the similar-commodities clause but where the sellers of the poorer
quality derived no additional profits from their action. The retailers’ buying
prices frequently increased hecause, in order to get merchandise, they had
to turn to suppliers who were more expensive than those from whom they
had bought during the base period; since their selling prices were frozen,
they often purchased lower-quality goods and sold them at the same prices
they had charged previously for the better quality,

One such instance was studied {rom both the manufacturer’s and the refailer’s
viewpoint. A manufacturer of a certain brand of men's shorts who always produced
only one price line declared that he had maintained both price and gquality of his product
{except that elastic was replaced by substitutes). He had introduced no “new com-
modities.” His profits from civilian goods had declined sharply but much of his plant
had been converted to the somewhat more profitable production of military goods.
A large retailer reported that in 1943 he had obtained only 25 per cent of his 1941
purchases from that manuiacturer and had been unable to buy shorts from any other
manufacturer. Consequently, he had been compelled to buy from jobbers, whose prices
were about 20 per cent higher. He bought lower-quality shorts from the jobbers. His
selling prices remained unchanged, but the majority of his customers had reason to
scomplain about deterioration in guality.

A similar report was made by a large wholesaler of women’s wear: “Several old
suppliers give us onty 25 to 40 per cent of our orders; we are buying lower-quality
goods so that we can sell them at our ceiling price,”

3. Cost-Plus-Percentage-Margin Regulations
(Women’s ready-to-wear)

Even before price control many manufacturers of women’s wear in re-
sponse to increased demand and higher costs lowered qualities instead of
raising prices, because they had well-established price lines from which they
did not want to deviate. At the beginning of 1943, the OPA put into effect
a complex regulation for that industry providing for selling prices to be
based on costs plus historical percentage margins (MPR 287).? This regula-

8 The salient features of MPR 287 applied to manufacturing of women's outerwear
were: 1) No price lines to be produced unless produced in March, 1942 (an amend-
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tion was intended to forestall {urther quality deterioration. But every manu-
facturer of women’s wear whom we interviewed agreed that, under given
conditions of a seller’s market, it had failed to do so.

The practice that they described as having been most common under the
impact of the new regulation was the concentration of production on those
lines that had carried the highest percentage margins in the base period and
the elimination of lower-margin lines, The former were not always the most
expensive, although in our sample never the cheapest lines. Before price
control manufacturers generally had higher markups on expensive than on
cheap garments because of the greater style risk invoived in the former;
even if the percentage markup was the same, in dollars and cents it amounted
to more on the expensive than on the cheap garments. Frequently “new
firms” were established or new goods produced (e.g., a sportswear manu-
facturer turned to the production of blouses) in order to “borrow” a higher
traditional markup from a competitor. As a result of such practices most
buyers were paying higher manufacturers’ markups in 1943 than in March,
1942.

The quality of the garments produced in the retained price lines deteri-
orated so sharply that they were frequently no better than the ones that had
been in the lower price lines at the beginning of 1942. This quality deterio-
ration was brought about in a number of different ways, all of which the
marnufacturers considered to be in conformity with the letter of the law.

Some garment manufacturers said that producers of fabrics lowered the
quality of their goods, and many more said that, because they used the cost-
plus formula to determine their selling prices, they had no incentive to buy

materials cheaply. A large dress manufacturer, for example, declared in the
fall of 1943:

“There is no incentive now to buy for less. We dont try to use any ingenuity
to cut costs and thereby prices. Two or three years ago we would go to an embroidery
manufacturer and say to him, ‘If you will cut the price of embroidery from $7 to $6,

ment permitting the establishment of new “intermediate” price lines under certain
conditions was largely ignored by manufacturers). This provision included the much
disputed “highest price limitation” forbidding the production of higher-priced garments
than were produced in March, 1942, 2) Minimum allowable direct labor and material
costs fixed for each price line, direct labor costs to be calculated on the basis of the
wage rates paid in July, 1942. 3) Ten per cent less than the average initial percentage
margin used in the respective price lines in March, 1942 to be added to direct costs
to cover other expenses and profits,

Price increases by manufacturers were transmitted to the ultimate consumer, since
retailers (MPR 330) added to their buying prices the same percentage margins they
had used during the latter part of 1941 for the same price line; they were, however,
prohibited from selling any garment at a price higher than their highest price line for the
same class of apparel in March, 1942,
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we will be able to cut the price of our dress from $22 to $21 a dozen. Then we will be
able to sell a lot more dresses and buy more embroidery from you’ Now, however,
we don't care if we pay $8 for the embroidery.”

Furthermore, manufacturers did not cobject to the “over-finishing” of
poor fabrics, (e.g., producing printed instead of plain cloth or adding an
extra stripe to raise the price) or to the “rejobbing” of materials, that is,
passing them through the hands of several jobbers each of whom added his
markup.

A practice called “upbuilding” garments contributed to reducing their
intrinsic values. Of 14 manufacturers of dresses and coats 8 said that if
the direct costs of a garment were not high enough to permit its inclusion
in a certain price line, a more expensive hning, decoration, or trimming was
added to it. By some it was frankly admitted that this was done with no
thought of adding to the “value” of the garment but solely of adding to the
price. Thus garments of poorer fabrics and workmanship were sold in
higher price lines than in March, 1942,

Occasional references were made to an increase in the number of hours
used in producing a garment and also to higher wage rates paid to piece
workers which were included in the direct costs. There was no incentive to
keep labor costs down.

Manufacturers generally reported that quality deterioration was not as
pronounced in expensive as in inexpensive garments. In the former, manu-
facturers could cut out little details to save costs without affecting the intrin-
sic value of the garment. In the latter, however, costs were traditionally
calculated closely (“There was no room to move around”}, and therefore
economies in material or workmanship were introduced.

Detailed information from two case studies may illustrate the manufac-
turers’ practices:

Manufacturer of cheap rayon dresses. Produced 5 price lines in 1941:

$ 8.50 per dozen—discontinued end of 1941;

$13.50 per dozen—discontinued summer of 1942;

$15.75 per dozen—quantity reduced in 1943; “plan to drop it,” said manufacturer
in April, 1944;

$22.50 per dozen;

$31.50 per dozen.

Gf the two price lines still produced in quantity, the manufacturer said that at the
beginning of 1944 the $22.50 dresses had much better styling and accessories but no
better fabrics and workmanship than the $13.50 had had before the GMPR; and the
$31.50 line had deteriorated by approximately 30 per cent.

Large manufacturer of more expensive women's wear, Produced 12 price lines
of rayon dresses in the fall of 1942, In the fall of 1943 the lowest 4 and the highest 2
lines were discontinued, 3 medium fines were produced in small quantities only, and
one line, originally the fifth highest, accounted for 50 per cent of the output. These
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changes were due to differences in the pre-GMPR markups on the different lines. In
coats and suits, 5 out of 12 price lines were retained, and the most expensive one
accounted for roughly 50 per cent of the production. As a result of these changes,
most buyers were paying higher markups than previously. With respect to the intrinsic
value of the dresses, the manufacturer said that there was a shift to the next higher
price line (amounting roughly to 10 per cent) from the spring of 1942 to the spring
of 1943, and another similar shift during the following year,

4. Other Instances of Quality Deterioration

In some cases manufacturers lowered the guality of their goods without
using either the cost-plus formula or the similar-commodities clause. This
was done, for instance, by women’s-wear mamufacturers who produced only
one price line and therefore could not shift their product from one line to
another, by some manufacturers of shirts (who, for example, eliminated
collar linings), of women’s slips (who used inferior stitching or less em-
broidery), and of furniture (who lowered the quality of workmanship or
used lower grades of lumber).

In food products, too, there was some mention of quality deterioration. Meat
packers said that the quality of meat suffered on twao counts: cattle were frequently
slaughtered too soon so that choice guality beef cuts became scarce, and pork was not
trimmed as well as before price control (a regulation issued at the end of 1942 set
the standards for pork cuts lower than the highest traditional standards of some
packers). Most processors and retailers expressed the opinion that meat slaughterers
left even more fat on the meat than was permitted and cut the meat so as to increase
the proportion of higher-priced cuts, Finally, some processors admitted reducing the
quality of their sausages, and some retailers implied hidden price increases when they
said that “Price is not everything, since a skillful butcher can doalot . . .

In dry and canned groceries wholesalers and retailers seldom memtioned quality
deterioration. In fresh fruits and vegetables, however, the regulations applied in the
summer of 1943 were often criticized for not setting different ceiling prices on high- and
low-quality products. “Since all qualities can be sold at ceiling prices, except in times
of heavy supply, neither producers nor dealers are interested in selling high-quality
vegetables,” we were told; therefore, more low-quality vegetables were on the market
than before.

- Quality deterioration was rather general in laundering, especially in ironing and
finishing. ©Of 17 power laundries only 3 said in the fall of 1943 that the quality of
their work had remained satisfactory. The opinion of the others was expressed by
the comment, “The laundry business is not proud of the job it is doing today.” The
poorer quality of work was blamed primarily on the lack of efficient help, but alse on
the OPA, because it maintained GMPR prices at a time when wages increased sharply.
Direct price increases were said to have been impossible in laundering because customers
in general were well aware of the prices they had paid before.

A relatively infrequent and expressly forbidden procedure, reducing the size or
quantity of a commodity, may be mentioned among indirect price increases, since the
same price is quoted for less value. Its effect is the same as the main effect of quality
deterioration, namely, the durability of the merchandise purchased is lowered.
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Most stationery stores reported that the number of sheets in, packages of paper
was reduced; in one instance 60 instead of 80 shects of writing paper were sold at the
same price; in another, 18 instead of 24 sheets and envelopes were sold in a package
costing only 5 per cent less. Druggists and grocers said that the guantities of certain
cosmetics and packaged foods had been reduced.

A few restaurants mentioned that they were serving smaller portions. Especially
cheaper restaurants and cafeterias preferred cutting portions to raising the well-known
prices of their standard dishes.10

10 Consumer satisfaction was also affected by the deterioration of service in retail
stores and restaurants, which may therefore be regarded as a furiher form of quality
deterioration.



CHAPTER VIII
RepucTtion 1w NuMeeER aAND Size oF MARKDOWNS

Even complete information about changes in regular selling prices and
qualities would not suffice to measure the change in the consumers’ actual
money outlay for comparable goods. In normal times retailers frequently
marked down their prices so that some consumers made some of their pur-
chases below regular prices. Some retailers used to mark down their slow-
moving merchandise, some had annual or seasonal clearance sales, some had
special prices for promotions or loss leaders, and in some stores bargaining
was the accepted practice so that few poods were sold at the prices marked
on the price tags. Two questions arise in this connection: Did the quantity
of goods sold below regular prices decrease during the period in which price
control was in effect? Was the size of the price cuts (the percentage by
which prices were marked down) reduced?

1, Frequency of Reductions by Retailers

A few retail stores reported that as early as 1941 they had reduced both
the proportion of goods offered below regular prices and the extent of the
price cuts. This was in accordance with their usual procedure, inasmuch as
the extent of markdowns always varied with fluctuations in the business
cycle. In 1942 changes in markdown policy became somewhat more wide-
spread so that, at the beginning of 1943, 27 per cent of our samplé of ap-
parel retailers reported some changes, and 28 per cent substantial changes
in their markdown practices (Table 14, first line). The most frequent ex-
planations of these changes were the rapidly growing shortages and the
fact that there was no longer any need to stimulate consumer demand by
price reductions and loss leaders. Furthermore, style changes were said to
have become less frequent, and retailers expected to be able to sell seasonal
goods carried over from one season to the next at unchanged or even higher
prices.

In view of these considerations it is surprising to find that 45 per cent
of the retailers interviewed had not changed their markdown policy at the
beginning of 1943. They gave the following reasons:

a) “It is poor practice to change established policy”; “It is an elementary
principle of merchandising that goods must not be carried over from season

65
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TABLE 14
Cuances 1IN Poricy ofF Markine Down Prices

Apparel Retailers; Comparison with 1941

NvMmeer oF Firus
No Little | Substantizl
Dar
ATE Change*| Change}] Changef
in in in
Policy Policy Policy Total
First Survey: Dec. 15, 1942-Feb. 14, 1943 32 19 20 71§
Second Survey: Aug. 15-Sept. 15, 1943.__ 2 4 14 201
* “Ng Change”: All firms included in this column gave this answer unequivocally. Yet it is

possible that merchants may have overlaoked slight changes either in the numhber or in the size of
markdowns since 1941,

f “Little Change”: Statements that markdown principles remained unchanged but somewhat
fewer items were marked down and markdowns were somewhat smaller than in 1941; or data showing
that current markdowns, while smaller than in 1941, still amounted to more than 2 per cent of the
total sales volume (this limit was chosen arbitrarily).

I “Substantial Change”: All seasonal sales and all markdowns discontinued (except for odd
lots, spoiled merchandise, or a few highly styled items),

§ Five firms that never marked down prices are not included.

T All 20 firms interviewed in the second survey had been interviewed in the first survey; their
answers at that time were: No Change, 8; Little Change, 7; Substantial Change, 5.

to season.” (Most frequent type of explanation, given by stores of all sizes
carrying all kinds of merchandise,)

b) “Our business is built on big volume and quick turnover”; “Volume
sales must be stimulated by markdowns.” (Explanation given primarily by
stores carrying cheaper merchandise.)

c) “Retail trade is still competitive”; “We still have to attract cus-
tomers.” (Explanation given by a few stores carrying expensive clothing.)

In the course of 1943 markdown policies were changed radically. In
August and September of that year it was found that 14 out of 20 retailers
of apparel had discontinued markdowns entirely except for odd lots, spoiled
merchandise, or a few occasional items {cf. Table 14). In most department
stores, however, markdowns were only reduced and not eliminated, and two
chains carrying inexpensive dresses reported that the poor quality of some
of their merchandise made it necessary for them to continue to take consid-
erable markdowns.

The changes in markdown policies in 1943 were attributed to three de-
velopments: a) shoe rationing, beginning in February, 1943, put an end to
the semi-annual sales of shoes; b) a great buying wave for apparel that set
in after the announcement of shoe rationing convinced many retailers that
there were no longer any unsalable goods; ¢) the Office of Civilian Require-
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ments in the summer of 1943 took steps against the recurrence of overbuy-
ing and hoarding by consumers; it instructed retailers not to push sales and
to discontinue all advertisements featuring shortages or comparing lower
sale prices with higher regular prices.

Several apparel and furniture stores taking no markdowns at all in the
summer of 1943 declared this to be a temporary situation. They believed
that the quality of certain wartime products would make the resumption of
miarkdowns necessary in the future. This expectation came true a few
months later; at the end of 1943 and especially in January, 1944 many re-
tailers resumed or increased their sales at markdown prices. They thought
it advisable to push the sale of low-quality “victory goods™ or substitutes
because they anticipated that prewar qualities would soon again be produced.

The information received on changes in markdown practices varied somewhat in
different types of stores and in different commodities. For example, in the summer
of 1943, department stores took more markdowns on furniture, rugs, and china and
glassware than stores speécializing in those lines. Several shoe stores ¢ontinued mark-
downs until the day of shoe rationing. A few months later the QOPA permitted the
sale of .odd-lot shoes—up to 4 per cent of the merchant’s stock—at markdown prices
without coupons, and this was generally considered the maximum for markdowns. Half
of the shoe stores interviewed made no use of this provision while some others said,
“We cut prices and sold some odd lots without coupons because customers expected
us to, but there was really no need for marking down shoes” In January, 1944, the
OPA permitted the sale of up to 13 per cent of the retailers’ total stock without
coupons at a price of $3 or lower. Only stores selling low-priced shoes made use of
this permission.

Among typical bargain stores, a few general-merchandise and a few f{furniture
stores were interviewed. They explained that “normally” they marked their prices
about 100 per cent over costs but would accept 25 per cent less than the tag prices.
They also said that in their opinion the base-date ceiling applied to the tag prices.
It is therefore probable that their actual selling prices rose considerably during price
control.

Only fragmentary information could be gathered about markdown policies in food
stores. In the fall of 1943 the 4 biggest chains said that they were still selling large
quantities below ceilings, while 3 smaller chains had discontinued most markdowns.
Most independent retailers other than large low-cost stores had substantially reduced
both the number and size of their markdowns. Selling below ceilings occurred primarily
in perishable goods at times of seasonally large supplies; toward the end of 1943 it
increased even in certain nonperishables which became abundant (canned vegetables).

Among drug stores almost half the firms interviewed either never had any sales
or promotions (e. g., sellers of pharmaceutical goods exclusively) or had discontinued
them before price control. One-third of the sample eliminated cut-rate prices entirely
or with few exceptions during 1942 or 1943, while a few stores continued to have a
few loss leaders in the fall of 1943 because, as they said, “customers want them.”

Laundries generally discontinued their day differentials, and cleaners eliminated
their bargain' combination prices in 1942. Special prices {or liquor disappeared in 1943.

The practices of retailers selling uncontrolled commodities indicate that price
control alone could not have been responsible for the reduction in markdowns. Loss
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leaders disappeared from the windows of florists and jewelers in 1943. Flowers used
to be sold at reduced prices when they were “old”; since the turnover of florists
accelerated greatly, there was less occasion for such price reductions, Certain jewelers
irequently marked down their prices before the war., One of them declared that in
bad times 50 per cent of his sales were made at reduced prices, in “normal times”
about 25 per cent, in 1943, however, practically none.

2. Extent of Reductions by Retailers

it proved to be difficult to measure the extent of the changes in mark-
downs. While 1943 data were obtained from many stores, only a few large
firms supplied comparable earlier figures on markdowns, which used to
change from season to season and year to year. Some firms, however, sup-
plied annual data on markups for several years, from which changes -in
markdowns could be caleulated. They gave us, first, their “initial markup,”
that is, the difference between buying prices and the list prices at which
the merchandise was intended to be sold (expressed in per cent of the
latter) ; second, their “earned markup,” that is, the difference between
buying prices and the actual selling prices (expressed in per cent of the
latter). The difference between the two markups indicated the extent
of markdowns.

The data in Table 15 must be considered with caution in view of the
small sample from which they were derived. Furthermore, it must be kept
in mind that the average reduction in the markdowns—3.5 per cent less in
the fall of 1943 than in 1941—can hardly be considered an indication of the
additional amounts of money paid by any single consumer. Consumers who
used to shop around and make their purchases at seasonal sales must have

TABLE 15
Revucrion in MArRkDOWNS
Markdowns Expressed as a Percentage of Total Sales

5 Department Stores, 7 Apparel, and 4 Furniture Specialty Stores

1941 Fall, 1943
Average . — - 47% 12%
Range oo 1.5-80% 0-3.4%

Variety and 5- and 10-.cent chains, where markdowns have always been infrequent, are not in-
cluded in the table.

In several stores part of the inventories was marked down for tax purposes or in order to create
reserves against future losses in 1943; those markdowns are not included in the table because they
did not benefit the consumers. )

According to the Controllers’ Congress of the National Retail Dry Goods Association markdowns
of department stores amounted to 5.1 per cent of sales in 1941 as against 6,5 to 7.3 per cent between
1935 and 1939, and 4.8 per cent in 1942.
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been affected much more than the average would indicate, while certain
others were doubtless not affected at all. According to some retailers, mark-
downs on expensive goods used to be larger (as a percentage of the initial
price) than on cheaper goods; as far as that inforination is correct, careful
buyers of expensive goods would have suffered most from the effects of
fewer and smaller markdowns.

The question of reduction of markdowns has received scant attention in available
literature. The first known reference to price increases resulting from the discon-
tinuation of special sales appeared in an article published in September, 19431 Meany-
Thomas (pp. 23 and 39) cstimatéd the downward bias in the BLS index resulting
from the lack of consideration of discontinued week-end and special sales and mark-
downs at 2 per cent for clothing and 4 per cent for food for the period January, 1941
to December, 1943. The BLS said in its Reply that, while precise data could not be
compiled, the estimate of a 4 per cent increase in the family food bill due to this
factor was much too large since week-end reductions in grocery prices were generally
discontinued in the late thirties.

The Mitchell Report estimated the total cffect of the disappearance of sales at
reduced prices, which is not reflected in the BLS index, at 1 per cent for clothing,
1 per cent for housefurnishings, and 14 of 1 per cent for food from January, 1941 to
December, 1943, The cstimates for clothing and housefurnishings are based on pre-
liminary data concerning the 1943 average markdowns of department stores.

3. Comparative Changes on the Wholesale and Retail Levels

Retailers not only used to sell below list prices but also to buy at reduced
prices by obtaining special discounts or making quantity or out-of-season
purchases. Practically all respondents reported that ‘'most concessions, allow-
ances, discounts, and manufacturers’ special sales had disappeared prior to
the GMPR, while most discounts on quantity purchases had been elimi-
nated during the first year of price control. Some suppliers discontinued
the delivery of such quantities as would have necessitated the granting of
quantity discounts. This was said to have been done even when there was
no shortage of supplies.? .

Selling below regular prices appears to have ceased earlier and more
completely on the manufacturing and wholesale levels than on the retail
level. In 1943, when manufacturers were asked about their main problems,

1 Lazare Teper, “Observations on the Cost of Living Index of the Bureau of
Labor Statisties,” Journel of the American Statistical Association, Vol. 38, September,
1943, p. 279. The results of our first survey on markdowns were circulated in mimeco-
graphed form in March, 1943.

2 Variety chains reported increases of as much as 10 per cent in their huying prices
as the result of such practices. They were very important in the liguor trade, where
the prevailing practicc of eliminating all wholesale discounts was legalized in Angust,
1043,
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practically all said that selling constituted no problem at all.® They asserted
that ‘‘competition’” among manufacturers had disappeared, since full-capa-
city operations were assured regardless of whether they met competitors’
prices. Retailers, on the other hand, said that competition on their level had
remained substantial in 1943. A department store executive, for example,
said “Customers still walk out of the store if they don't find what they
want at prices they want to pay”; and the manager of an apparel store,
“We are still interested in the prices of other retailers, and there are stilt
cases of price reductions because of competition.”

Such statements explain why retailers’ markdowns were not discon-
tinued entirely. The extent to which they were reduced was sufficient, how-
ever, to have had an important effect on profits and, according to the infor-
mation received in the interviews, on compliance with price regulations, At
the beginning of 1943 many retailers asserted that they would not be able
much longer to absorb the increases in their buying prices; late in that year
they attributed the fact that they had been able to do so primarily to the
profits that had resuited from the reduction in the size and number of
markdowns.

3 Only 3 out of 47 manuniacturers said that selling their products still constituted a
problem ; one of them manufactured dresses, two, cheap shoes (cf. Table 32, XVII, 2).



CHAPTER IX
UPTRADING: SHIFT 70 BETTER-GRADE MERCHANDISE
1. Concepts and Methods of Estimation

Practically all commodities studied in this survey have various quality
grades. All available information indicates that their average retail prices—
the total dollar sales of a commeodity divided by the number of units or
items sold—increased during 1942 and 1943. Up to now only one compo-
nent of that mcrease has been discussed : it may be called the “price appre-
ciation,” that is, direct and indirect increases in the prices of identical or
comparable grades of a commodity. A second component, a shift to the sale
or purchase of better grades, will be called “uptrading.”!

Uptrading may have originated in demand or in supply factors or in
both. As the most important demand factor, the increase in real income en-
joyed by a large proportion of the population may have led many people to
buy better-grade goods. On the supply side, manufacturers often found it
possible and profitable to concentrate their production on better-grade goods.
This was profitable because their dollar margins were higher on the more
expensive better-grade products than on the less expensive lower-grade
ones. Uptrading originating in demand may be called, from the consumers’
point of view, voluntary; uptrading originating in suppliers’ decisions,
involuntary.

In most cases price appreciation and uptrading occurred jointly, and the
available data on the quantities of consumer goods sold, their prices, and
the proportion of different qualities within the total sales are inadequate to
compute the extent of uptrading, Some light can, however, be shed on this
problem by studying the estimated increase in the average price of various
articles in conjunction with available information concerning the price appre-

1In general there will also be a small residual component representing a joint
effect of price appreciation and uptrading. The article, “Price Increases and Uptrading -
The Change in Advertised Prices of Apparel 'and Housefurnishings,” by G. Katona
and D. H. Leavens, The Journal of Business, Vol. 17, October, 1944, pp. 231-243, expiains
the equation “Increase in average price = price appreciation 4 uptrading 4 joint effect.”
It also provides additional data supplementing the discussion of this chapter.

71
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ciation of the same article; the difference between the two must be accounted
for by uptrading.

Since neither the number of items sold nor the total dollar receipts are
known for dresses, suits, furniture, etc.,, their average price could not be
determined directly.?2 Therefore, a roundabout method was used to estimate
the changes in the average prices of apparel and housefurnishings. The ad-
vertised retail prices in Chicago newspapers of March, 1942 and March,
1944 were surveyed, and a measure of their central tendency was computed.
Naturally, this measure cannot be taken as representative of the average
sales price in the same period. Advertisements do not include all the prices
of goods that the advertiser has in stock, and the number of times that a
price is advertised cannot be taken as proportional to the guantity actually
sold at that price. But, subject to certain qualifications made below, the
change in the average advertised prices may be taken as a rough approxi-
mation of the change in the average sales prices from one period to another.

This assumption is made because in each of the periods advertised prices
and their frequency distribution generally indicated

the price lines that retailers mainly wanted to sell, or
the price lines that retailers considered as best attracting consumers.

No factors are known (or could be discerned in inferviews with retail-
ers) that would have caused any substantial change in advertising policy
from 1942 to 1944. Nor did the study reveal any great change in the type
of retail stores using newspaper advertisements or in the frequency of adver-
tising by individual stores.

Taking the change in advertised prices as a rough indjcation of the
change in sales prices would be inaccurate if the advertisers had decided in
1944 to play up either high-priced or low-priced items to a much greater
extent than would have corresponded to the changes in the proportion of
their actual sales. It was found, however, that neither of these two tenden-
cies prevailed to the exclusion of the other (possible exceptions in certain
commodity lines are mentioned below).

The procedure used has several shortcomings. A rise in average prices
due to uptrading which consisted in a shift of customers from low-price to

2 Available information is more complete for shoes than for any other article and
even that is not sufficient for our purposes. The OPA announced the number of shoes
sold in 1943 but not in previous years (newspaper release of April 14, 1944); the
Survey of Current Business contains monthly data on the number of shoes produced
for many years, but these cannot be translated into data on the number of shoes sold
because inventory changes are not known. The Survey of Current Business also reports
the total dollar vaiue of retail sales for independent shoe stores and shoe chains (includ-
ing their sales of handbags, socks, etc.) but not for the shoe departments of department
and apparel stores (cf. Appendix III).
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high-price stores, or was due entirely to voluntary uptrading within a store,
is inadequately reflected in advertised prices. If lower-grade goods were
available in a store but consumers preferred buying higher-grade goods in
the same store or in other stores, the store probably did not stop advertising
the lower-grade merchandise. Neither does the study of advertisements fully
reveal the disappearance of low-cost merchandise, because it was found that
most inexpensive goods that were still available in 1942 but no longer in 1944
were not advertised in 1942.

In order to estimate the extent of uptrading, the rate of price apprecia-
tion must be deducted from the rate of change in advertised prices. The
BLS indexes cannot be used as a measure of price appreciation because
they give inadequate consideration to quality deterioration, which, in apparel
and housefurnishings, was more important than direct price increases (VII,
1). We shall, therefore, compare the increase in avgrage prices as calculated
from the advertising study with the information obtained in our interviews
about the rate of price increases (both direct and indirect, see Table 13).
That comparison will serve at least partially to disentangle uptrading from
quality deterioration, and, to a lesser extent, voluntary from involuntary
uptrading. That the various factors cannot be fully disentangled is to be
regretted, since they have widely different effects on consumers. If the con-
sumer is compelled to buy lower quality at the same price (quality deteri-
oration), he must, over a period of time, spend more money to satisfy the
same needs, If he is compelled to buy better-grade goods at higher prices
(involuntary uptrading), he is deprived of his freedom of choice and can-
not arrange his budget in the way he deems best; but insofar as better-grade
goods are more durable, his total money outlay within a given period need
not rise. Finally, if uptrading is the result of increased real income or
changes in taste (voluntary uptrading), no burden en the consumer is in-
volved.

2. Increase in Advertised Prices of Apparel and Housefurnishings

The pre-Easter periods in 1942 and 1944 were selected for the compari-
son of advertised prices. In the weeks before Easter there are rarely any
clearance sales, the occurrence of which might have distorted the compari-
son. The 1942 period was in the month of March, the base date for the
GMPR.

Every individual price in 24 selected merchandise lines advertised in the
two Chicago morning papers in the 13-day periods March 15-29, 1942 and
March 19-April 2, 1944 was recorded (altogether more than 3,000 advertised
prices for each of the two years). From the frequency distribution of the
prices of each article the first. quartile, median, and third quartile prices
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were computed for each year. The geometric mean of the percentage in-
crease in these three measures was considered the over-all index of increase
in advertised prices of a given commaodity.3

Table 16 and Figure 4 give a picture of the changes found in advertised
prices. The commodity lines are arranged in the order of magnitude of the
over-all index. Of the 24 commodity lines, luggage shows the greatest in-
crease; in 1944 the median of advertised luggage prices was 250 per cent of
the 1942 median, and our over-all index is 222. The greatest decrease was
in men’s coats; here the median of advertised prices was 9 per cent lower
in 1944 than in 1942, and the over-all index is 83. Men’s suits were the only
other commodity line in which advertised prices declined. The rate of in-
crease differs greatly from article to article. The largest increases were in

luxury or semi-luxury lines, and especially in the higher price brackets of
those lines.*

Was the increase in advertised prices greater in the lower or in the
upper price ranges of a commodity line? This question was studied by com-
puting the difference in the increase of the first- and third-quartile relatives
for each commodity line: '

a) The advance in advertised prices was greatest in the upper price
ranges (third-quartile relatives increased much more than first-quartile
relatives) in wooden furniture, luggage, handbags, blouses, women’s hats,
and men’s suits.

b) Advertised prices changed to a similar extent in upper and lower
_price ranges (no more than 10 per cent difference between first- and third-
quartile relatives) in women’s furs, dresses, suits, and shoes, in men’s fur-
nishings and coats, and in upholstered furniture.

3 Details of the procedure and of the composition of the commodity lines are pre-
sented in the article cited above. D. H. Leavens, Cowles Commission for Research in
Economics, was responsible for the advertising survey.

4 The following details, given for two articles in which advertised prices increased
greatly, may serve to illustrate the changes that took place between 1942 and 1944,

NuwMser oF TIMES ADVERTISED

Prices . Women's Blouses Women's Handbags

1942 1944 1942 1944

Under $5 oo = - 57 75 53 23
Between $5 and $10 . ___ 8 33 3 27
Over $10______ 1 26 ; 15 23
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TABLE 16
CHANGES. IN ADVERTISED PRICES
March, 1942 to March, 1944

1944 Revative, 1942 = 100, or
Commooity LINE OVER-ALL
First Third INDEX*
Quartile Median Quartile { 1942 = 100
LUZEARe oo omm e 168 250 262 222
Women’s handbags ————____...] 182 174 263 203
Women's blouses —ooocaee ... 152 156 209 170
Furniture, wooden, per set.__ ... 109 144 200 167
Women’s furs weeec o ccccmmae— 144 157 156 152
Women's coats, fur-trimmed_____} 146 176 136 152
Furniture, upholstered —_________ 138 152 132 140
Men’s Turnmishing$ - 13a 151 140 139
Men’s hats -] 154 143 117 137
Furniture, wooden, per piece_____] 96 129 171 128
Women's gloves oo oo 143 127 116 128
Women's SultS mremmmecmaem e 123 132 124 126
Women's coats ——ooo e 131 128 109 122
Women's dresses .| 119 117 127 121
Women's hats , 104 108 124 112
‘Women's shoes 116 111 104 110
Women’s hosiery . 114 108 95 105
Men's shoes ———____ U 115 110 79 100
Men's suits - 85 99 97 03
Men's coats - 82 91 76 83

Note: The rprices of women’s lingerie (over-all index 98), children's outerwear: (134),
draperies (192), and linen (192) were also recorded; these lines are, however, unhomogeneous in their
composition.

* Geometric mean of first-quartile, median, and third-quartile relatives.

¢) The advance in advertised prices was greatest in the Jower price
ranges {first-quartile relatives increased much more than third-quartile rela-
tives) in women's hosiery, gloves, and coats, and in men’s hats and shoes.

3. Indications from Interviews
a) Eatent of average price increase. Practically all respondents reported

that dollar sales increased more than the number of items sold in 1942 and
1943 ; that is, the average price per unit went up. Furthermore, many re-
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ported that their best-selling items were in higher price brackets at the end
of 1943 than early in 1942, Typical statements from retailers regarding indi-
vidual lines were:

“In the spring of 1942 our best-selling dress, representing over 50 per cent of our
sales, was $4.99; in the spring of 1944 our best seller was $7.99.”

“In the fall of 1942, 35 per cent, and in the fall of 1943, 75 per cent, of the women's
coats sold were priced over $15.99."

“Until the fall of 1942, $3.99 was the highest-priced handbag sold in this (shoe)
store; in the fall of 1943, however, 30 per cent of the handbags sold were $7.50 or over.”

“In the first quarter of 1942 our best-selling slip was $0.79 and the most expensive
one $1; in the first quarter of 1944 the best seller was $1 and the most expensive $2.19.”

A manufacturer ‘of men’s dress shirts gave the following information on changes
in the composition of his output:

Retail Price of Shirt Fali, 1942 Fall, 1943 and Spring, 1944
$200 e 8% 0%
225 _— - 30 17
2.50 - - 30 23
295 e o 9 28
3.50 - 6 4
3.95 —_— 3 28
500 and 10.00.c— 12 0

A few retailers prepared a breakdown of their total sales by price groups.
Some of these, which appear typical in the light of the entire available ma-
terial, are presented in Table 17.

Managers of department stores, in. comparing various departments, ex-
pressed the opinion that the shift to higher price lines was most pronounced
in handbags, accessories, women’s wear, and shoes.

In some few instances there was a shift to lower-quality goods causing
a relative decline in average prices, either because the best-grade merchan-
dise disappeared from the markets or because consumer demand for it de-
clined. Certain types of expensive dresses, shirts, shoes, novelties, etc., were
no longer made because of lack of imported fabrics, high-quality material,
and highly-skilled labor; and evening gowns and formal clothes were no
longer in demand because -of wartime -changes-in -customs.

b) Voluntary vs. involuntary uptrading. Voluntary uptrading may take
the form of shopping in higher-price stores in preference to lower-price
stores. Clear-cut evidence of consumers’ shifts to higher-price stores was
found only in the case of shoes, where this was the main form of uptrading
after the introduction of shoe rationing in February, 1943.5 In all other lines
of apparel and housefurnishings we found indications both of shifts from

5 Cf, Table 45. (XX1, 2) on the sales trend of stores selling only inexpensive and
those selling qnly expensive shoes.
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inexpensive to expensive stores and of the absence of such shifts {(cf. Chap.
XXI). Clear-cut evidence of consumers’, rather than sellers’, preference for
higher-quality merchandise within the same store was found only in the case
of men's sumts. In one department store, for example, the initial stock of
men's suits priced under $25 was the same at the beginning of the 1943
spring season as a year earlier, but the sales of those suits had declined 30
per cent in favor of more expensive ones. For no commodity other than
shoes and men’s suits did we find unequivocal support for the contention
made by most businessmen interviewed that uptrading originated exclusively
in changes in demand.

In all other articles it is probable that both demand and supply factors
contributed to uptrading. We found that in most cases voluntary and invol-
untary uptrading occurred jointly. Some consumers and retailers asked for
better-grade merchandise, and the manufacturers, either foreseeing such
trends or motivated by the higher profits obtainable on the more expensive
goods, willingly obliged by changing their production schedules. As a result,
many other consumers were compelled to trade up since they found an insuf-
ficient assortment of low-quality merchandise in the retail stores.

¢} Disappearance of low-end hines, Information from single respondents
on the disappearance of their lowest price lines cannot be generalized for
the entire field because the lowest lines eliminated or still carried by any
single manufacturer or retailer may or may not have been low-end merchan-
dise. Therefore only a few examples from relatively inexpensive stores will
be presented here: In the first quarter of 1942 and the third quarter of 1943
the lowest retall price of rayon dresses was $2.99 and $4.99, respectively, in
several stores ‘cotton housedresses, $1. 69 and $2.59; women'’s slips, $0.49 and
$0.79; studio couches, $29.95 and $39.6

d) Uptrading in fields other than apparel and housefurmshmgs Little
information was obtained concerning uptrading in goods and services other
than apparel and housefurnishings. The great majority of wholesale and
retail grocers declared, when directly asked, that there was a trend toward
betier-grade goods in their business, especially in canned goods and coffee
after they were rationed. The supply of fancy-grade canned goods was, how-
ever more restricted than that of medium grades and, therefore, the actual
sales shift was smaller than it would have been if consumers’ preference
alone had determined the composition of the sales. In the first few months
after coffee rationing was discontinued in the fall of 1943, the sale of low-

6 Data on the disappearance of the lowest price lines can be found in Business I eek,
September 25, 1943, pp. 92 f.; G. Meany and R. J. Thomas, pp. 38, 52, and 100 ff.; BLS
Reply, Appendix IV; and monthly releases of the BLS on the cost of living,
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priced brands increased somewhat but did not reach the same proportion as
before rationing.?

In restaurants no evidence of a shift to better meals was discovered,
Table 18 shows that from 1942 to 1943 the average check increased only
moderately, certainly not to a greater extent than would have corresponded
to the rate of price increases (cf. V, 2). The large gain in the dollar sales
of restaurants was due primarily to an increase in the number of their cus-
tomers. Our data are not sufficient to determine whether there was a shift
of customers from lower-grade to better-grade restaurants.

TABLE 18
PErcENTAGE INCREASE IN RESTAURANT BUSINESS
First Half of 1943 Compared with First Half of 1942

29 Restaurants*

AVERAGE INCREASE RANGE oF INCREASE
Dollar Sales - oo 309+ 8-110%
Customer county . 23 6~ 80
Average check 11 0- 24

* Qutlying restaurants catering mainly to the automobile trade and reporting reduced volume
are not included.

+ Corresponding figure reported for Chicago restaurants by the Bureau of the Census: 31%.

% It is possible that restaurants exaggerated the increase in their customer count, since by doing
the same in their reports to ration boards they could increase their allotments of rationed meat.

In laundries the reverse of uptrading took place, although we were told
that customers frequently asked for better-grade service. Of 17 Chicago
power laundries 11 eliminated their highest-priced services in 1942 and 1943
because of the shortage of skilled labor; 2 of them gave the further explana-
tion that “wet wash,” the Jowest-priced service, was the most profitable one,
When high-grade services were eliminated, the receipts of one laundry de-
clined by 35 per cent, those of the others, by 10 to 20 per cent. The elimina-
tion of low-priced services is structurally impossible in- laundries, since these
constitute basic procedures for finishing.

Jewelers reported uptrading in watches and costume jewelry, but said that
among precious jewels the sales of articles priced between $530 and $200
had increased the most, while the sales of more expensive jewels had re-
mained unchanged or decreased.

In flowers, however—another uncontrolled commodity--uptrading was
said to-have been substantial. Florists generally agreed that greenhouses had

7 See also Business Week, May 27, 1944, p. 88.
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shifted their flower output to more expensive flowers, yielding relatively
larger profits, This was done when volume was cut by labor shortages or by
the partial conversion of greenhouse production to vegetables. The reduction
in the supply of cheap cut flowers drove many fiower peddiers out of business.

4. Eatent of Uptrading

The scattered information ohtained in interviews confirms the findings
. of the advertising survey inasmuch as both reveal a substantial increase
in the average price of most commodities, With respect to shoes and
men’s suits and coats the two surveys differ. Retailers reported increases
in the average selling prices of these commodities, which were not indi-
cated in the advertisements. This divergence is not surprising, since up-
trading in these commodities appears to have been primarily voluntary
and would therefore hardly be reflected in advertising.

A comparison of the rate of increase in the average prices of various
articles as derived from the advertising survey with the extent of quality
deterioration as estimated in Chapter VII reveals important points of cor-
respondence. Both the price appreciation and the increase in advertised
prices were larger in women's wear than in men’s wear, and largest in
luggage, handbags, furs, blouses, and furniture.

On the other hand, in view of the information from interviews that
the quality of women’s dresses deteriorated substantially and that their
average price increased greatly, it is surprising to find that advertised
dress prices rose only moderately (over-all index 121, as against 170 in
blouses). Why women’s dresses rank so low in the list of increased ad-
vertised prices we do not know.8

In view of the finding that the quality of low-priced women’s gar-
ments deteriorated more than that of high-priced garments {VII, 1 and 3),
one might have expected a larger increase in the advertised price in the
lower than in the upper price brackets of women’s apparel. That this
was not found may be explained primarily by the fact that advertisements
failed to reveal the disappearance of the lowest-priced merchandise, In
addition, there appears to have been a great deal of uptrading in the
higher price brackets of women’s garments,

8 An advertising executive snggested the explanation that in the case of such essen-
tial items as dresses retailers might have tried to attract customers with lower prices,
whereas in certain luxury items, higher prices might have been considered more effective,
If it were true that such advertising policies prevailed in 1944 but not in 1942, the
change in advertised prices would not be representative of the change in sales prices for
the articles concerned (cf. 1X, 1 abave).
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Is the increase in the average price of most apparel and housefur-
nishings articles to be attributed primarily to uptrading or to price ap-
preciation? In other words, to the shift to better-grade goods or to the
purchase of unchanged qualities at increased prices? For a few com-
modity lines the data are insufficient to answer that question. In women’s
dresses, for example, the advertising data seem to exclude uptrading since
they show a smaller rise from 1942 to 1944 than the estimated rate of
quality deterioration, but these data may not be representative. In several
other commodity lines, however, the increase in the average price exceeded
by far the rate of direct and indirect price increases. Thus in luggage
and handbags advertised prices rose more than 100 per cent, while most
estimates of price appreciation were between 30 and 50 per cent (cf. Table
13); in men’s furnishings advertised prices rose 39 per cent, while the
median of estimated price appreciation was 17 per cent; similar dif-
ferences are found in all kinds of furniture and in men’s hats. In all
these articles uptrading must be assumed to have been substantial. In
men’s suits and coats, we found some indication of voluntary uptrading,
none of involuntary uptrading or quality deterioration. In shoes the
evidence shows no involuntary uptrading, but both quality deterioration
and voluntary uptrading.

Note: Information from Other Sources on Uptrading

Meany-Thomas estimate the downward bias in the BLS clothing and housefurnish-
ings indexes resulting from the failure to consider uptrading at 12 per cent (p. 39).
Murray-Thomas (pp. 31 ff.), while accepting this estimate, assert that: a) Voluntary
uptrading is a “myth” because there was no increase in real earnings between 1941 and
1944, b) “Trading-up does not ordinarily mean a shift toward the purchase of higher
guality goods. Indeed it very rarely means such a shift. The shift is from a lower to 2
higher price line.” In the second argument the term “uptrading” is not tised in the same
sense as we have used it; tramslated into our terms Murray-Thomas seem to assert
that even involuntary uptrading was very rare, and that, as a rule, there was only
“price appreciation.”

The conclusions of the Mitchell Report are different from those of Murray-Thomas
with respect to voluntary but similar with respect to involuntary uptrading. It maintains
that “on the average, American wage earners and low salaried workers have improved
their financial position notably since 1941” (p. 7). Since voluntary uptrading tends to
accompany increased income,® the report states concerning clothing that “a large part
of all trading up during 1941-43 was voluntary” (p. B-18), and concerning house-
furnishings, that “a good deal of the uptrading occurring is voluntary” (p. C-9). Having
estimated that both voluntary uptrading and quality deterioration were considerable,

% On the basis of the data collected by the BLS in its 1935-36 and 1941 studies of
consumer expenditures, the Mitchell Report presents extensive calculations giving a
“general idea of the way in which shifts from lower to higher incomes would affect
average expenditures if prices remained unchanged” (p. C-9).
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the Mitchell Report concludes that, “it seems highly probable that forced quality up-
trading is very small, on the whole” (p. I1-27).

Although our studies did provide evidence of some voluntary uptrading, we found
that in most instances uptrading originated in both supply and demand factors (ef. IX,
3, b) and that the entire uptrading effect, which was at least partly involuntary, was con-
siderable. Qur findings concerning the total rate of uptrading are confirmed by the fact
that the increase in the BLS clothing index is greatly exceeded by the rise in other index
calculations which take uptrading more fully into account but which, like the BLS index,
neglect quality deterioration.1¢

10 Cf, the Bureau of Agricultural Economics Index of Prices Paid by Farmers
(Mitchell Report, p. B-1 f.) and the CIO Clothing Price Survey (Murray-Thomas,
p. 77, which report the prices of the best-selling lines at different times; the “WPB
Index” derived from necwspaper advertising; and the “American Retail TFederation

Index” (the last two are not published but arc mentioned briefly in the Mitchell Report,
pp. B-5 fi).



CHAPTEER X
KEEPING PrICES STABLE

Seme commodity lines showed a remarkable stability of prices and
qualities, either in the entire period surveyed or in parts of it. It is im-
portant to study the conditions under which businessmen avoided both
direct price increases and quality deterioration. Price stability is here
understood in terms of list prices and available qualities; we shall not
consider price stability as having been impaired by the reduction or elimina-
tion of markdowns, uptrading, or obligatory or unavoidable changes in
merchandise resulting from WPB orders or shortages of materials.

1. In Apparel and Housefurnishings

In the fall and winter of 1943 managers of department stores and of
apparel stores carrying a great variety of merchandise were asked to name
“the most important goods now bought and sold in which both price and
quality are substantially the same as at the time of the GMPR.” Of 25
firms interviewed 23 mentioned men's suits, and 13 said that men’s suits
was the only commodity line in which unchanged prices and qualities gen-
erally prevailed. Tn all other lines, according to these respondents, con-
sumers had suffered some losses, although certain individual items or the
products of certain manufacturers had remained stable. A few firms said
that men’s hats, piece goods, china and glassware, linoleum and rugs, and
kitchenware had also' remained substantially stable in price and quality.
This information ' was generally corroborated by the manufactures pro-
ducing these articles and by specialty stores selling them exclusively.l

Men's suits, Only very few manufacturers and retailers voiced any complaint about
the quality of men’s sunits (cf. Table 19), and only one firm in our sample estimated the
extent of quality deterioration at more than 5 per cent. Some stight complaints were
made about workmanship, the substitution of domestic cloth for better imported cloth at
unchanged prices, and primarily about the quality of separate trousers and jackets, The
prices of fabrics and of suits rose substantially until the spring of 1942—both increases

1 Cf. Tabte 13 for the range of estimates of direct and indirect price.increases in
these commodity lines,

84
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TABLE 19
Prices axp QuaLities oF MEN's SuiTs
Summer, 1942, to Fall or Winter, 1943

NunmBER 0F FigMs SAYING Prices
GENERALLY STABLE AND
KixpoF Firm

Quality Unchanged Quality Poorer

Manufacturers_———aceen — ——- 10 2
Specialty stores_ o 16 4
Department stores - e 13 2

were estimated by a few respondents at 25 to 40 per cent from 1939 to 19422—but did
not change after certain adjustments were made in July, 1942, when a special regulation
(MPR 177) was introduced for the men’s wear industry.

The following composite picture was obtained from case studies with three suit manu-
factirers in the fall of 1943 Price stability in this industry was general but not universal.
Some mills kept fabric prices and qualities stable while some did not; the average price
increase from the GMPR until the fall of 1943, effected by selling new types of cloths,
may have been 5 per cent. Most suit manufacturers absorbed this slight price increase.
Only a few, especially manufacturers of cheaper suits who found it difficult to switch
to better-grade merchandise, introduced many new lines and used the similar-commodi-
ties ¢lause to increase their prices by a few per cent. Compliance by retail stores was
satisfactory, although “every businessman in the trade knows of a few stores that have
kept the same prices but offer fewer ‘good buys' than before”

Men's hats. According to one-half of the observations, prices.and qualities of men’s
hats remained unchanged from the GMPR to the summer of 1943, and several men’s
furnishings stores referred to hats as their only article without price increases. Some
merchants, however, said that quality deterioration began in the fall of 1943.

Piece goods, linen. According to several retailers quality deterioration was *hardly
possible” in such staples as piece goods, sheets, and table linen. This type of assertion
was, however, more frequent in spring than in the fall of 1943, when complaints about
the quality of cotton goods and especially towels and shects increased in number.

China and glassware, According to 10 out of 17 observations, prices and qualities
of chinaz and glassware remained unchanged, and only in two instances was it estimated
that the quality of these articles had declined more than 5 per cent. “The OPA has
stablllzed the prices. Yes sir, they actually did that in china and glassware,” said the
manager of that department in a large store. Some retailers did voice complaints con.
cerning the products of certain individual manufacturers.

Floor coverings. The relatively few wholesalers and retailers of lmoleum interviewed
asserted unanimously that prices and qualities had not changed. In domestic rugs the
substitution of products containing cotton or rayon for all-wool rugs made comparison
difficult. Yet those substitute goods already on the market at the time of the GMPR
were said to have remained unchanged in price and gquality for more than a year. *]

2 Cf. Table 30, XVI, 2,
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didn’t believe last year that prices and qualities would hold, but they did,” said a large
dealer.

Hardware and kitchenware. Price and quality maintenance was reported by several
department stores and specialty stores to have been satisfactory in hardware and kitchen-
ware. Detailed questioning brought forth comments of “slight” price increases or “a
little” quality deterioration. Although consumers were said to have been buying irre-
placcable items regardless of price, it was asserted that many manufacturers and retailers .
complied fully with the regulations. (Somec dealers mentioned, however, that they
knew of black markets in metal ware.)

The commodities discussed thus far are those whose prices and qual-
ities were said to have been essentially the same at the end of 1943 as in
March, 1942. 1In the other articles of apparel and housefurnishings
that advanced in price or deteriorated in quality from 1942 to 1944 the
process of price appreciation was not continuous. There were certain
periods when price stability was more general and more pronounced in all
the commodities studied than in other periods. We shall study the causes
for the different periods of price control in Chapter XVI but must refer
here briefly to those periods in which business procedures resulting in
price stability were frequent.

a) The first few months after the GMPR. Practically all sellers of
apparel and housefurnishings reported that the GMPR put an end to the
rapid trend of price advances prevailing during the six months precedin
its issuance. They said that from April to October, 1942, their prices
had remained generally stable or even receded below ceilings. In the last
quarter of 1942 certain manufacturers made some use of formula ceilings
to raise prices or of the similar-commodities clause to lower qualities; yet,
in the opinion of most retailers, neither direct or indirect price increases
were substantial until January, 1943. References to substantial quality
deterioration became much more frequent in January and February, 1943,
but even at that time over 25 per cent of our sample said that prices and
qualities had remained stable (Table 20).

b) Second half of 1943. In interviews conducted between Septem-
ber and December, 1943, retailers of women’s wear and furniture, who
described a substantial rate of quality deterioration in their merchandise
since the GMPR (cf. VII, 1), were asked whether the deterioration had
been continuous or whether it had been more pronounced in certain pe-
riods than in others. Of 30 retailers who were in a position to compare
the qualities of merchandise delivered at different periods, 21 said that it
had been most pronounced in the first four or five months of 1943 and
that in the summer and fall of 1943 qualities had remained substantially
stable or deteriorated at a much smaller rate; 6, that quality had deterio-
rated at the same rate in all periods; and 3, that they' were unable to an-
swer the question. Quality lowering in the fall of 1943 was said to have
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TABLE 20
Dirgct AND INvIRECY PricE INcrEASEsS DUrRING THE First Frw MoxntHS AFTER GMPR

Estimates by Retailers of Apparel and Housefurnishings

NuMmeer oF FirMs wiTH
‘Some
INTERVIEWS MADE IN Increases
No Small (extent un- | Substantial
Increases Increases determined) | Increases
Nov.-Dec., 1942 (58 firms)o____ 18 24 8 8
Jan.-Feb,, 1943 (33 firms) ... 14 12 4 23

The retailers were asked to discuss the over-all picture concerming the goods they carried.

“No increase” includes such statements as: “Prices and qualities are the same™; “Quality
deterioration consisted exclusively of substitution of materials as ordered by WPB™; “With the
exception of a few insiguificant items we have noticed no change in prices or lowering of gquality”;
“The customer. may now gct 1 to 2 per cent iéss for his mioney than before the GMPR."

“Small increases” includes esiimztes of price increases and quality deterioration between 3 and
10 per cent; “substantial ingreases,” estimales over 10 per cent. “Undetermined’” represents those
cascs in which merchants said that quality had deteriorated. but would not estimate how much.

There was no substantial difference in the jnfermation received from different types of stores.
Men's apparel stores reported price stability somewhat more frequentty than others, but the difference
was small because they included men's furnishings as well as suits in their estimates,

The survey was ended Febroary 15, 1943, and taken up again in July, 1943, when estimates
of price changes were asked for specific articles (cf, Table 13).

been most pronounced in winter wear in which the merchandise received
was compared with that of the previous year. It was said that be-
ginning with the summer of 1943 some merchandise even improved in
quality.

2. In Food Products

Reports of greater price stability during the second half of 1943 in
apparel and hcusefurnishings found their paraliel in observations about
food prices. Tao be sure, the break in the rising curve of the food price
index in May, 1943 (cf. Fig. 2, Ch. IV), was caused mainly by seasonal
factors and by the “roll-back” of meat and butter prices through the pay-
ment of subsidies; yet new price regulations and better compliance also
played a substantial role in stabilizing food prices.

Practically the entire wholesale and 'retail food trade was placed on a
new basis when markup regulations and dollar-and-cent retail ceilings (cf.
XII, 2) superseded earlier complex provisions (in May, 1943 for meat
and nonperishable groceries, in the fall of 1943 for produce). Accord-
ing to most wholesale and retail grocers interviewed, the prices of canned
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and dry groceries remained substantially stable after May, 1943. There
were a few items, especiai!y canned fruit, the prices of which were raised
by the OPA, and there were instances of lack of compliance, but com-
pared to the situation prevailing in the preceding 12 months (cf. VI, 2},
the improvement was said to have heen very considerable. The informa-
tion received from retail grocers in July, 1943 can be summarized by
groting the following statements: “Ninety per cent of the grocers comply
90 per cent, and even those who do not comply are now restrained in
their evasions”; “For the first time in two years we now pay unchanged
prices when reordering merchandise; consequently we are relieved from
refiguring our own prices.” Of 33 retailers interviewed at that time only
four either admitted selling above ceilings or unknowingly indicated dis-
crepancies between selling prices and ceilings.?

Ceiling prices for meat were reduced approximately 10 per cent in
June, 1943. This reduction was brought about by the payment of sub-
sicies to enable packers to reduce their prices to that extentt In meat,
however, in contrast to canned and dry groceries, price stability was not
achieved in the summer of 1943 by the dollar-and-cent retail ceilings: com-
pliance began to improve only toward the end of the year when meat sup-
plies rose considerably and acute shortages disappeared (cf. VI, 3). Fur-
ther temporary progress was made toward price stability in meat when control
was extended to livestock. For hogs both floor and ceiling prices were
established; in the first half of 1944, when hog slaughtering reached an
all-time high, price fluctuations were kept within those limits (except that
the prices of heavy hogs, which were not included in the government’s
price-support program, declined). Most wholesale and retail pork prices
remained at ceiling even when hogs were bought at floor prices; only lard,
certain cuts, and variety and canned meats (pork) were sold substantially
below ceilings, Price control on live cattle was introduced in January,
1944, by imposing penalties in the form of reduced subsidy payments on
those slanghterers who paid, on the average, more or less for cattle than
the maximum and minimum prices set by a directive of the Office of

3 Two of these were very small independent retailers, and twe were large high-price
grocers who traditionally offered a variety of services for which they did not find com-
pensation in the new markups. One of these declared, “You can’t expect us to sell at
the prices they set. Madny goods we give only to our regular customers because strangers
may be spotters. But we stick 100 per cent to the rationing regulations.”

Some grocers also said that in the first few weeks aiter the isswance of the new
regulations they did not comply with those ceilings which were lower than the previous
ottes, because “the governmeént has no right to reduce prices.”

4 Subsidies were used at the same time to roll back butter prices and.to increase the
producers’ receipts without changing retail prices for several other agricultural and a
few nonagricultural goods.
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Economic Stabilization. Although in 1943 most packers interviewed by us
had advocated price control of live cattle, in 1944 they were not fully
satisfied with the new system. They complained that they had to pur-
chase high-grade cattle, for which demand was largest, at prices above
those set in the directive, so that beef slaughtering remained unremunera-
tive. Nevertheless, there was less disturbance in the allocation of meat
than during 1942 and 1943, and compliance with ceilings was said to have
improved. This was attributed by the respondents more to the satisfac-
tory rate of supplies than to the prevailing regulations,

In April, 1943, restaurants were requested by the OPA to maintain their prices of
the week of April 4-10, 1943, as their maximum prices; this was made compulsory {in
Chicago) in November, 1943, On the whole, the upward trend in restaurant prices

* appears ‘to have been arrested in the summer of 1943, although compliance with the
government’s request was far from universal. The comparative price stability may have
been due partly to the stabilization of food prices and partiy to economies in restaurant
operation. In a survey in September, 1943, 20 out of 30 restaurants said that their
prices were exactly the same as in April; 8 that they were serving meals in the same
“price ranges” as in April but could not obey literally since it was “reasonable” to in-
crease certain prices when costs went up; and 2, that their prices were higher than in
April. Since the survey was conducted at a.time when restaurants were fighting against
the introduction of compulsory price control, which they called *“unnecessary,” the
information may have been biased.

3. In Drugs and Cosmetics

When retail drug stores, and a few wholesale druggists, were inter-
viewed in the fall of 1943 concerning the price trends of toilet articles
and drugs (such important departments as soda fountains, candy, tobacco,
liquor, and magazines were not included in our survey of druggists) the
first statement usually made was that their merchandise had changed
neither in price nor in quality. After further questioning, many druggists
mentioned price reductions, especially in vitaming and sulpha drugs. In
some drug stores certain items were named in which prices had increased
or quality deteriorated, but only a smmall proportion of the respondents

said that direct or indirect price increases had been either frequent or
considerable (Table 21}.

Price maintenance in drugs was usually attributed to “fair-trade prices.”
The majority of natiomally advertised items are sold under resale-price
agreements between manufacturers and retailers whereby the manufacturer
sets minimum retail prices for his products. “The GMPR did" not change
anything ; the prices are set by the Fair Trade Act,” we were frequently
told. Most druggists said that their prices had been frozen by the GMPR
at the level of fair-trade prices. There were a few exceptions, however.



90 Price CoNTrROL AND Business

TABLE 21
PRICE aAND QUALITY MAINTENANCE IN COSMETICS AND PEARMACEUTICAL PRODUCTS

29 Drug Stores; from GMPR to Fall, 1943

No. or No. or

Price Fmus QuaLITY Frrums
Selling prices substantially stable._] 20 Quality generally unchanged .._... ‘
Frequent increases in selling prices.| 3 Quality of some items lower_.___...
Trend mixed* 6 Quality of many items Jower_...__

No information on quality_ ...

29

8‘ ~1 00

¥ Prices of advertised brands stable, those of certain unknown brands and of sundry articles
increased. Price reductions in a few articles are disregarded.

Two drug stores said that before the introduction of price control they
had sold certain articles above fair-trade prices, and three that they had
sold many articles below fair-trade prices; under the GMPR they main-
tained their base-period prices. It was asserted that in most stores prices
remained stable even in scarce articles (e.g, razors, bobby-pins), although
a few druggists said that certain stores sold such items at “black market
prices.”

Direct price increases were mentioned exclusively in connection with
unbranded products, new products, or “‘sundries,” while indirect price
increases were said to have occurred even in branded articles. Several
retailers sold a somewhat larger proportion of “off-brands” in 1943 than
before because of shortages in nationally advertised items. According to
certain druggists price maintenance was better in packaged drugs and
toiletries than in their prescription department where the increase in the
wholesale prices of certain basic drugs and chemicals was transmitted to
the consumers. The increase in the wholesale prices of basic drugs® was
not considered by the OPA as a sufficient reason to permit manufacturers
to raise the prices of their packaged products because material costs
usually represent only a small proportion of selling prices.

5 From 1939 to 1942 the wholesale prices of “drug preparations and medical sundries”
rose 71.1 per cent; the retail prices, however, only 53 per cent according to Swroey of
Curreni Business, Vol, 23, May, 1943, pp. 17 {. The two indexes do not contain identical
products.



CHAPTER XI

ComparisoN ofF Pricinc Procepures IN DirrereNT FIELDS

The preceding six chapters discussed the major types of pricing actions
adopted by the businessmen interviewed. To compare the procedures in
the various commodity lines (meat, women’s garments, etc.), and business
levels (manufacturers, wholesalers, and retailers), and to facilitate the later
discussion of their causes, the frequency of price maintenance and of
direct and indirect price increases in each field will be presented here. We
shall rank the commodity lines and business levels according to the per-
centage of merchants in each who adopted practices tending to. bring about:

A, Price stability ; according to information obtained in interviews the merchants’
pricing actions contributed to “holding the line.”

B. Indirect price increases; merchants described indirect increases in selling prices,
or interviews indicated lack of compliance with the spirit of the price regulations.

C. Direct price increases; merchants admitted evading the regulations, or inter-
views indicated lack of compliance with the letter of the law, or both,

In cases of direct price increases (category C) it was often difficult
to determine whether or not indirect price increases had also occurred.
Therefore we do not separate direct price increases that occurred alone
from those that occurred concurrently with indirect ones; both are in-
cluded under C. Only actions that tended to bring about indirect but no
direct price increases are included under B. Those pricing practices were
classified that occurred in the period “shortly” before the interview (gen-
erally within the preceding three mionths).

For the purpose of this classification we considered only those pricing
procedures that affected the list prices of given qualities (uptrading and
changes in markdowns were therefore disregarded), with the exception
of occasional legal price increases. Each interview was considered sepa-
rately; a few firms that were reinterviewed during 1943 and 1944 are
therefore included more than once. The sample represented in Table 22
is smaller than our total sample because only interviews giving a clear
picture of the pricing procedures were tabulated.?

1 The surveys of the three uncontrolled commodities studied (jewels, flowers, and
restaurant meals before April, 1943) were not included in the tabulation, since com-
pliance was no criterion in these fields.
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Most of the information upon which the classifications were based
was found in the merchants’ answers to questions about price changes,
quality changes and compliance; these answers were considered in con-
junction with the entire content of the interviews.

The table represents only one aspect of the information presented in
the preceding chapters inasmuch as it disregards several important points
previously considered: the extent of the price increases; the size and
importance of the respondent’s firm; the firm’s “side lines” (e.g., acces-
sories such as handbags, umbrellas, etc.), and the periods in which the
pricing actions occurred.?

The tabulations were broken down into two groups: In the first, we
differentiated among manufacturers, wholesalers, and retailers, of food and
nonfood products, respectively; in the second, among the major com-
modity lines, including all business levels in each line. Both groupings
are presented in Table 22, the first also in Fig. 5.

Substantially the same number of firms of the total sample fell into
each of the three categories. In the food trades, however, more than half
the respondents increased their prices directly and only a small percent-
age indirectly. In the nonfood trades, on the other hand, indirect price

increases were most frequent; manufacturers of nonfoods indicated rela-
tively few direct price increases. ‘

The relative degree of compliance with price control among business-
men in foods and nonfoods cannot be inferred from the fact that a
slightly larger percentage of the former than of the latter is classified
as having maintained stable prices (A). Since direct price increases were
more reluctantly reported than indirect pricé increases and were most
frequent in foods, it is possible that certain food merchants were classified
under A although they raised their prices; therefore, the frequency of A

may be overrepresented for the food trade as compared to the nenfood
trade.

Among the groups listed in Table 22 the highest percentage of direct
price increases was found among liquor dealers (78 per cent). A more
detailed grouping (not given in the table) shows direct price increases re-
ported by 88 per cent of the produce wholesalers, 57 per cent of the retail
grocers, and 48 per cent of the “general line” wholesale grocers (all in-
cluded under “groceries and produce”). The total frequency of direct

2 This last omission may distort the picture of certain fields; e, g, the pricing
procedures of grocers differed greatly before and after May, 1943 (cf. VI, 2 and X, 2,
respectively).

3 Very few food dealers classified under C resorted to both direct and indirect price
mmcreases.
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TABLE 22

COMPARISON. OF PRICING PROCEDURES

FreQuUENCY oF TyPES oF PRICING PROCEDURES
Surveys between October, 1942, and May, 1944

93

Per CeNT OF SAMPLE WITH Pro-
SAMPLE CEDURE CONTRIBUTING TO
(Numzrer
Kinp or BusiNgss oF Indirect Direct
INTER- Price Price Price
VIEWS) Stability Increases | Increases
{A) (B) (C)
Total Sample - 461 29% 37% 34%
First Grouping :
Nonfood retailers 208 25 46 29
Nonfood wholesalersoaaaame oo 32 22 47 31
Nonfood manuiacturerso oo —_. 64 39 45 16
Food retailers oo _____ 52 36 10 54
Food processors and wholesalers.___ 75 33 12 55
Laundries and cleaners_ .« 30 23 47 30
461
Second Grouping :
Men's wear. 47 53 23 24
Women’s wear 63 13 60 27
Shoes and gloves 35 37 54 9
Apparel, general_ 46 13 67 20
Furniture and housefurnishings..____ 49 22 49 . 29
Drugs . 35 54 29 17
Meat 43 28 30 42
Groceries and producee oo, 24 38 1 61
Liquor _— 23 9 13 78
Laundry and cleaners e memmee e 30 23 47 30
455%

* Six stationery stores not included in second grouping.

First grouping. Nenfood includes apparel, furnitwie and housefurnishings, and drugs,
includes groceries, produce, meat, and liquor.

Second gronping: ‘‘Apparel, general” includes wholesalers and retailers of apparel who did not
deal predominantly in either men’s wear, women’s wear, or shoes, Department stores are inciuded
in this citegory. In all these cases women’s wear played a substantial role.

“Women's wear” includes 30 women’s specialty stores, 18 manufacturers of wonien’s clathing
and underwear, 8 manufacturers and retailers of women’s hats, and 7 fur wholesalers and retailers,

“Shoes and gloves” includes 30 shoe manufacturers, wholesalers, and retailers, and 5 manu-
facturers of leather gloves.

“Furniture and housefurnishings” includes 14 farniture manufacturers,
10 retail housefurnishings, 5 retail hardware, and 3 retail luggage stores.

Information concerning dates of pricing procedures for the two fields in which the date played
a substantial role: .

Greceries and produce—38 firms before and 46 after May, 1943.

Meat—12 firms in 1942, 24 in the first 9 months of 1943, and 7 in the last quarter of 1943.

Food

17 retail furniture,
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Figure 5. FrrQUENCY oF DIFFERENT PricinGg PROCEDURES
(in per cent of samples)

Procedure A: Keeping prices stable B: Raising prices indirectly
C: Raising prices directly.

and indirect price increases is higher in meat (72 per cent) than in groceries
and produce (62 per cent). _

The highest percentage of businessmen reporting price stability was
found in drugs (54 per cent) and in men’s wear (53 per cent). Men's wear
includes both suits and furnishings. The sample of retailers could not be
separated as to these two lines; among the manufacturers of suits, how-
ever, over- 80 per cent of our small sample fell into category A. The
smallest percentage of direct price increases was found among shoe mer-
chants. Among the groups included under furniture and housefurnishings
(wooden and upholstered furniture, housefurnishings, etc.), there were no
substantial differences in the percentages classified in each category. In
furniture and housefurnishings retailers indicated a somewhat greater ten-
dency toward price stability tham manufacturers, while in apparel the
opposite was true.

In conclusion it appears that pricing procedures in 1942 and 1943 dif-
fered for different articles and also for different firms handling the same
article. The differences among the various business fields and firms would
loom even larger if in addition to the frequency of the types of procedure,
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the extent of price increases were also taken into account. We have
thus far not considered the causes for these differences. This will be the
task of Part Three.



PART THREE
FACTORS FAVORING OR IMPEDING PRICE STABILITY

Why did different merchants adopt different pricing procedures under
price control? Why did certain prices go up more than others? Why did
prices not go up any more or any less than they actually did? It was, of
course, not possible to answer these questions completely. Yet a systematic
study of the factors that favored and the factors that impeded the success
of price control sheds light on the causes of the great differences in pricing
procedures in 1942 and 1943.

Those underlying conditions that affected all kinds of consumer goods
in the same manner were not considered. We took as given the extent
of America’s war effort and of government expenditures with the resulting
increase in consumers’ incomes and limitation of the aggregate output of
civilian goods; we took as given the productive capacity and the ingenuity
of American industry and agriculture as the result of which the total
output of the civilian sector of our economy increased despite some short-
ages in manpower and materials ; finally, we took as given the tax legisla-
tion, the wage legislation, and the delays in enacting price control legislation.
There can be no doubt that, other things being equal, with larger war ex-
penditures, smaller industrial capacity, or less favorable farming weather -
the pressure toward price increases would have been greater; or that with
higher taxes or earlier and more complete wage freezing and price control
the pressure would have been smaller. The general conditions under which
both OPA and business operated cannot, however, explain the differences
in the price movements of different commodities.

Each chapter here deals with the influence of one of the following
variables on the success of price control: The type of regulation issued,
the presence or absence of rationing, the market structure, wartime changes
in supply-demand conditions and in profits, periodic changes in prevailing
expectations and “atmosphere,” and the attitudes of individual businesg-
men. The evidence as to whether each of these variables favored or im-
peded price stability was derived partly from findings presented in Part
Two, and partly from specific investigations.

While none of the variables could alone have accounted for the suc-
cess or failure of price control, each played a certain role. A multitude
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of factors affected business decisions at the same time and thus made
price control a very complex task., In certain cases the prevalence of
acute shortages and the existing market structure exerted the strongest
influence on the choice of pricing actions. In most cases, however, the
explanation for the differences in pricing procedures in different com-
modities and at different times was to be found more in the expectations
and attitudes of businessmen and consumers than in any objective factor.
The conviction that the wartime price level would inevitably rise tended
to increase demand and promote price increases; the conviction that the
line could and would be held tended to curtail demand and promote .price
stability. In arousing the one or the other basic attitude toward inflation,
the actions and announcements of the price control agency loomed very large.



CHAPTER XII
TyrE 0OF REGULATION

Can the greater or lesser price stability of different commodities be
explained by -differences in the government regulations applied to them?
We shall compare first the three major types of price regulations—those
providing base-date, formula, and dollar-and-cent ceilings—and shall find
that each type was relatively satisfactory in certain fields and relatively
unsatisfactory in others, but that dollar-and-cent ceilings ranked very high
and certain formula ceilings very low as anti-inflationary weapons. We shall
then contrast the effects of all-encompassing and strictly enforced regula-
tions with those of regulations that covered only certain pricing situations
or were inadequately enforced, and shall find that the former promoted price
stability more than the latter.

One type of price control, the “price freeze,” provides base-date ceil-
ings; maximum prices of individual sellers are fixed at their level in a
certain base period. The main example of this type of control is the GMPR;
certain other regulations, especially those applied to manufacturers of
men's clothing and to restaurants, used the same principle.

In the second type of price control, “formula ceilings,” formulas are
fixed according to which businessman must calculate the margins between
costs {or buying prices)} and selling prices.< This type of control has many
forms, all of which were used at some time or other in different fields. Tt
may be based on a margin (markup) added to individual direct costs of
manufacturers {cost-plus formulas; costs usually include only expenses
for materials and labor, while margins cover overhead and profits) or on a
margin added to suppliers’ ceilings (in which case the margin covers labor
costs). The margin itself may be the one an individual businessman custo-
marily used, or used at a certain period (“historical margin™), or it may
be fixed uniformly for all businessmen in a certain field. In either case
it may be set as a percentage of costs or selling prices, or in dotlars and
cents. Formulas using individual costs or historical margins are similar
to the price freeze in that neither results in uniform prices for different
sellers. Formulas based on suppliers’ ceilings .and - dollar-and-cent mar-
gins, on the other hand, result in prices common to a whole group of
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sellers. In this respect they are similar to the third type of control, dol-
lar-and-cent ceilings.

“Dollar-and-cent ceilings” are maximum prices set uniformly for dif-
ferent sellers of the same merchandise. This “flat pricing” may be es-
tablished nationally or separately for each community, and ceilings may
differ for different groups of sellers.

It was frequently argued that base-date ceilings were nothing more
than a stopgap measure intended to arrest price increases until the authori-
ties could prepare suitable regulations for individual commodities. Yet,
in the spring of 1944, two years after its introduction, the GMPR was in
all probability still the most important of all price regulations.! Likewise,
the belief of some observers that formula ceiflings would soom be replaced
by dollar-and-cent ceilings proved to be incorrect; in certain fields the
formula ceilings constituted the final solution of price control.

Neither the theory of price control nor its operation in 1942 and 1943
can be understood without comparing the three solutions developed for the
same problem. The price regulations will be judged both from the viewpoint
of their effects on price stability (Were they conducive to price increases?
Were they easy or difficuit to apply and to enforce?) and from the view-
point of their effects on business (Were they equally fair to different busi-
nessmen? Did they impose undue hardships and inconveniences?).

"~ Before summarizing our findings about the three types of price control
from these points of view, we shall describe their merits and drawbacks
in the order of the above criteria. Two great drawbacks will not be men-
tioned since they were shared equally by all three: None of them was found
to have been effective in arresting either quality deterioration or involun-
tary uptrading.

1. The Price Freeze

Among the fields surveyed, the GMPR remained in force during the
entire period of our study for retailers and wholesalers of apparel and
housefurnishings—with a few exceptions among which women’s outer-
wear, certain seasonal goods, and hosiery are the most important—for manu-
facturers of shaes, gloves, men’s furnishings, women’s hats, and paper, and
for cleaners. During that same time it also applied for considerable pe-
riods to certain fields in ‘which it was eventually supplanted by other regu-
lations ; among these we shall consider meat, groceries, laundries and liquor.

1 The relative importance of the various types of price regulations at various times
has never been gauged; to measure it, for example, by the net sales value covered,
would require a rather complex study.
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a) Merits and drawbacks
Interviews revealed the following favorable features of basc-date ceilings:

(1) Their introduction may easily create the conviction on the part
of businessmen and consumers alike that a new era of price stability has
started, supplanting a preceding period of rising prices.

(2) They have the least tendency, compared with other price control
methods, to restrain merchants from selling below ceilings. Base-date ceil-
ings, being different for each seller, tended less than others to be con-
sidered fixed prices rather than maximum prices.

(3) They can be applied to unstandardized goods and therefore do not
necessitate standardizing the goods produced.

(4) They are easy to understand and require little additional work
on the part of businessmen. Traditional price differences between different
producers and different distributors are maintained.

The price freeze had several drawbacks; some of them, which we
shall discuss first, were revealed right after its institution, others only
much later:

(1) DBase-date cellmgs perpetuate chance differences in prices pre-
vailing during the base period. A businessman who happened to have
raised his prices before the base date was benefited as against one who had
not. Rarely did merchants complain that they had been caught with all
their prices too low,? but frequently they complained about those of a few
isolated articles. In this respect many businessmen condemned the prac-
tice of the OPA which they described as granting relief only if the
proﬂts of the firm and not the profits made on specific items justified
price increases. As a result items with relatively low ceiling prices were
often discontinued.

(2) They may cause an “initial squeeze.” If the same base date is
used for both manufacturers and distributors, retail prices may be frozen
at a level based on relatively old purchases, which does not take into ac-
“count more recent increases in manufacturers’ prices. Therefore, in re-
plenishing their stocks after the freeze, retailers may have to pay more than
the usual percentage of their’ frozen selling prices. The OPA tried to
overcome inequities thus caused by the GMPR by granting relief to re-
tailers and by compelling certain manufacturers to roll back their prices.

In our surveys the specific question as to whether the retailer had
suffered from a squeeze at the time of the general freeze was not asked, .
because it was considered a leading question. The respondents were, how-

2 But the president of a shoe chain said, “The best servants of the consumers
were penalized for doing what the government wanted, that is, keeping prices down in
the spring of 19427
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ever, given several opportunities to talk about the squeeze as, for instance,
when the discussion turned to differences in the movements of buying
and selling prices, to the unfairness of any of the regulations, and to ap-
plications for relief. The spontaneous statements made by retailers of ap-
parel and housefurnishings in the winter of 1942-43 show that, whatever
the actual effects were in the summer of 1942, six months later few re-
tailers considered the initial squeeze worth mentioning, while others volun-
teered the statement that they had not been affected by it at all3 This
was said most frequently by large firms, many of which explained that
they had extensive, low-cost inventories on hand which they could sell at
their comparatively satisfactory March prices.

(3) DBase-date ceilings may result in a squeeze when costs increase,
If price and wage control are not universal, increases in buying prices,
production costs, or expenses may, in due time, cause a squeeze which may
lower the will to continue selling at base-date ceilings. This problem was
discussed before with regard to the meat industry, which was squeezed be-
cause of advances in uncontrolled livestock prices (VI, 3). In 1943 that
was the most frequent complaint of retailers, manufacturers of men’s
furnishings, and laundries.

(4) Under base-date ceilings it is difficult to price seasonal commodities
that were not produced or sold during the base period.

(5) Similarly, it is difficult to price new or changed commodities, the
production of which is taken up after the base period.

The more the base period receded in time, the more difficult it became
for merchants to determine the proper prices for seasonal and new articles.
In fields where the GMPR was not replaced by other types of regulations
(or before it was replaced), the prices of such articles were determined
under the similar-commodities clause and, as time passed, more and more
merchants gained the impression that it was permissible to use that clause
as an escalator for price increases (VII, 2).

(6) They are relatively difficult to enforce. Since the base-date ceil-
ing for the same commodity may differ from firm to firm, and a price
actually paid during the base period may have been lower than the ceiling, as

3 In 48 interviews in which problems closely related to the initial squeeze were dis-
cussed, 13 retailers said spontaneously that they had suffered from the squeeze, 19 that
they had not suffered from it, and 16 did not mention it at ail.

OQur findings confirm the statement in the Second Quarierly Report of the OPA that
“The extent of the squeeze was much less than might at first be thought” (p. 27).
Moreover, statistical studies of the comparative movements of wholesale and retail
prices as reported by W. W. Rostow and D. D. Humphrey show that the retail price
squeeze in the spring of 1942 must have been relatively small (American Economic Re-
ziew, Vol. 32, September, 1942, p. 490, and December, 1942, p. 751).
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time passed businessmen had great difficulty in knowing the ceiling prices
of their suppliers and consumers in knowing the ceiling prices of retailers.
Similarly, control and check-up of violations was very difficult for- the
.OPA. This was true especially of prices in small stores that had no ade-
quate records. In a number of cases the interviewers were told in 1943:
" “We say that we sold at these prices in March, 1942,

b} Effects on different commeodities

It appears from the information presented in Part Two that the base-
date freeze was unsatisfactory, in the sense that it did not forestall price
tncreases, in the following commodities:

meat prior to December, 1942 (VI, 3), and liguor prior to August,
1943 (VI, 1), where violations were widespread ;

groceries, prior to May, 1943 (VI, 2), although even before that date
the price freeze was supplemented by other forms of control; and

laundries, prior to August, 1943 (VII, 4), where the GMPR was said
to have caused a reduction in the quality of service.

On the other hand, the base-date freeze tended to stabilize prices in:

men’s suits (X, 1), where manufacturers had to use various base pe-
riods earlier than March, 1942 and were allowed to add specific percent-
ages for increased material and labor costs;

drugs (X, 3) where the GMPR was alded by long-established “fair-
trade practices”;

shoes {VII, 1) where quality deterioration was caused mainly by short-
ages in high-quality leather;

paper (not reported in Part Two), where a small survey of both manu-
facturers and wholesalers revealed general comipliance with the GMPR,
which this industry considered a workable regulation ;

restaurants (X, 2), where the freeze arrested an upward price trend
although compliance was undoubtedly not fully satisfactory; and, to some
extent, in

the retail apparel trade, where relatively few direct price increases
originated although indirect increases by manufacturers were transmitted

to the customers and excessive use was made of the similar-commodities
clause.

c) Business satisfaction with the GMPR
The businessmen’s satisfaction or dissatisfaction with the base - date
freeze was studied by asking those merchants whose pncmg was goverhed
by the GMFR the direct questmn “Would you be in favor of replacing
the GMPR by other forms of price control? Of those who expressed an
opinion, 39 answered in the affirmative, 35 in the negative (Table 23). Al
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TABLE 23

Orinions Asour GMPR 18 THE SUMMER oF 1943

Numper oF FirMs wirtH OpPINIONS -
KN oF Fienm GMPR Shouid Be
GMPR Should Be Replaced by
Maintained Formula Ceilings
Retailers of apparel and housefurnishings_.__.___ 24 28
Manufacturers of shoes, men's furnishings, and un-
derwear _. - — 2 10
Manufacturers of men’s clothing oo __ 9 1
Total __ e 35 39

of the former advocated the replacement of the GMPR by formula ceil-
ings, some maintaining that the change would achieve greater price stabil-
ity, but the great majority indicating that they were primarily interested
in relaxing price control and getting permission to raise prices.

In the winter of 1943-44, at a time when the OPA was conferring with
representatives of the retail trade about introducing a new form of retail
price control in place of the allegedly no longer effective GMPR, the divi-
sion of opinions continued. Many retailers favored control based on “his-
torical markups,” some refused to discuss the question (e.g, by saying:
“Who can object if the government wants to give him a present?’), some

were against any change whatsoever, and some favored the GMPR as
best promoting price stability.?

2. Formula Ceilings

Although base-date ceilings covered more commodities than any other
type of control, the OPA issued more formula regulations than any other
kind. We shall study the most important ones applied to women’s outer-
wear (MPR 133, 287, and 330) ; groceries (MPR 237 and 238, later re-
.placed by 421, 422, and 423, and MPR 271 and 376), and liquor (MPR 445).

4 An executive of a large department store said early in 1944: “While a year ago
1 rhyself thought that something should be done to replace the GMPR, now I see the
problem of retailing in a different light. Nobody has as yet devised a method which
would work better than the GMPR.”
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a) Meriis and drawbacks

The following favorable features of formula ceilings were mentioned
by different businessmen:

(1) They are applicable to producers and distributors of continuously
changing nonstapdardized goods.

(2) Many businessmen emphasized that a “squeeze” is less probable
with margin formulas than with other types of control. Most formulas
automatically take cost increases into account.

(3) They are businesslike in the sense that businessmen are ac-
customed to pricing on the basis of margins. This is true only of per-
centage margins, and even then many respondents noted exceptions. Some
said that, while they could still use margins to determine selling prices,
they had to forgo their traditional practice of “averaging out” prices of
different articles in the same line, that is, using higher marging on certain
articles and lower ones on others. Many merchants, particularly of produce
and of millinery, said that they never used margins but just fixed prices
“intuitively” or according to what “competition permitted.” Finally, though
probably least important, most retailers, especially grocers, were accustomed
to calculating margins on selling prices rather than on costs and com-
plained about having to change their traditional methods.

The following major drawbacks of formula ceilings were found to differ
in extent depending on the type of formula provided by the regulation:

- (1) Percentage markups create an incentive to buy from expensive
sources and to deal in more expensive rather than less expensive goods.

(2) Cost-plus formulas lower the incentive to buy or produce as
cheaply as possible.

(3) Percentage markups not only transmit but even augment price
increases from one level of production or distribution to the next.

(4) Formula ceilings encourage the practice of passing the same article
through the hands of several intermediate dealers. (This may be, and
in some cases was, made impossible by special provisions establishing maxi-
mum margins from one level to another, e.g., from the farm to the re-
tail level.)

(5) Enforcement is rather difficult, especially in the case of historical
margins (many businessmen have no exact records of their past margins)
and cost-plus formulas (because of the complexity of cost accounting), and
generally because of the lack of uniformity in the prices of sellers of com-
parable articles.®

6 The necessity of keeping detailed records and making exact cost calculations in
connection with formula ceilings was considered by some businessmen to be a disadvan-
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(6) Uniform margins may resuit in windfall profits for businessmen
who operate with low margins, and in insufficient profits for those with
high margins. (The latter may not be a drawback if the reduction in mar-
gin is offset by the elimination of such services as are unnecessary or
even undesirable in wartime.)

b) Effects on different commodities

Women's Clothing. The relatively unsatisfactory results of formula
ceilings in this field were analyzed earlier (VI1I, 3). MPR 287 (for manu-
facturers) and MPR 330 (for retailers) are cost-plus regulations using
percentage historical margins. Several wholesalers and retailers said spon-
taneously that in their opinion MPR 287 was a “bad regulation” for the
consumer., Exactly the same garment sometimes cost more than before
because increased manufacturing costs put-it in a higher price line: the
retailer then referred to his price list for the price line corresponding to
the new (higher) buying price, and added his usual percentage margin to
arrive at his new (higher) selling price. About two-thirds of the manu-
facturers interviewed were also dissatisfied with the regulation, both from
the viewpoint of the consumer because it did not prevent price increases,
and from their own viewpoint because it forbade averaging out prices and
because of the highest-price-line limitation,

The provision of MPR 287 and 330 setting an over-all ceiling on women’s
ready-to-wear for each individual businessman by prohibiting him (rom
selling any garment at a price higher than his highest price in March, 1942
was probably the most controversial of all price regulations.® Very few
businessmen, either manufacturers or retailers, defended. it, although many
conceded that it had prevented certain price increases in medium-priced and
expensive garments on the manufacturing level. Yet it did ot prevent
the elimination of low-end lines or a shift of production to the highest
price line. Finally, the provision did not prevent voluntary uptrading,
since consumers were free to shift to stores carrying higher price lines.

Groceries. The 1943 regulations setting uniform percentage margins
for nonperishable groceries contain 296 percentage figures, representing
margins fixed for 37 types of food for four classes of wholesalers and four

tage, by others an advantage. The former complained of the great burden it imposed
upon them. The latter felt that it improved their accounting systems. As one manufac-
turer of women’s wear expressed it, “We know now for the first time where we stand.”

6 The regulation was amended in the spring of 1944 without bringing substantial
relief. The Price Control Extension Act of 1944 forbade the highest-price-line limita-
tion for retail stores but not for manufacturers. Certain effects of the regulation pre-
venting expansion of businesses and hurting sellers of inexpensive garments are dis-
cussed in Chapter XX1I,
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classes of retailers” After many changes in the regulations, wholesalers
were generally satisfied with the way they were classified, while retailers
considered the classification less acceptable and objected primarily to the
publicity given to it. Actually, independent grocers fared better than chains
in the year following May, 1943, but this trend was caused by many factors
(see Chap. XXI), and does not prove that the independents were not hurt
by the publicity given to the fact that they were allowed h1gher prices than
chains. In August, 1943, 10 independents said that the difference between
their margins and those of the chains was fair and satisfactory; 5, that
it was smailer, and 6, that it was larger than would correspond to their
additional costs—which seems to indicate that the OPA did a rather good job.

The greatest problem concerned the size of the markups for individual
products. It was found in our surveys that traditional markups differed
greatly from store to store.® In studying the records of 11 wholesalers we
found 52 instances in which the new margins set by the OPA were lower
than those previously used; 37, in which they were higher; and 31, in
which the difference was insignificant. Any lowering of the markups was
greatly resented. Very few merchants realized that price increases might
justify lower percentage margins, since lower percentages added to higher
costs may leave greater dollar profits than higher percentages added to
lower costs. DProfits would, however, be cut if sales fell off, and many
grocers withheld judgment on the new markups, saying that it depended
on future volume,

A survey made shortly after the introduction of the new markups re-
vealed that wholesalers were more critical of them than retailers (Table
24). In smaller surveys conducted toward the end of 1943 dissatisfaction
appeared to have diminished, partly because, contrary to expectations, busi-
ness volume had not declined and partly because high-cost grocers had ad-
justed their handling costs to the new markups by discontinuing deliveries
or introducing self-service. Moreover, it was found that markups fixed

7 Classification of wholesalers: Class 1, cooperatives; Class 2, cash and carry;
Class 3, service and delivery; Class 4, institutional wholesalers. The highest margm Was
allowed to Class 4, the lowest to Class 1.

Classification of retailers: Class 1, independents with 1942 sales under $50,000;
Class 2, independents over $50,000 but under $250000; Class 3, chain outlets under
$250,000; Class-4, all stores over $250,000. Large high-cost independent retailers were
permitted to apply for reclassification from Class 4 to Class 1. The highest margin was
allowed to Class 1, the lowest to Class 4.

8 1t proved difficult to ascertain the traditional markups of independent retail grocers
because many of them appear to have said, “We used to have” when they meant “We .
ought to have” a certain markup. On nonperishable groceries 2 independents said that
their traditional average markup was 20 per cent; 5, between 22 and 25 per cent; 2, 30
per cent; and 6, between 33 and 36 per cent.
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higher than those previously used did not always bring about price in-
creases because low-cost grocers frequently sold below ceilings.

To judge from the merchants’ opinions and, even more, from the fact
that the new regulations stabilized grocery prices (see X, 2), one would
have to conclude that formula ceilings were a success in this field, The
validity of this conclusion is, however, restricted in that the wholesale
and retail formula ceilings in this case were coupled’ with retail dollar-
and-cent ceilings, fixing absolute limits to the prices paid by the ultimate
consumer. It is impossible to determine how the formulas would have
worked without those flat ceilings. Fven the fact: that grocery prices re-
mained stable on the wholesale level covered only by formulas, and that
the prices of those groceries for which no flat retail ceilings were estab-
lished also remained stable, does not prove the effectiveness of formula

TABLE 24
Grocers” OriNioNs Apour REguraTions oF May, 1943

Interviews made in June and July, 1943

NuMmper oF FirMs

ReacTiONS To MARKUPS Wholesalers Retailers
Satisfied, no eriticism-_. 1] 2
On the whole, O.K.; some exceptions concerning indi- :

vidual products 0 13
No general answer possible; some markups good, some
bad; answer depends on future volume_____. .___ 9 10
Most markups insufficient; some exceptions concerning
individual products 6 9
Markups greatly insufficient, much lower than needed.. 6 4
Total _.___ 21 38

ComparisoN wiTH REeGuULaTiONsS 1IN Force UwtiL

May, 1943
Prefer new regulations.---————. 15 22
Prefer old regulations* 3 3
Both regulations unsatisfactory---- 2 0
Cannot tell e ——————— 2 5
Total - - 22 30

_ * Usually expressed by sairing that the old regulations allowed greater latitude to the merchants;
one retailer said, “Previcusly 1 could switch brands to increase prices, now I can’t do that.”
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regulations ; the former might have been held in check by retail prices, and
the latter, by the stable prices of other interchangeable commodities.?

3. Dollar-and-Cent Ceilings

The most important dollar-and-cent ceilings (flat prices) were those
established nationally for wholesalers of meat and all sellers of rayon
hosiery, and by communities for retailers of meat, groceries and certain
fresh iruits and vegetables, and for laundries (the last two only in certain
communities, including Chicago).

a) Merits and drawbacks

The main advantages of this type of price control were found to be:

(1) Transmitting price increases from one level to the next is prac-
tically excluded by the establishment of flat prices, which, therefore, convey
the idea of absolute price stability to businessmen and consumers to a much
greater extent than other ceilings.

(2) Being uniform for all sellers (or for specified groups of sellers)
of a given article in a given region or community, flat prices are very easy
to enforce, This property gives them their most important advantage
over other types of price control.

(3) Flat prices can be widely publicized and can be checked by con-
sumers. Although newspaper publicity of the ceiling prices of meats and
groceries had an auspicious start in the summer of 1943, the OPA dis-
continued it (cf. XXI, 1), and relied more on Local Price and Ration
Boards than on consumers to do the checking. Nevertheless, consumer
surveys indicated that the American public was much better aware of the
existence of price ceilings on goods for which dollar-and-cent ceilings were
established than on goods with other types of ceilings.1®

9 The markup system did not work very well in fresh fruits and vegetables prior
to the establishment of dollar-and-cent ceilings (see VI, 3), although most retailers
were satisfied with the 40 per cent markup granted to them. Produce wholesalers were
greatly dissatisfied when percentage markups were changed to dollar-and-cent marknps.

MPR 443, setting uniform margins for wholesalers and retailers of liquor in
August, 1943, appears to have had some beneficial effects on compliance, although
these effects were achieved, at least in part, by raising ceiling prices. The new margins
set by the OPA were lower than those previously used by merchants who had not been
complying with the GMPR but higher than those used by most merchants who had been
complying.

10 According to unpublished nationwide surveys made for the Office of Price
Administration in December, 1943, the majority of consumers did not know that there
were ceilings on women's dresses, men’s suits, or shoes, which were under the GMPR
or formula ceilings; on the other hand, most consumers were aware of the dollar-and-
cent ceilings on meat and sugar (permission to quote granted),
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{(4) Flat prices eventually cause the least amount of unproductive
work for- businessmen, although initially, at the time of their establish-
ment, they may require considerable work. (On the other hand, deter-
mining flat prices causes the most work for the OPA.)

Some of the drawbacks of dollar-and-cent ceilings are:

(1) Flat pricing applies properly to standardized goods only. In fields
in which the products of different manufacturers differ greatly, the intro-
duction of this type of control requires standardization (this was done by
the OPA for laundering in the Chicago district, for rayon hosiery, and,
by the establishment of grades and delimitation of regions, for meat) or the
issuance of very extensive price lists.11

(2) Seasonal variations in supplies require either complex adjustments
of the ceilings or reliance on the businessmen’s selling below ceilings when
supplies are heavy. The OPA usually chose the second alternative, with
small success: flat prices proved to be “sticky’; prices that were uniform
for all sellers and were publicly known were often considered not only
as maximum but also as minimum prices.

(3) Flat prices, like uniform margins, may result in a squeeze for
high-cost operators, and in windfall profits for low-cost operators. They
may cause hardships if costs increase. '

(4) Flat prices, more than any other form of price control, create
the impression of a strait jacket imposed by government on business.
They eliminate certain traditional differences between operators, regardless
of how carefully the OPA may attempt to classify them.

b) Effects on different commodities

Dollar-and-cent ceilings were highly successful in stabilizing grocery
prices (X, 2) and brought about substantial progress in that direction in
produce, but failed to solve the problems of the meat industry or to bring
about compliance with the meat ceilings (VI, 3). In rayon hosiery flat
pricing was successful in arresting price appreciation, although the hosiery
order {MPR 339) encountered more opposition than any other flat-price
regulation. It was opposed partly because of its grade-labeling provisions,

11 A price list issued by one district office of the OPA contained over 500 items
of groceries; certain meat regulations fixed 200 prices for different cuts and grades;
the hosiery order contained 8 closely printed pages of prices differing according to
construction, quality, type of purchaser, and seller.

Fixing dollar-and-cent retail ceilings for produce was especially difficult when
wholesale prices fluctuated below the permissible maxima. Then the OPA had to
determine the weighted average, per quantity sold in a given area, in order to calculate
the retail prices. This procedure was repeated weekly and resulted in fluctuations of
the ceiling prices.
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TABLE 25
OFINIONS OF THE LAUNDRY INDUSTRY ABOUT DoLLAR-AND-CENT CEILINGS

Interviews made in October, 1943

NumBer oF LAUNDRIES
OrINION -
Power Hand
Are you satisfied with the new prices?
Yes; new prices satisfactory . woeeoacana o 12 2
Certain prices should be higher . _____ 2 3
Prices in general not high enough____________ 3 1
17 6
Are the services specified by the OPA well selected?
Yes; discontinuation of several services advan-
tAgeous coeeeee - 6
No substantial change .. __________________ 6
Too few services specified - 3
15
Are the minimum weights of bundles well chosen?
Yes; raising of minimum weights advantageous 9
No substantial change : - 3
Weight should have been raised still higher..._ 3
‘ 15
Are the price differences between the services ap-
propriate?
Yes ; former inequities removed. o ommmeoemeen 5
No substantial change_ . ______________.__.___ 6
No; certain differences too small, others too large 4
15

Note: References by some businessmen restricting their judgments to times of war (e. g., “After
the war we shall again need many more forts of service”’} are disregarded in the table.

which were eventually discontinued, and partly because it reduced the mar-
gins of some merchants by failing to provide compensatien for every
type of distribution service (e.g., it allowed the same margin for whole-
salers who carried stock as for those who did not).

The introduction of flat prices was made the subject of a special sur-
vey in laundries. In August, 1943 the Chicago Regional Office of the
OPA set dollar-and-cent ceilings for four carefully defined services of
family power laundries (it was said that previously more than 40 different
services were offered by Chicago laundries), fixed the prices for relatively
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high minimum weights for bundles (in order to induce consumers to send
only large bundles which permit savings in washing and delivery), and set
prices which in its opinion were from 6 to 9 per cent higher than the
March, 1942 prices, In our survey, operators of three laundries said that
the new prices allowed no price increases, while 17 others calculated the
average increase as against their GMPR prices at 614 per cent.!? It was
to be expected that the price increases would receive a favorable reception,
yet it was interesting to note that not.only the new prices but even the
complex details of the new regulations were approved by most laundries
~(Table 25). With very few exceptions, they adapted their services to the
standards set by the OPA and eliminated a great variety of “frills.” Only
2 of 15 laundries denied that uniform ceilings had any advantages; seven
‘maintained that they had great advantages, and three of those praised the
OPA highly. “Uniform prices result in stable trade; women donr’t change
laundries as often as before.” In general we must conclude that flat pricing
was successful for laundries, although the survey was made too soon after

its introduction to permit a complete appraisal, and new difficulties were
~ expected by the laundries if and when their labor costs should go up.

4. Comparison of Different Types of Regulations

In the preceding three sections we discussed the merits and drawbacks
of each type of regulation separately. We shall now attempt to compare
the three types by organizing the same material according to five criteria.

a) Direct effects on prices. Flat prices and, to some extent, the price
freeze, convey the impression of price stability to businessmen and con-
sumers; this, in turn, tends to curb noncompliance and hoarding. "Neither
of these types of regulation transmits price increases from one distribu-
tion level to the next. Formula ceilings not only transmit price increases
but also lower the incentive to cut production costs. In addition, per-
centage formulas encourage the sale of more expensive goods. The price
freeze had the least, and flat prices the greatest, tendency to restrain mer-
chants -from selling below ceilings.

by Applicability. Formula ceilings may be applied to all types of
merchandise, While the price freeze is hardly applicable to seasonal or new
goods, and flat pricing is inapplicable to unstandardized goods and difficult
to apply to goods with great seasonal variations of supply.

¢y Difficulty of enforcement. Flat prices are most easily enforced be-
cause they are uniform and because the OPA can enlist the aid of con-

12 Tt is, however, possible that the Jaundries underestimated the extent of the price
mereases,
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sumers. The lack of uniformity in base-date and formula ceilings makes
them difficult to enforce.

d) Fairness. Base - date and dollar - and - cent ceilings are considered
less equitable to business than formula ceilings in that they cause a squeeze
if costs rise, whereas formulas take most cost increases into account.

From the point of view of being equally fair to all sellers of the same
commodity only historical-margin formulas were considered fully satisfac-
tory. Uniform margins and flat prices cause either windfall profits for
low-cost operators or a squeeze for high-cost operators, and base-date ceil-
ings tend to perpetuate chance differences in prices and to cause an “initial
squeeze” for retailers.

e) Difficulty of operation by businessmen. Formula ceilings represent
the smallest and flat prices the greatest deviation from traditional busi-
ness practices. Both base-date and formula ceilings maintain traditional
price differences, but the former, unlike the latter, interfere with custo-
mary pricing procedures. Base-date and dollar-and-cent ceilings have, how-
ever, the advantage over formulas that they cause less unproductive work
and are easy to understand. '

This brief summary shows that none of the three types of regulation
is clearly superior to the others. From the point of view of direct effects
on prices and difficulty of enforcement dollar-and-cent ceilings appear to be
the most and formula ceilings the least desirable, but from the point of
view of applicability and difficulty of operation by businessmen formula
ceilings have definite advantages. Actually these considerations, separated
here for the sake of -simple presentation, are not independent of one an-
other; it was found that unfairness and hardships were often conducive
to price increases because they evoked businessmen’s hostility to price con-
trol (cf. XVII, 3).

5. Strictness of Regulations

It might be that the effectiveness of a. regulation in promoting price
stability depended not so much on whether it provided base-date, formula
or doliar-and-cent ceilings, as on whether or not it was strict with re-
spect to its provisions and to their enforcement. Findings reported in Part
Two seem to bear this out.

In ranking the regulations according to their strictness, we shall start
with the limiting case at the bottom of the scale, the absence of any regu-
lation. We found considerable price increases:

in uncontrolled commodities (restaurant meals before April, 1943, jewelry,
and flowers, V, 2), despite the fact that neither acute shortages nor rush
buying were pronounced in these fields;
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in fields where only certain articles or certain production or distribution
levels were controlled while others were not (e.g., produce and meat, VI, 3) ;

in commodities for which the OPA did not supplement inappropriate
base-date ceilings (e.g., furs and liquor, VI, 1; handbags, umbrellas, and
accessories, VII, 1) ; and finally

in groceries before May 1943, under conditions of “confusion” (VI, 2).

By contrast we found, quite generally, that clear regulations that
covered most business situations and were rigorously enforced promoted
price stability (e.g., groceries after May, 1943 and men’s suits; X, 1 and 2).

We did, however, find some exceptions to the rule that the stricter
the regulation and its enforcement the greater its effectiveness: a) Some
uncontrolled commeodities rose no more in price than some controlled com-
modities. Although exact data are not available, there can hardly be any
doubt in the light of the estimates presented in Part Two that the prices
of certain jewelry, flowers, and restaurant meals advanced less than those,
of certain dresses, handbags, and furniture. b) One commodity under
“loose ceilings” (VI, 1), women’s hats, had a relatively satisfactory price
trend. c} Prices advanced greatly in some commodities subject to regu-
lations containing detailed pricing formulas (e.g., women’s ready-to-wear),
while they remained substantially stable in certain lines controlied by, base-
date ceilings alone, which did not cover all the pricing problems of the
sellers (e.g., china and glassware). d} In apparel and housefurnishings
prices were stable in the first few months after the GMPR, when efficient
enforcement mechanism did not yet exist.

Despite such exceptions the findings as a whole seem to indicate that
there is more than a grain of truth in the thesis that all-encompassing regu-
lations are more favorable to price stability than partial controls (at least
under conditions of total war and full employment), because price increases
tend to spread from one line or one level to the next, and because loop-
holes in regulations are apt to be used. This thesis alone is, however, not
sufficient to explain all differences in pricing procedures and in the extent
of price increases. Factors other than the type of regulation must have
been responsible for the differences in the extent of quality deterioration,
which was not effectively counteracted by any type of regulation, and for
the differences in the pricing procedures of merchants in the same field sub--
ject to the same regulation.



CHAPTER XIII
RATIONING AS AN AID To PricE CoNTROL

The question whether government regulations determined the success
or failure of price control was not fully covered in the last chapter. It
has frequently been said that “quantity controls,” especially ratiohing, are
prerequisites for achieving price stability in times of war, in other words,
that only price control in conjunction with rationing, and not price con-
trol alone, can arrest wartime inflation.

The following discussion will show that this theory is valid only under
certain conditions, which, however, did not prevail generally in the United
States in 1942 and 1943, In many fields rationing was of substantial aid
to price control but not indispensable to its success. In others, price con-
trol was successful without rationing, and, where it was. not, it is more
than questionable whether rationing should have been introduced for the
sole purpose of helping to control prices.

1. Delimitation of the Study

The proposition that it might be possible to close the inflationary gap
by rationing alone will be mentioned here only briefly. Theoretically, con-
sumer demand could be scaled down to the level of available civilian sup-
plies (current production and stocks) by limiting total consumer expendi-
tures and rationing all consumer goods. Such rationing could be made to
work by restricting civilian production to a few standardized goods, by
fixing their quantity in advance through strict methods of allocating raw
materials, and by registering consumers with specific stores where alone
they would be permitted to trade. Such extreme measures might be
feasible without adverse consequences in a beleaguered fortress, but hardly
under conditions of relative abundance of supply in a country remote from
the war theatre. It can be submitted that civilian morale would be lowered
if government interference were not kept at a minimum understood to be
necessary under the given conditions. In fact, in the United States in 1942
and 1943, quantity controls were introduced for reasons other than to com-
bat price inflation, They were therefore more moderate than such controls

115
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as would be necessary to equalize effective demand and available supplies
of civilian goods.1

Production controls, allocation of raw materials, and priorities were insti-
tuted to assure the flow of military supplies in the order and quantities re-
quired by military considerations. Consumer rationing was introduced to
assure the equitable distribution of scarce goods_ essential for consumers.
That the avowed purpose of rationing was mdependent of price controf
does not, however, rule out the possibility that rationing made price control
workable. It has, in fact, been argued by economists that controlled prices
keep demand at a higher level than would correspond to the scarce supply:
hence, price control itself creates the need for rationing and cannot be suc-
cessiul without it. They maintain that for competitive goods price control
“destroys the automatic regulation of distribution,” which would rule in a
free market, and that therefore, price control “unaccompanied by rationing

. leaves distribution chaotic.”’2

This argument raises several points. First, as to the causes of the dispar-
ity between demand and supply: The decline of civilian supplies is, of course,
due in the first place to military demand which is independent of price. Once
a disparity between civilian demand and supply arises, price control need
not aggravate it but, on the contrary, may lessen it, because effective demand
depends not only on current but also on expected prices, especially in the
case of nonperishable goods.®

Secondly, as to the effects of the demand-supply disparity on prices and
on the distribution of goods, we mwust consider them separately for each of
four possible sitvations:

a) Absence both of price control and of rationing: prices will rise and
distribution will be inequitable in favor of the wealthy,

b) Rationing without price control: this was never actually in effect but
was suggested by the meat industry in 1943. By analyzing their proposition
{sec. 4) we shall find that even under the most favorable conditions (i.e.,
even for meat, which cannot be stocked or hoarded to any great extent)

1 On the theory of rationing, cf. H. P. Neisser, “Theoretical Aspects of Ration-
ing,” Quorierly Journal of Ecomomics, Vol. 57, May, 1943, pp. 378-397; M. Kalecki,
“General Rationing,” Oxford Bulletin of Statistics, Vol. 3, Jan. 11, 1941, pp. 1-6; and
W. A, Wallis, “How to Ration Consumers’ Goods and Control Their Prices,” American
Economic Review, Vol. 32, September, 1942, pp. 501-512; on the theory and practice
of rationing, cf. R. G. Gettell, “Rationing: A Pragmatic Problem for Economists,”
American Economic Review, Vol. 33, Supplement, March, 1943, pp. 260-271.

2 A. C. Pigou, The Political Economy of Wer, Rev. Ed, New York, 1941, pp.
139 ff. Further similar staterments are guoted by G. Katona, War Without Inflation,
New York, 1942, p. 40.

8 The influence of expectations on demand will be discussed extensively below

(XV1, 5)
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rationing alone cannot be relied upon to keep prices from rising or to assure
absolutely equitable distribution.

¢) Price control without rationing and d) price control with rationing.
in comparing these two situations we shall find in sectfon 2 that the curtail-
ment of effective demand by rationing did help to keep prices down, but
that its contribution to price stability was hardly decisive. With respect to
the effects on distribution it has been argued that when demand exceeds
available supplies of an unrationed commodity sold at a controlled price
“first come, first served” becomes the rule, time-consuming and demoraliz-
ing queues develop, and early-comers can purchase goods beyond their re-
quirements to the detriment of late-comers (such as busy war workers).
This may discredit price control and even lead to its breakdown because the
buyers may pay prices above ceilings in order to obtain the scarce gaods.
We found, however, that when the disparity between supply and demand
was moderate, many unrationed goods sold at controlled prices were distrib-
uted without queues and with early-comers having no substantial advantage
over late-comers. Only in cases of substantial disparity was distribution dis-
rupted to the extent that rationing became an indispensable counterpart of
price control. Because of certain adverse psychological effects and technical
difficulties (sec. 3) it appears that rationing should not be introduced when
it makes only a small contribution to equitable and smooth distribution and
to price stability.* ‘

Consumer rationing had three forms. Soon after Pearl Harbor, for very
scarce commodities needed in war production, certificate rationing was intro-
duced (new automobiles, typewriters, tires, etc., could be bought only with
a certificate issued in case of proved need). Somewhat later, for those scarce
mass-consumption items for which no close substitute existed, unit rationing
was- started (for gasoline, fuel oil, sugar, coffee, shoes). Finally, in March
1943, for those scarce groups of commodities where many items were inter-
changeable, point rationing was instituted (for processed—mainly canned—
foods, and for meats, fats, oils, cheese). All food rationing was applied to

4 That price -control can function effectively without rationing has been argued
more extensively elsewhere by this author (War Without Inflation, Chap. I1). The
following statement by J. K. Galbraith supports this thesis: “Most economists have
urged that price control could not long precede rationing, once effective demand had
exceeded supply . . . In the imperfect market this is not the sequence. In these
markets, to put the matter baldly, there can be price control in a vacuum and it will
work even though effective demand exceeds supply, Formal rationing is necessary, not
to reinforce the price controls, but in the first instance to substitute social (and better
planned) allocation of supplies for what may be the technically efficient allocation of
private sellers,” (*Price Control: Some Lessons from the First Phase,” American
Economic Review, Vol. 33, Supplement, March, 1943, p, 253).
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operators of restaurants as well as to individual consumers.® Unit and point
rations of food and shoes were alike for every person and were, therefore,
not fully equitable because of differences between the requirements and
needs of different persons (e.g., the meat requirements of adults and children,
Iumberjacks ‘and clerks, the food requirements of those who regularly
eat in restaurants and those who do not, the canned-goods requirements
of people in various parts of the country, etc.)., Differential rationing was,
however, not introduced for fear that it would be too complex and still not
be fully equitable. Only the rationing of canned goods, meat, and shoes was
included within the scope of this study.

2. Primary Effects of Rationing on Ceilings

Upon preliminary study, the available evidence concerning the price in-
creases of rationed and of unrationed goods does not seem to bear out the-
contention that rationing helped to maintain price stability. Both among
rationed and unrationed goods we find some whose prices remained rela-
tively stable and some whose prices increased. Among foods, price control
was relatively successful in unrationed cercals as well as in rationed sugar
and coffee (and coffee prices remained stable after rationing was lifted).
In canned goods, rationed in March, 1943, compliance with price control
remained unsatisfactory until June; and in meats, rationed at the same time,
the difficulties of price control were not lessened until the end of the year.
In shoes, direct price increases were insignificant both before and after
rationing, while quality deteriorated in both periods.

Such considerations, however, have two shortcomings: First, we do not
know how prices would have moved and what difficulties price control would
“have encountered, for'example, in meat and shoes, if rationing had not
been introduced. Secondly, rationing may have been handled rather ineffec-
tively at the beginning and may have required some time to achieve the degree
of perfection necessary to assist price control.

In our surveys members of the meat industry were found to agree with
the second point, They told of great initial difficulties in meat rationing:

5 Unit rationing: goods are sold upon- the surrender of stamps, each of which
represents a fixed quantity of a single commodity. Point rationing: goods are sold
upon the surrender of stamps, each of which represents a fixed number of points that
can be spent for the purchase of various articles for which different point valutes are
set from time to time.

The original ration quotas of restaurants were determined according to the volume
of rationed food sold in December, 1942, They were adjusted by means of complex
formulas based on the restaurants’ reports concerning changes in their dollar receipts
and customer count. Persons eating in restaurants did not have to surrender ration
stamps.
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reports of inventories on hand before rationing were not always prepared
conscientiously, businessmen and consumers did not at first cooperate fully,
and for several months point values were not properly adjusted to fluctua-
tions in supplies.® Nevertheless, recalling the scramble for goods and the
difficulties of allocating goods before rationing, most meat dealers agreed
that rationing was necessary and that it had curtailed effective demand. Ex-
cept for a few processors and retailers, all those interviewed shortly after
rationing was introduced said that it had already lessened the pressure on
ceilings. Shoe merchants reported that rationing in their field had reduced
the pressure on the ceilings of cheap and medium-priced shoes, but not of
expensive ones, the demand for which remained in excess of supply. In
shoes, canned goods, and coffee, rationing was said to have been helpful in
keeping prices down but not indispensable ; in meat and sugar it was called
absolutely necessary for the success of price control.

In contrast to the reports that rationing helped control prices were the
statements by some merchants that prices above ceilings were sometimes
paid because of rationing itself. In our interviews with meat dealers it was
frequently said that restaurants and retail butchers (and consumers) paid
prices above ceilings to obtain meat without coupons. Some retail meat
dealers also said that, in many cases, meat was hot cut in the manner pre-
scribed by the OPA but rather in such a manner as to leave some high-point
meat on as many cuts as possible so that more points—and more money—
could be charged for them. In other cases, meat was given to favored cus-
tomers at reduced point values and higher prices on the pretext that it was
in danger of spoiling (in which case the law required price reductions).
These statements, however, prove only that price control was violated under
rationing : it is an open question whether the violations would have been
more or less frequent in the absence of rationing.

Restaurant rationing was found to have had two main shortcomings that
made its enforcement difficult and tended to lessen compliance with it.
First, it was difficult to verify the data submitted by the restaurants on which
their quota was based; secondly, restaurants ran short of rationed goods
when business expanded, since changes in quotas were determined according
to changes in the business volume of the preceding months.

A glance at the price movements of a few commodities in which sub-
stantial shortages were not relieved by rationing -supports the contention
that rationing helped the price control of scarce goods. As described in

6 It was not until the summer of 1943 that the authorities had collected extensive
data on prospective supplies and the habits of consumers (their preferences for different
kinds of meat and their reactions to changes in point values). For long periods and
in many parts of the country consumers could 'not get what they wanted for their
ration stamps.
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Part Two, certain unrationed fresh fruits and vegetables—potatoes, onions,
oranges, etc—were sold far above ceilings at times of temporary scarcity.
And there were frequent and considerable illegal price increases in most
unrationed commodities in which shortages persisted, for example, in pre-
war upholstered furniture, luggage, and zippers.

3. Secondary Effects of Rationing

If rationing helps to relieve pressure on price ceilings, the question arises
whether it should not have been introduced for many more articles, espe-
cially for those in which the price control regulations did not operate satis-
factorily. Our studies revealed that moderation in the use of rationing was
justified. We found that, in addition to the beneficial effects just discussed,
rationing had many undesirable cffects on the behavior of consumers and
businessmen. )

Some unfavorable effects of rationing were of a psychological nature.
Rationing made consumers “point conscious,” which means that it made
them less “price conscious.” Any change in public attitudes that leads to
buying with little regard to prices may result in price increases. Undoubt-
edly public awareness of acute shortages tends to bring forth such attitudes
and may be relieved by rationing. But rationing itself may enhance the
awareness of shortages. Most retailers of rationed goods reported that con-
sumers asked, “What can [ get for my points?” rather than “How much?”
This change lessened the pressure that consumers may normally exert on
retailers to comply with price control.

The introduction of rationing may lead businessmen and consumers to
believe that unrationed goods are also scarce and may therefore increase the
demand for them. Thus at the beginning of 1943 when the forthcoming
rationing of canned goods and meat was announced in advance, and in Feb-
ruary of that year when shoes were suddenly rationed, it was generally
believed that many further necessities of life, especially clothing, would soon
be rationed. The month of February witnessed tremendous buying waves
for all kinds of apparel, especially women’s ready-to-wear (see XVI, 3). As
a result, retailers’ resistance against price increases by their suppliers, and
especially against quality deterioration, was lowered. “We had to buy what-
ever was offered to us since our shelves were cleaned out,” said the execu-
tive of a large women’s-apparel chain?

7 The hoarding wave in canned goods after the announcement and prior to the
introduction of rationing is of lesser significance. Such rush buying can be eliminated
by an improvement in the technique of rationing, namely, by abstention from advance
announcernents. Combatting the fear that rationing will spread constitutes a much
more difficult problem.
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The introduction of shoe rationing also brought forth® rush buying for
unrationed substitutes. Factories producing low-quality play shoes were said
to have sprung up, and, according to shoe retailers, unprecedentedly large
amounts were spent on merchandise of slight intrinsic value.

For a while it appeared that clothing would have to be rationed for no
reason other than that shoes-had been, rationed. The buying wave subsided
in March, however, after well: documentecl official announcements had re-
vealed that there was no.serious shortage of apparel. It would appear ifrom
this experience that the pubhc in- general is susceptible to rational explana-
tions and that there are methods of nntlgatmg the unfavorable effects of
the introduction of rationing. Full disclosure of the special developments
that necessitate the rationing of one commochty but that do not apply to other
commodities would probably have favorable effects, but this method has not
been tested because no new rationing measure has been introduced since
March, 1943.

The technical difficulties of rationing constitute another drawback. Mer-
chants complained bitterly that rationing caused extra work and often made
it necessary for them to hire additional employees Business transactions
were slowed up and customers had to wait longer to be served. Grocers had
to sort and count stamps, watch expiration dates, report on inventories, and
change the markings on goods as point values chariped. In' our survey of
wholesale and retail grocers in the summer of 1943 it was found that tech-
nical problems connected with _rationing * played by far  the Iargest role in
making these merchants hostile, to any. typc of :wartitne- 'regulatlons Some
of the difficulties were allevidted by reforts mtroduced during the winter

8 Among the many further complaints voiced by retailers were, the following:
Customers sometimes forgot to pay for their purchases, since they-as well as the clerks
were engrossed with the coupons, in service stores customers had to be advised what
to get for their coupons, while in sclf-servace stores customers arrived at the check-out
counter with insufficient sfamps to cover their purchases. The system of ration banking
was generally considered a great help, but wholesalers complained greatly about diffi-
culties in filling orders and delivering goods {o small retailers who had no ration bank
accounts. For wholesalers the required . monthly inventory of rationed items and
points generalty constituted the greatest problem. One large wholesaler said he had
15 employvees out of a total of 225 who did nothing but paper work connected with
rationing, .

Food merchants made many recommendations that, in their opinion, could have
lessened the burden of work. They advocated a reduction in the number of different
stamps issued (at the time of the survey, coupons of' 8, 5, 2, and 1 points were in
circulation), permission to weigh instead of count coupons, the elimination of expira-
tion dates, and the restriction of rationing to fewer items. These findings, included in
our mlmeographed report of August, 1943, will not be discussed here, because many
of the most important .grievances were overcome with the issuance of tokens and
climination of expiration dates in the winter of 1943-44.
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of 1943-44. Nevertheless, it remains true that rationing, even in its techni-
cally most efficient form, constitutes a burden for businessmen as well as
consumers, which burden should not be augmented without good cause; in
other words, rationing of consumer goods should be introduced only where,
because of substantial shortages, equitable distribution of essential goods can-
not be achieved otherwise.?

4. The Meat Management Plan (Rationing without Price Control)

It appears that under certain conditions price control can operate effec-
tively without rationing. Is the opposite also true? Could rationing operate
effectively without price control? In-other words, could rationing alone keep
prices down as well as guarantee equitable distribution? The “Meat Man-
agement Plan”~—proposed by the American Meat Institute and several im-
portant livestock organizations but not accepted by the government—main-
tains that this is true with respect to meat.1?

According to that plan, the great difficulties confronting price control
in the meat industry could be overcome. by achieving a balance between the
amount of meat coming into the market and the amount going ocut. The
plan proposes “to control total supply and total demand” so that the latter
should not exceed the former even for a single week. Supply would be con-
trolled by introducing and enforcing a permit system for livestock slaughter
and thus determining the exact tonnage of supply. The needs of the armed
forces and of Lend-Lease would be determined in advance, and civilian
demand would be controlled by rationing. Then all other existing controls,
especially price ceilings, would become unnecessary. Nevertheless, prices
would be managed by the government because, being the only buyer of the
meat not sold to holders of ration stamps, it would be in a position to
determine the wholesale prices, and competition between retailers would then
keep retail prices down.

In surveys conducted in the summer and fall of 1943, some few mem-
bers of the meat industry declared themselves fully in favor of the Meat
Management. Plan. They thought that by balancing supply and demand
normal economic conditions would be re-established and alt difficulties

9 Even distribution and ailocation problems were not always entirely solved by
rationing. “Informal rationing” by manufacturers, processors, and wholesalers (Chap.
XVII1), which is often inequitable, remained in force despite government rationing
in meat, expensive shoes, and fancy-grade canned goods.

10 The plan was first presented in a mimeographed bulletin of the American Meat
Institute of March 20, 1943; it was later reprinted in pamphlets issued by the Livestock
and Meat Council. For a thorough analysis of the plan, see D. Gale Johnson, “The
Meat Management Plan,” Jowe Farm-Economist, Vol. 9, November, 1943, pp. 12-13.
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caused by government interference would vanish. Most respondents, includ-
ing representatives of the largest firms, endorsed the plan, but expressed
much greater caution in appraising it. They said that it was not perfect but
would work better than price control and would 'be simpler to operate.
Moreover, in their opinion, it was possible to obtain wholehearted public
support for rationing but not for price control. It was often conceded that
under the new plan meat prices would be higher than prevailing ceiling
prices, but they would be lower than black-market prices; thus the actual
average price paid by the consumer would be reduced and nevertheless that
obtained by farmers and industry increased. Ultimately, many packers
argued, prices would fall because, in the absence of ceilings, farmers would
expect price increases and would raise more cattle and hogs than under
price control.

The following major objections to the plan are based on extensive dis-
cussions with members of the meat industry, including some who urged its
adoption;

a) The success of the plan is dependent upon efficient rationing. 1f the
government is not successful in eliminating illegal slaughtering and black
markets, it cannot determine supply and demand in advance and cannot
adjust them to each other. But black markets arose not only because of price
control but aiso because of the desire of some people to increase their share
of scarce supplies.1?

b) Under conditions of scarcity the reliance on competition among retail-
ers to keep prices down is not entirely justified. When ration stamps are
fully utilized retailers cannot expect to increase total demand by reducing
prices. Nor can a single retailer hope to gain many customers by charging
lower prices than his competitors. A retailer might lose some customers by
offering them cheap but small and irregular supplies; and he might gain
some by offering regular though expensive supplies, which he might secure
by paying higher prices to suppliers. Thus retail and wholesale prices for
rationed meat could be raised without regard to the prices paid by the gov-
ernment for its own needs, unless the government were to engage in price-
regulatory storage policies on a large scale for which no adequate facilities
exist at present.

¢) While rationing limits the total physical amount demanded, higher
prices might be asked and offered for especially desirable products, for ex-
ample, high-quality meat cuts. Thus inequities might arise contrary to the
primary objective of rationing, to share alike without regard to wealth
and income.

11 According to one of the largest packers, “Rationing has brought the black mar-
ket” (The Cudahy{ Packing Company, Annual Report for 1943, p. 7).
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d) In order to achieve an exact balance between demand and available
supplies, it might become necessary to ration different kinds of meat sepa-
rately and to’change point values often-and quickly. These requirements
would impose a great burden on the trade, which, however, might be less-
ened by using stockpiles of meat in case of unforeseen small discrepancies.

There can be no doubt that the pesitive proposals of the Meat Manage-
ment Plan—to determine in advance the quantities available in each ration
period and to adjust demand accordingly, to institute a permit system for
livestock slaughter, etc.—are sound and could help to insure the effective
operation of price regulations. Yet their adoption could not eliminate the
necessity of price control. Rationing alone could hardly suffice to achieve
price stability,



CHAPTER XIV
THE RoOLE OF THE MARKET STRUCTURE
1. Commodity Lines More or Less Difficult to Control

Differences in market structure made the prices of certain commodities
easier to control than others and were found to explain certain differences
in the success of price control. Businessmen, in discussing why the regu-
lations were relatively unsuccessful in one field or the other, called at-
tention to characteristics of the market which, in their opinion, made cer-
tain commodities more difficult to control than others. Executives of the
OPA also emphasized the role of market organization when they ex-
plained differences in the complexity of the regulations applied to dif-
ferent fields. J. K. Galbraith, while Deputy Administrator of the OPA,
declared that difficulties of the price controller increased as the type of mar-
ket approached perfect competition, and décreased as it approached
monopoly.? :

Whether a commodity was more or less difficult to control depended
upon the degree of competition and also upon various characteristics of
the commodity itself. Businessmen, in our interviews, called attention to
the number and size of the firms, to product differentiation, and to the
ease with which new firms could enter the field. Control of a commeodity
produced and sold by a large number of small firms was said to be dii-
ficult, by a limited number of large firms easy. If a line contained a
variety of interchangeable products, especially unstandardized or seasonal
goods, control was said to have been more difficult than if it contained
well-established brands sold at the same price by different sellers. If
entry into a business was relatively easy, because it required smal! capital
outlay and did not depend on patents or large-scale advertising, control was
said to have been more difficult than if the opposite were true.

In explaining these opinions businessmen pointed out that in a field in
which producers are few and each of them manufactures only a few well-

1 “Price control in the perfectly competitive market is a matter of classic difficulty.
Price control in the imperfectly competitive market is, by comparison, at least, a simple

matter” {op. cit., p. 254). Some of our findings are in close agreement with Galbraith's
analysis.
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defined products it is relatively easy to ascertain base-period production
costs and prices and to check upon compliance with price regulations. A
few respondents also maintained that, since businessmen in highly com-
petitive fields had lower profit margins and smaller reserves than large
producers of branded goods (i.e., than those in quasi-monopolistic fields),
the OPA had greater difficulties in keeping prices down in the former
than in the latter when production. costs rose. ‘

Some commodity lines with many sellers and a great variety of products
were said to have been relatively easy to control because a few large pro-
ducers and their brands were the established leaders in the field. If price
changes were traditionally initiated by a few leading firms, the maintenance
of stable prices by those firms for their branded goods promoted the suc-
cess of price control in the entire field.

In certain commodity lines businessmen explained the difficulties of
control by the variability of the supply of perishable products. In fields
in which supplies vary greatly from season to season or even from day to
day, and must be sold quickly because the products are perishable, erratic
price fluctnations were always the rule, and price control was relatively
difficult. Great variations in transportation costs, resulting from differences
in the distances between supplying and consuming areas, were also noted
as having made it difficult to establish uniform prices,

The commodity lines that the businessmen in our surveys described as
relatively difficult to control include those in which the most substantial
price increases occurred; the lines that were called relatively easy to con-
trol include those in which prices were most stable.

Commodity lines relatively difficult to control (beginning with the most
difficult) :

Fresh fruits and vegetables. Produce dealers pointed out that each product has
many types, grades, and sizes; that products sold in one consuming area come from both
nearby and distant growing areas: that supplies fluctuate daily and seasonally; and
that not only are there many sellers but many intermediate dealers handle the same
products. )

Fresh fish, The number of different producing areas and of kinds and qualities
of fish is very great. This was taken by the OPA as justification for the delay in
introducing price control of fresh fish. In its first regulation (MPR 418; July, 1543)
the OPA listed 48 different types of salt-water fish,

Women's ready-to-wear and accessories. Small manufacturing firms are pre-
ponderant, the products are not standardized and vary from manufacturer to manu-
facturer, and entry into this field of business is easy. The price of a dress or a hat
has always been determined less by production costs than by such intangible factors
as fashion or the reputation of the seller.

Furniture, Respondents in this field stated that the largest factories with mech-
anized production methods were converted first and to the greatest extent to war pro-
duction. We were told, for example, that “Only 20 per cent of the furniture is now
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made by large factories, the rest by middle-size and small ones.” Furthermore, furni-
ture is not standardized and brand names are rare.

Meat. In economic literature the American meat industry is frequently referred
to as noncompetitive because a few large packers have a very substantial share both in
slaughtering and in processing; yet respondents in this industry emphasized the com-
petitive nature of their business. The packers’ margin, expressed as a percentage of the
selling price, has always been very small so that even slight increases in livestock prices
could cause operating losses; and entry into the meat business is relatively easy.
Seasonal variations in meat supply, differences in transportation costs, and lack of
adequate storage facilities enhanced the difficulties confronting the meat regulations.
Though a large proportion of business is in the hands of a few large firms, this did
not greatly simplify the administration of price control, as their numerous local branches
are relatively independent.

Restourants. Respondents maintained that no two restaurants are cotnparable, since
meals designated by the same name and service differ from place to place.

Commodity lines relatively easy to control:

Linoleum and other housefurnishings. As the foremost example of a commodity
line in which the given market structure favors price stability, linoleum was mentioned
by many wholesalers and retailers. Its manufacturers are few, and each produces
brands, with well-established price lines, known to the trade as well as to many con-
sumers from printed price lists and booklets. This applies to some extent also to rugs,
linen, china and glassware, and certain items of kitchenware.

Men's wear and shoes. Although no apparel line is produced exclusively by a
few large firms, large firms were said to play a mmch greater role in the manufacture
of shoes and men’s suits, coats, and hats than in that of women’s ready-to-wear and
hats. Brand names are well known in the former, and their price lines are well
established.

Drugs; canned and dried groceries. Although it was said that the civilian sales of
branded as against nonbranded goods in drugs, toilet articles, canned goods, chewing
gum, etc., had not increased during price control—because of shortages, military de-
mand, or the impossibility of keeping pace with rising demand—the price and guality
leadership of the brands continued to dominate the markets. Producers and sellers
alike said that they were “compelled” to follow the leading firms in determining the
prices of their unbranded goods or branded goods that were not widely advertised.
Despite the decline in the relative sales position of grocery chains in favor of inde-
pendents, most small stores acknowledged that chains remained the price leaders. Com-
pliance by grocery chains with dollar-and-cent ceilings in the summer of 1943 admittediy
influenced the pricing practices of independent grocers.2

Comparison of the commodity lines called difficult and those called
easy to control with the pricing practices prevailing in those lines (Part
Two) supports the thesis that the given market structure exerts a2 sub-
stantial influence on the relative success of price control. Yet the im-
portance attributed to the single factor of differences in market structure

2 It appears, however, that “trade leadership” had a beneficial effect on compliance
only in commodities in which there were no acute shortages, for cxample, in dry
groceries, but not in meat.
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must not be exaggerated. Even in such difficult fields as meat and produce,
price control was more successful at certain periods than at others, and
within each field irrespective of whether it was easy or difficult to con-
trol the degree of compliance with price regulations differed greatly from
firm to firm.

2. Large and Swmall Firms in the Same Commodity Line

Greater or lesser success of price control resulting from differences
in market structure has thus far been discussed by comparing various com-
modity lines. It is, however, possible that differences in the size of firms
accounted for variations in the pricing procedures adopted even among
sellers of the same commodity. Was there a difference in compliance with
price regulations among large and small firms?

Most large firms, at some time or other in the course of the interview,
would make a comment about small firms’ not complying with price regu-
lations. Some even went so far as to say that “None of the little fellows
pay amy attention” to the regulations. YLarge firms, they said, considered
their reputation, were aware of their social responsibility, had so many
employees that violations could not be kept secret, had large staffs to keep
track of and explain all regulations, and were checked closely by the OFA.
Small firms, they maintained, had no reputation to lose, could make cash
transactions without keeping records, were not checked upon by the OPA,
and frequently violated regulations unintentionally because they did not
know about them or did not understand them.

There is no doubt that umintentional violations of ceilings- were more
frequent among small than among large firms. This was due not so much
- to the complexity of individual regulations as to the fact that, in the case
of small firms, one person had to be familiar with a number of different
regulations. The owner of a small women's-wear store, for instance, had
to apply different base-date, formula, and dollar-and-cent ceilings to various
goods on his shelves, while the manager of a single line in a large store
was concerned with one regulation only and was helped in his task by a
special price control division of the firm. The impact of the complexity
of the regulations on large and small stores was illustrated by the president
of a large apparel store as follows:

“One day the manager of our hosiery department brought me the new hosiery
order and denounced the OPA vigorously for the excessive amount of work the regu-
lation would impose on him. No doubt the mian had to study the regulation for several
days and nights, but afterwards his job became simpler than ever before. In the past
he had had to check different prices and allowances of different suppliers, watch his
competitors’ prices, and decide whether or not he should make special promotions.
With the present dollar-and-cent ceilings he has much less work to do, and part of
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the time he now waits on trade.y (This has increased his hatred of the OPA still
further!) Yet I realize that a small storekeeper selling dresses, blouses, and handbags
in addition to hosiery can't keep track of the hosiery order.”

Our evidence is insufficient to determine the comparative frequency of
intentional violations by large and small firms. It does, however, cast
doubt upon the generalizations made by large firms. We found some
small firms who openly admitted having raised their prices and others who
displayed prices exceeding dollar-and-cent ceilings; but we found just as
many who showed us that they made painstaking calculations and time-
consuming inquiries from their suppliers and the OPA in order to avoid
pricing merchandise above ceiling. Our surveys revealed that small firms
in general were in a less advantageous position than large ones with re-
spect to obtaining supplies (Chap. XX). Some of them may, therefore,
have been induced to pay (and to charge) prices above ceiling in order to
get goods. On the other hand, some small merchants said that their prices
were more stable than those of their large competitors because they had
no experts to advise them how to raise prices “legally.” In the light of
our evidence it seems improbable that the size of the firm alone was an im-
portant factor in determining the choice of pricing procedures.?

8 A possible exception to this statement was noted in the meat industry (cf. Table
11, VI, 3).



CHAPTER XV
WarTIME CHANGES IN SUPPLY, DEMAND, BUSINESS VOLUME, AND PROFITS

Were different supply-demand conditions and consequent differences in
sales and profits responsible for the variations in pricing procedures from
one commodity to the other? Some respondents maintained that changes
in business volume and profits played an important role in influencing busi-
nessmen either to violate or to comply with price control. Our findings
show that this opinion was justified only under certain specific conditions,
We shall discuss how and why the sales and profits of businessmen dealing
in different commodity lines differed, and shall then consider the effect
of those differences on pricing actions,

1. Demand and Supply Factors Affecting Business Volume

Sales trends varied from commodity to commodity during price control.
Data on changes in business volume in different lines are presented in
Appendix III, Tt is shown there that in 1942-44 both physical and dollar
volume rose more in women’s wear, food, and drugs than in men’s wear,
furniture, and housefurnishings — to mention only the most conspicuous
differences among the commodities included in our study. ‘The differences
in sales trends were brought about by changes both in demand and in supply.

On the demand side, sales were affected by rising incomes and many
other war-time developments (induction.into military service, reactions to
shortages, etc.). [t is well known that consumers whose incomes rise do
not increase all their expenditures proportionally: - Luxuries and semi-
luxuries are more income-sensitive than food and rent, and among foods,
meat is more income-sensitive than cereals. In 1942 and 1943 the number
of families in the middle income brackets increased greatly. These fam-
ilies, with more money to spend, were largely prevented by wartime short-
ages from increasing their expenditures for rent and durable consumer
goods. Therefore the main effects of rising incomes, apart from increased
savings, were an increase in total expenditures for food, apparel, and house-
furnishings and a shift in consumer preference from lower- to higher-grade
goods in those lines (voluntary uptrading). Reference was made to this
shift in Chapter IX, since in most instances it occurred jointly with in-
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voluntary aptrading that resulted from manufacturers’ decisions to increase
the proportion of their better-grade products without regard to consumer
preferences.

Not only rising incomes but also rationing and the expectation of short-
ages promoted voluntary uptrading. Raticning contributed to it primarily
in shoes and coffee and, to a lesser extent, in canned goods and meat.
Many consumers decided to purchase better-grade goods for which the
same number of coupons was required as for lower-grade goods. As to
the expectation of scarcities, retailers of apparel and housefurnishings re-
ported that in 1942 and the first quarter of 1943, when their customers
expected certain merchandise to become unavailable or to be rationed, many
of them bought higher-grade goods than they had been accustomed to buy-
ing. Their expectations proved to be justified in some instances (nylon
hosiery, rubber goods, coffee, etc.) and unjustified in others (woolen goods,
clothing in general).! When shortages actually developed, uptrading be-
came negligible and often even the reverse process took place: Buyers
were concerned only with getting the goods, irrespective of qualities,

According to our information voluntary uptrading did not extend to
all luxury products. Demand for expensive jewelry, for example, did not
increase greatly; merchants argued that the incomes of many persons in the
highest brackets did not go up during the war, that wartime habits did
not favor conspicuous consumption and that runaway inflation — which
would have caused such purchases—was not expected by the general public
(see also IX, 3).

In restaurants, business volume was clearly affected by demand factors:
the number of their customers increased in 1942 and 1943 as against the
preceding years {cf. IX, 3). In this case demand was fostered by in-
creased incomes, by the fact that more women were working outside their
homes, and, in 1943, by the rationing of meat.

Wartime conditions affected the demand for men’s wear and luggage.
In 1942 and 1943 fewer men were buying civilian clothing than in the
preceding years because they were in the armed forces or were uncertain
about their draft status. The demand for men’s furnishings was less af-
fected than for suits and coats, mainly because the former are less durable,
The effects of the,draft on the sales of men’s clothing were parily offset
by increased purchases by civilians with rising incomes. Most of our re-
spondents, both manufacturers and retailers, reported that the number of
men's suits sold declined somewhat after the spring of 1942 and attributed
occasional increases in their dollar sales to voluntary uptrading. This is in

! Rush buying and hoarding will be discussed extensively in the next chapter,
because their most important effect was an increase in demand at certain times.
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sharp contrast to women's clothing where there *was a considerable in-
crease in the number of items sold. The greatly increased demand for
luggage was explained by the great amount of W};tftime travel.

On the supply side the business volume of -different commodities was
primarily affected by the limitation of civilian output through wartime
regulations and conditions. The production of some lines of merchandise
was entirely discontinued so that their sales became neghglble our surveys
did not cover these goods (automobiles, refrigerators, radios, rubber prod-
ucts, etc.). In all other commodity lines, both industrial and agricul-
tural, a limit was set on the expansion of civilian output by lack of ma-
terials (often brought about by priorities given to military production),
lack of equipment (coupled with the prohibition of expanding plants),
manpower shortages and transportation difficulties (which, for example, re-
stricted imports). In some lines, as the result of such limitations of out-
put, buyers experienced shortages; this happened not only when the quan-
tities available for civilian consumption declined but alsc when they in-
creased to a lesser extent than demand. In some other lines, however, the
limitations were not effectual: The available quantities either sufficed to
satisfy demand fully, or were large enough to satisfy the over-all demand,
although buyers, eold not always get the desired style, grade, brand, etc.

By combining-the various cenditions of demand and supply we can dis-
tinguish between four different market situations that were found to have
existed during the period studied. Our information on changes in demand,
on the presence and absence of shortages resulting from himitations of out-
put, and on changes in business volume, enabled us to classify the various
c0n1m0d1t1e5 studied accordingty.?

" Group I: Relatively stable demand; absence of shartages indicated that
limitationis of output were not effectual; no substantial increase in busi-
ness volume, o

Commodities: Men’s clothing, men’s and women’s hats, inexpensive
shoes, cereals, certain canned goods (under rationing), service of inex-
pensive cleaners. The supplies of these goods were adequate to satisfy
demand that did not increase greatly during price control.

Group II: Great increase in demand; absence of over-all shortages in-
dicated that limitations of output were not effectual; substantlal increase in
business volume. '

Commodities: Women’s ready-to-wear and accessories, men’s furnish-
ings, drugs, all groceries in ‘B42, dry groceries in 1943, most fresh {ruits
and vegetables, restaurant meals, jewelry, and flowers. In these lines both
supply and demand increased considerably. Retailers as well as ultimate

2 The pricing actions that oceurred in each group will be considered in section 4.
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constimers werc able to get merchandise, although their choice was often
limited.

Group III: Increase in demand; acute shortages indicated that limitge
tions of output were very effectual; no substantial increase in business
volume,

Commodities: Furniture, most housefurnishings, kitchenware, meat
(after rationing and hefore Noyember, 1943). Sales of these commodities
remained relatively stationary because of the inadequacy of available sup-
plies. In this group belong also most of the durable consumer goods and
low-end apparel and housefurnishings lines which practically disappeared
from the markets and in which, therefore, business volume dechned con-
siderably.

Group IV: Increase in demand; presence of shortages indicated that

limitations of output were effectual; substantial increases in business volume
(or at least in dollar sales).

Commodities: Expensive shoes, underwear, luggage, liquor, meat before
rationing, certain fresh fruits and vegetables. While for some of these
goods the evidence is incomplete as to the trend of physical volume, their
dollar sales increased substantially. In all these goods there were acute
shortages because demand rose much more than supphes

We find that in two groups (II and‘-i - sales did increase and in two

(I and III) sales did not increase substantidlly’; thé demand- supply condi-
tions that accounted for these trends differed in each case.

2. Influence of Profits on Supplies

Among the supply factors that might have affected business volume we
have not mentioned costs. We found that changes in unit costs (sec. 3)
did not substantially influence the total rate of production during the pe-

" riod stiidied. Most respondents said that neither cost increases (eg.,

higher wages) nor cost reductions {e.g., simplification of products) had
affected total output, although they had changed profits. (Only among
laundries did some respondents say that not only shortages of skilled labor
but also increases in labor costs had induced them to cut down on their
business volume.)

Occasional cost reductions did not serve to alleviaté shortages of sup-
ply. Our inquiries into the effects of price control - on production also
furnished evidence that shortages would not have been reheved by increased
profits resulting from higher prices. When asked whether price control
had affected business decisions in such a way as to lower the total volume
of production, most businessmen in the fields of apparel and housefurnish-



134 Price ConTrOL AND BuUSINEss

ings declared that it had done so only in a few exceptional instances® They
went even further and expressed the opinion that higher prices would not
have increased production. Of 30 manufacturers of apparel who discussed
this question with us in the summer of 1943, 18 said that their ontput
had reached the limit set by available manpower, materials, and equipment,
and it would therefore have been impossible for them to increase it if the
OPA had granted higher ceilings. Ten manufacturers said, in essence, that
the question was not correctly put and could not be answered by ves or no.
They declared. that even though, for the time being selling prices and profits
alone did not determine the size of their output, the OPA should not
have taken advantage of this situation and should not have fixed their
selling prices as low as it did. Only two manufacturers said that they would
have produced more if their prices had heen higher.t

In a survey conducted in January and February, 1943, 73 retailers of
apparel and housefurnishings were asked the following specific question:
“Do you think an increase in the ceiling prices of the commodities you buy
could induce a substantial increase in their production and supply ™ Al-
though the form of this question mtight be considered conducive to an ai-
firmative reply, only 10 merchants said “yes,” 48 said “no,” and 15 ex-
pressed no opinion,

In the food trade, businessmen in general expressed a much less fav-
orable opinion than in apparel and housefurnishings lines concerning the
effects of price control on production and its composition. Many food
merchants said that higher farm prices might have brought about greater
farm production; some even that delays in the issuance of regulations had
curtailed food supplies. There were frequent reports that farmers had
altered their production schedules in such a manner that undesirable changes
in food supplies resulted. The best-known instance of a shift in output
directly caused by the relation between the ceilings of two commodities
concerns the corn-hog ratio. Cash sales of corn were curtailed in 1943
when it was more profitable to feed corn to hogs for which the ceiling
was relatively high. Differences between ceiling prices and uncontrolled
prices were said to have affected supplies of fresh fruits and vegetables.

3 Prominently mentioned among the exceptions was a regulation setting the prices
of fall and winter underwear at such low levels that several manufacturers discontinued
production; in some fields, among which luggage was mentioned repeatedly, manu-
facturers were said to have cut production in expectation of new regulations providing
higher cetlings.

4 Changes in cost-price relations were, however, often said to have been responsible
for shifts from lower-grade to better-grade products or from “necessities” to “luxuries”
(cf. Chap. XXII). As a result of such shifts certain low-end lines disappeared from
the markets and others became very scarce (cf. IX, 3; these goods belong therefore in
Group I1I of our classification of commodities according to supply-demand conditions}.
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When only “essential” vegetables were subject to control (first half of
'1943), farmers increased their production of “luxury” fruits and vege-
tables to take advantage of the higher prices obtainable for them.

3. Increases ond Reductions in Cosis

In our sample changes in profits (before taxes) were found to have
been closely associated with changes in dollar sales: in 1942 and 1943
most firms with rising sales had rising profits and most firms with declining
sales had declining profits.® This suggests that increases in unit costs in
relation to changes in prices could not have been very significant. The
findings reported in this section confirm this assumption. With most firms
certain factors tended to raise and others to lower unit costs during price
control. The most important increases were brought about by higher labor
costs; the most important reductions, by the simplification of production
and distribution that was made possible or even required by wartime
conditions.

In July, 1942, that is, two months after selling prices were frozen by
the GMPR, the Little Steel Formula established basic wage rates at 15
per cent over the rates paid in January, 1941. Most firms interviewed
reported that application of the formula raised their wage rates, but be-
cause of previous wage adjustment the increases were relatively small, and
some formula ceilings took them into account. This makes it understand-
able that most respondents complained less about the Little Steel Formula
than about the following changes in their labor costs:

a) Increases in basic wage rates ordered afier the Little Steel Formula went into
effect (e: g., in the laundry industry where workers had been relatively underpaid) or
granted by some businessmen in violation of the wage stabilization. , Most laundries
and restaurants and some small retailers declared that in their fields “practically no one”

5 The effect of increased dollar sales of a firm on its profits (before taxes)
depends partly on the presence of fixed costs, i. e, costs that do not rise proportionally
with volume (rent, depreciation, etc.); partly on the change in prices and variable
costs (labor, raw materjals) per unit sold. If prices and variable costs per unit are
unchanged, or if one changes in the same proportion as the other, the added profit due
to higher dollar sales will be the larger the firm’s fixed costs. But if (to
take another extreme case) costs of labor and materials do not change while prices
increase in the same proportion as dollar sales then the whole rise in dollar sales is
added to the firm’s. profits, quite irrespective of whether the firm has large or small
fixed costs, The actual situation with most firms was probably between these two
extremes, since we found that changes in dollar sales were associated with changes in
profits not only in business lines with relatively high fixed costs (e. g., large manu-
facturers of apparel and furniture), but also in those with reiatively low fixed costs
(e. g., small-wpmen's-wear manufacturers, wholesale grocers, laundries).
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complied with the wage regulation and, therefore, in order to keep their employees, they
were compelled to raise wages and salaries.

b) Increases in wages despite stable basic wage rates. Apparel manufacturers and
meat packers, in particular, reported advancing costs due to reclassification of laber,
overtime, paid vacations, etc.

c} Additional labor costs due to increased labor turnover, inefficiency, and ab-
senteeism.  “In eight months we hired 1,250 people to il 150 jobs,” said the manager
of a restaurant chain; and most other restaurants, laundries, and department stores
stressed the same point, although with less éxtreme examples.

In only two business lines did respondents say that total profits were
substantially lowered by increased labor costs the effect of which was not
offset by other changes in costs. These were manufacturing of women’s
clothing and laundries, in which wages represent a large percentage of
total costs. Pay roll amounted to 50 to 75 per cent of total receipts in 17
power laundries interviewed in 1943, and the proportion had increased
in 14 of them since 1941.

While most businessmen complained about the inefficiency of their new
help, practically all retailers and restaurateurs who answered the relevant
question or furnished us with exact data indicated that operating costs had
advanced only in absolute amounts but had declined in per cent of total
receipts. This was due partly to higher prices, partly to a deterioration
in the quality of the service rendered (the average employee took care of
more customers than before), and partly to certain economies in operating
€osts,

Food retailers introduced shorter business hours, reduced or eliminated
deliveries, and transformed their stores to self-service or optional self-
service (self-service was introduced during price control by five of 36 in-
dependent grocers interviewed). Laundries made savings by reducing de-
liveries (which was compulsory by an ODT order) and by eliminating
“frills” (which was permitted at unchanged prices). Restaurants improved
their operating efficiency, particularly in 1943, when rationing compelled
them to plan their menus more economically: they served shorter and less
varied menus and reduced waste by serving the same meals on consecutive
days. ‘

In the manufacturing of apparel and housefurnishings the most im-
portant economies in operating costs resulted from a reduction in the num-
ber of patterns and styles produced. In furniture such a reduction was
prescribed by the WPB (L-260, March, 1943 — but some manufacturers
said that they went further than required by the order), while in most
apparel lines it was introduced voluntarily because, as manufacturers said:
“Whatever we produce we can sell” or “We no longer need to cater to
all the wishes of our customers.” The number of styles produced by a
manufacturer of women's lingerie was reduced from 150 in 1940 to 25 in
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1943 ; by a manufacturer of gloves from 200 in 1940 to 30 in 1943. These
were the extreme instances in our sample, but several other manufacturers
cut the number of their patterns by 25 to 50 per cent, and only a minority
of the clothing manufacturers interviewed failed to make any such reduction
in operating costs. The effect of this simplification on profits was en-
hanced by the fact that usually the least profitable patterns and styles were
eliminated and that style changes from season to season were likewise
reduced.

Transition to all-year-round production and reduction in selling and ad-
vertising expenses were also mentioned as having brought about economies
during price control. Most respondents said, however, that the prewar
concentration of production of seasonal goods in a few months of the year
had disappeared before the introduction of price control. As to selling ex-
penses several manufacturers and wholesalers declared that despite the fact

" that, as they said, selling no longer constituted any problem, they did not
reduce their sales force and continued to advertise to the same extent as
before price control. They did not attempt to economize in these respects
partly because they believed that advertising and visits to customers by
salésmen would contribute to the maintenance of postwar markets. Most
retailers said that they did not reduce, and in some cases even increased,
their advertising expenditures because they considered advertising neces-
sary to maintain or increase business volume.

In our interviews with manufacturers the inquiry as to the nature and
frequency of factors reducing operating costs followed the discussion of
rising labor and raw-material costs and took the form of asking whether
any other business developments had compensated for the cost increases.
Of 40 manufacturers of clothing articles, 29 answered this question in the
affirmative and named a variety of compensating factors. Table 26 shows
the answers relevant to cost economies.

Among cost increases other than higher labor costs manufacturers
mentioned the higher prices of raw materials and distributors their higher
buying prices. Such cost increases would contribute to reducing profits
if selling prices did not rise in the same proportion. The profits of most
manufacturers of apparel and housefurnishings were not adversely affected
by increases in their raw-material costs because they operated under formula
ceilings and were permitted to transmit all such increases to their custo-
mers.® The profits of men’s-underwear manufacturers operating under the

8 In women's-wear manufacturing, however, MPR 287 ordered that margins be cut
10 per cent below each firm's pre-GMPR margins. By some respondents this was
considered a great hardship, while others declared that the reduction was justified. One
targe manufacturer, for example, said: “Only our March,” 1942 markup was reduced
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TABLE 26
Facrors FavorasLe TO I’RoFITS
(other than direct or indirect price increases)
29 Clothing Manufacturers; Spring, 1943

Frequency of
Factor Mentioned Observations
Simplification of production process:

FFewer patterns and styles, elimination of low-margin products_____! 23
Fewer style changes from season to season - - 7
Reduction of selling and advertising expenses. .o c e ocmmcmeeeee 7
Increase in physical volume of business_ e 12
All-year-round steady production as against seasonal fluctuattons ..., \ 3
Elimination or reduction of sales below regular prices . 10
Elimination of end-of-season losses, diminution of style risks_———______ 5
Total s 67

GMPR, however, and those of the m_e_at'packers .operating under dolfar-

and-cent ceilings, were adversely affected by increased cotton and live-
stock prices, respectively.

Among distributors it was found that pércentage margins between
buying and selling prices tended to recede in the second half of 1942 and
in 1943, because some manufacturers had formula ceilings while retailers
were subject to the GMPR (V, 1), because retailers had to make pur-
chases from more expensive suppliers (VI1I, 2}, and because manufactur-
ers’ discounts were discontinued (VIII, 3). In interviews with 31 depart-
ment stores, variety chains, and large specialty stores the percentage mar-
gins between selling and buying prices (initial markups?)} were said to
have been higher in 1943 than before the GMPR went into effect in two
firms, practically unchanged in three firms, and lower in 26 firms. We
found, however, that most wholesalers’ and retailers’ margins had been un-
usually high in March, 1942, and had not declined more in the two ears
after the GMPR than they had advanced in the year before it. In 10
case studies with large distributors exact data were obtained on initial
markups. The average initial markup for that small sample was 35.1 per
cent in 1940, 37.6 per cent in the first half of 1942, and 35.3 per cent in

and not our normal markup; in the spring of 1942 our markup was exceedingly large
because beforc the GMPR we raised prices as fast as we could.”

7 See VIII 2 for the explanation of this term which is "contrasted there with
earned. markups ; the former do.not include the effect of markdowns, the latter do.
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the first eight months of 19438 The trend toward lower retail margins
did not prevail in the liquor trade, where illegal price increases were fre-
quent {(VI, 1}, In uncontrolled goods, as buying prices advanced, retailers’
usual pricing procedure was to raise selling prices in the same proportion,
although we received information of slightly increasing percentage mar-
gins from jewelers and of decreasing ones from several florists (V, 2).

4. Effects on Pricing Procedures

Appendix III presents information” on profits as well as sales in dif-

ferent commodity lines. It shows that for our total sample neither sales
changes nor profit changes were correlated with business actions either
favorable or unfavorable to price stability. A number of businessmen, how-
ever, did lay great stress on those factors in explaining why prices and
quahtles had been kept more stable or less stable in some goods than in
others. In these cases respondents made one of two conflicting geuerahza-
tions:
" a) A substantial increase in profits or sales exerts a favorable in-
fluence on price stability, while a decline tends to cause violations of ceil-
ings. Some manufacturers and distributors of women’s apparel and some
grocers explained that they had kept prices and qualities relatively un-
changed or made little use of the similar-commodities clause because their
business was highly profitable anyhow.® On the other hand, meat processors
and dealers “justified” their violation of price ceilings by unfavorable
profit trends (cf. VI, 3).

b) A substantial increase in sales tends to cause violations of ceilings,
while the absence of such sales increase has a favorable effect on price
stability. Some manufacturers and distributors of women’s apparel and
some grocers contended that when sales expanded and demand seemed in-
exhaustible “the sellers’ market was highly developed” and ‘“competition
ceased to exist,” so that compliance with price control deteriorated. On
the other hand, some businessmen whose sales had remained relatively
stationary, particularly manufacturérs and retailers of men’s wear, said:
“There is no sellers’ market in our products™; therefore, “competition still
protects the consumer” by helping to keep prices down.

8 In an earlier study—December, 1942 and January, 1943—46 of 68 retailers of
apparel and housefurnishings said that their buying prices had advanced during the
second half of 1942 (V, I; cf. Table 4). Of the 46 the majority (26) said that they
had transmitted at least part of the increases to their customers, while the minority
(20) said that they had absorbed all increases themselves,

9 Some retailers of apparel credited the profit increase caused by the reduction of
markdowns with having been particularly effective in contributing to compliance with
price ‘control in their field.
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It is necessary to probe bheyond the generalizations of the respondents
and to study which of the various changes in supply-demand conditions,
presented in the preceding sections, did and which did not cause a pressure
on ceilings.

First we take the market situation as characterized in Group I (p. 132):
Sales remained refatively stationary because demand did not increase. In
these cases businessmen were eager to increase their business volume and
competed with each other, occasionally by selling below ceilings and usually
by keeping prices and qualities unchanged. They abstained from increasing
prices for fear of losing business. The profits of some businessmen in
this group were rising, those of others declining, but profit trends in this
case do not appear to have influenced pricing actions.

Thus in Group I we find confirmation for the statement that sta-
‘tionary or declining sales tended to promote price stability, But this was
not always true. When the stability or decline of sales was caused by
limitations of output {Group III), keeping prices stable would not have
helped to increase sales. On the contrary, businessmen competed with
each other, not in finding customers, but in getting the goods, and one
means of doing this was by paying higher prices, which could then be
shifted on to the consumer. Acute shortages therefore tended to under-
mine compliance with price controll® This appears to have been true
irrespective of sales or profit trends. Some sellers of scarce goods had un-
favorable sales and profits (Group III), others favorable ones (Group IV);
in both groups actions conducive to price stability were relatively infre-
quent. Thus we find that in some scarce goods pricing procedures un-
favorable to price stability were associated with unfavorable profit trends
(e.g., meat), while in others they were not—e.g., in liquor, which ranks high
in the list of profitable commodities (cf. Table 56, Appendix II1), but very
low in compliance with price control (cf. Table 22, Chap. XI). Shortages
were the important factor in both cases.

When limitations of output were not effectual and sales increased
substantially because of rapidly growing demand, as happened in women's
ready-to-wear, groceries, and drugs (Group II), the effect of demand-
supply conditions on pricing was ambiguous, so that the businessmen’s
pricing actions could not have been determined solely by those conditions.
According to some sellers of these goods, higher profits resulting from

10 In a few isolated lines—e. g., certain kitchenware and American watches—prices
were said to have remained relatively stable despite acute shortages. The tendency
toward noncompliance may have been offset in these goods by the effects of market
structure (prevalence of large firms producing brands; XIV, 1). A specific instance
of a causal relation between shortages and price increases was noted in VI, 3 with
respect to scarce fresh vegetables.



XV. WartiME CHANGES IN SUPPLY AND DEMAND 141

sales increases were conducive to price stability. These sellers were con-
scious of having refrained from increasing their prices because their ex-
panding business was highly profitable. But other sellers of the same com-
meodities found that they could sell all they could produce or buy even if
they raised prices or lowered qualities. In these cases the pressure exerted
by urgent demand, which improved the bargaining position of the sellers
as against the buyers, was conducive to price increases.

Changes in profits resulting from cost economies rather than from sales
increases likewise had different effects on the pricing actions of different
businessmen in Group II. We found that among women's-wear manufac-
turers who profited substantially by the reduction of the number of their
patterns some deteriorated the quality of their products greatly while others
did not. Manufacturers who could not profit by a simplification of pro-
duction because they had produced.only a few styles before price control
also differed greatly as to their pricing procedures. Our findings among
manufacturers and retailers of apparel contradict the assertion that sub-
stantial price increases were made only if business would have been wun-
profitable without them.

Some retail grocers violated the regulations despite rising profits when
they considered those profits unsatisfactory as compared to what they and
their families might have earned in defense industries. Yet for most grocers
profit trends appear to have been less influential than the successive pe-
riods of price control {(cf. Chap. XVI) in determining pricing procedures.

To summarize the analysis of the effects of changes in supply and de-
mand conditions on compliance with price regulations and on the choice
of pri¢ing procedures, we can make two generalizations :

a) Relatively stationary sales resulting from the absence of an in-
crease in demand rather than from limitations of output tended to con-
tribute to price stability.

b) Acute shortages in supplies resulting from hmitations of output
tended to contribute to price increases (irrespective of sales developments).

With regard to commodity lines to which none of the conditions de-
scribed under a) and b) applied, we found that sales and profit trends,
although they did exert some influence in certain individual cases, were
not generally a decisive factor in determining pricing actions.



CHAPTER XVI
InrFLuENCE OF Price ContrROL 0N DEMawnD
1. .Periods of Price Conirol and Fluctuations in Demand

We saw in Chapter X that in certain periods of 1942 and 1943 price
stability was maintained better than in other periods. Prices were com-
paratively stable, for example, in apparel and housefurnishings in .the
summer of 1942, and in food and apparel in the second half of 1943. This
finding gives rise to the question as to whether different phases of price
centrol can be distinguished. Were there perjods in which the regulations
were relatively effective and others in which they were relatively inef-
fective? If so, what determined the differences? We shall find that the
“atmosphere” in which the OPA operated, as well as the businessmen’s
evaluation of price control and their expectations as to future price stabil-
ity or price increases, changed several times 4in .1942 and 1943 and in-
fluenced pricing actions. The discussion of changes in atmosphere will be
coupled with an analysis of changes in the effective demand for consumer
goods, because different evaluations of price control were found to have
had an effect not only on prices but also on the rate of purchases, both of
businessmen and of consumers, for example, by stimulating or by dis-
couraging excessive buying and hoarding.

Data compiled by the Department of Commerce on consumer expendi-
tures indicate that certain periods of 1942 and 1943 were characterized by
particularly heavy buying, and others by retarded buying. Both disposable
incomes (income payments to individuals minus personal taxes) and con-
sumer expenditures have risen rapidly in the past few years, but the pro-
portion of disposable incomes spent declined from 90 per cent in 1939 to 73
per cent in 1943. In other words, the proportion of savings increased with
incomes. That trend was, however, interrupted in certain periods and ac-
celerated in others. The most pronounced increase in consumer spending
and decline in savings occurred in the first quarter of 1943 (see Table 27,
col. D).

Consumer expenditures include purchases of services, durable goods
(e.g., furniture, automobiles), semidurable goods (e.g., apparel) and per-
ishable goods (e.g., most food products). Spending for any of these goods

142
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TABLE 27
CoNsUMER EXPENDITURES IN RELATION TO DISPOSABLE INCOMES
SEASONALLY ADJUSTED PortiOoN oF Dis- -
ANNUAL RaTeEs IN BiLLions POSABLE INCOMES AFPLIED TO
: Expenditures

Quarrees Disposable | Total Ex- Net Total Ex- ior Naon-

Incomes penditures Savings penditures durables
A B C D E

1941—I $79.2 $71.0 $ 82 89.6% 46,7 %

iI 86.4 73.7 12,7 85.3 45.0
111 9238 77.3 15.5 83.3 456
IV 96.5 76.4 20.1 79.2 43.6
1942—1 99.8 80.3 19.6 805 466
11 105.9 79.5 264 75.1 43.5
11 1128 _B2.8 300 P 73.4 431
IV 121.5 85.4 36.1 703 417
19431 1204 - 903 30.1 75.0 458
I1 1254 29.4 36.0 71.3 . 429
1 124.0 91.1 32,9 73.5 44.2
IV 1259 93.0 33.0 739 45,3

Source: Swurvey of Currené Business, Vol. 24, April, 1944,

Consumer cxpenditures are expressed in Tables 27 and 28 in actual rather than in constant
prices. Deflating the expenditure data is impossible because of the absence of exact measures of
quality deterioration in each gquarter. This fact, however, does not detract from the validity of the
argument in the text. By comparing, for example, the seasonally adjusted sales of clothing (Table
28) in the first quarters of 1942 and 1943 with those in the following guarters, the abnormal develop-
ment of the physical volume of sales in the first quarters is evident, since there were no price
recessions in those two years, Only for the purpese of further analyses, not made in this study——
for example, to compare consumer buying in the first gquarters of 1942 and 1943—would a defation
of the expenditures be needed.

or services may be accelerated, but only durables and semidurables may be
bought in advance. of immediate needs. In Table 27, however, “expendi-
tures for nondurables” (col. E) include both perishables and semidurables.
The sales trends of certain semidurables alone (clothing sales of depart-
ment stores, Table 28) fluctuated much more than did total consumer ex-
penditures. Department-store clothing sales were very heavy in the first
quarter of 1942 and in the first quarter of 1943, and light in the second
and third quarters of 1942
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TABLE 28
SALES OF DEPARTMENT STORES AND MAIL-Orrer HouUsEs

Corresponding Quarter of 1941 = 100

1942 1943
1st 2nd 3rd 4th 1st 2nd
Quarter | Quarter | Quarter | Quarter Quarter| Quarter
Total sales e uemeaan-. 127.9 103.0 101.2 1139 141.0 120.1
Sales of clothing______ 132.5 1049 107.4 119.3 157.9 1208

Source; Swurvey of Current Business, Vol. 23, October, 1943, p. 5; based on data collected by
the Board of Governors of the Federal Reserve System.

Both Tables 27 and 28 present quarterly data, although changes from
heavy buying to slow buying may not have coincided with the end of the
quarters. Figure 6 indicates the monthly trends of total consumer expendi-
tures and of retail sales of apparel and their relationship to disposaf)le
incomes. When the expenditure curves rise more sharply than the income
curve, an acceleration in the proportion of incomes spent is indicated ; when
the expenditure curves fall or rise more glowly than the income curve, a
smaller proportion of incomes was spent. Periods of “accelerated spend-
ing” are found before the GMPR and in January and February, 1943; pe-
riods of “retarded spending” immediately after the GMPR and possibly
in the summer of 1943.

These nationwide statistical data on fluctuations in consumer spending
were corroborated by information received from our interviews with Chi-
cago merchants. Both the information on changes in demand and on
changes in prices suggest that the time during which price control was
studied (beginning with the issuance of the GMPR) can be divided into
three periods. The dividing dates cannot, of course, be set exactly, but on
the whole it was found that the first period ended and the second began
in the late autumn of 1942, and the second ended and the third began in
May, 1943.1 . (The third period was still continuing when our study was
terminated in the spring of 1944.)

1F, C. Mills divides the time from the GMPR to June, 1943 similarly into three
periods: the six months between March and September, 1942, the six months between
September, 1942 and March, 1943, and the final period of three months to June, 1943
Calculating the monthly rates of change of various price and wage indexes, he finds
that the rate of increase was higher in the second than in the first and third periods
(Prices in @ War Economy, National Bureau of Economic Research, 1943, pp. 15 f£.).
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2. Spring, 1942 to Fall, 1942: Stabilizing Effects of the GMPR

In the first few months of 1942 consumer purchases were heavy and
retail prices advanced sharply. The BLS index for food prices rose 8.4
per cent from December, 1941 to May, 1942; the index for clothing prices

(semidurables), 10.1 per cent.

When asked about rush buying (panic

buying, hoarding) retailers referred to the first four months of 1942 much
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TABLE 29

Occurrence oF Rusy Buving anp Svow Buvine at DiFrereNT PERIODS
Reports by Department Stores and Retailers of Apparel and Housefurnishings

Numser oF Frrms
1942 1943
Types oF Buving

First Second Third First
4 Months | 4 Months 4 Months 4 Months

Rush e 36 0 12 21
SIOW e e 0 22 7 0

Neither SV 37 51 54 5

Answers received to the following questions are here recorded:

“Was there a period of rush buying (panic buying, hoarding) in your store in the past 12
months? If so, when? In what commodities?”

“Was there a period of unseasonally slow business in your store in the past 12 months?
when? In what commodities?” )

References to rush buying in hosiery, rubber goods, and goods whose production was entirely
discontinued (refrigerators, radips, etc.), frequent in the first 4 months of 1942, were not taken into
account, in order that the data for successive periods should be comparable.

The 1943 sample was much smaller than the 1942 sample, !

If so,

more frequently than to any other period of that year (Table 29; references
to rush buying were still more frequent in 1943). Two explanations were
given for the heavy buying at that time. The first was the expectation
of shortages., Consumers knew that many durable goods as well as mer-
chandise made of rubber and silk were no longer being produced, .and the
disappearance of these goods was accompanied by reports and rumors about
forthcoming shortages in many other lines. The second was the expecta-
tion of price increases. “Everyone bought heavily to avoid paying higher
prices later on,” was the consensus among businessmen based on their own
as well as their customers’ reactions. Retailers of women’s apparel in
particular retained vivid recollections ¢f the considerable and frequent price
increases in that period. An executive of a large apparel store reported
that in January, 1942 he had paid $3.75 for a certain dress, and that in re-
ordering the same dress during the {ollowing three months he had paid
$4.00, $4.50, and $4.75 respectively. Because of these price increases he
had done everything he could to accumulate inventories in February and
March, 1942,

The issuance of the GMPR in April, 1942 was accompanied by a broad-
cast by President Roosevelt outlining a seven-point program to stabilize na-
tional economy and by an announcement of Price Administrator Leon Hen-
derson stating that “the ceilings will not be punctured.”
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The GMPR froze the prices of certain goods at high and other goods
at low levels as compared to their 1939 prices (Table 30). According
to BLS indexes, the average price of one type of apparel (dresses) rose 57
per cent and that of another (women's shoes) only 13 per cent from the
ottbreak of the European war to the GMPR. There were great differences
in the price increases even in the same commodity produced by different
manufacturers. {See Table 30 for different rates of price increases of three
men’s-suit manufacturers.) Nevertheless, apparel and housefurnishings
prices were stabilized by the GMPR regardless of whether they had ad-

TABLE 30
DiFrerences 1§ Price INcreasEs Prior To THE GMPR
According to BLS Indexes*

Prices of March, 1942

Commodity (September, 1939 = 100)
Men's wear: TOp €OAS muemcm e e e 118.8
Woal suits - . 127.9
Cotton overalls. -] 144.9
Business shirts_. 125.8
Street shoes - . 126.8
Women’s wear:  Dresses — 157.5
SHOES e e . 113.0
Panties . - - 121.7
Housefurnishings : Living-room and bedroom suites._.—._—_. 1314
Mattresses oom-e—ccmme—m—m—acan 1257
Sheets - § 146.3

Data Obtained from Case Studies

MaNUFAcTURERS’ PrICES OF MEN'S Sulrs
BEST-SELLING SUITT OF (1939-40 = 100)

Fall, 1941 | March, 1942f| Aifter July, 1942§

Manufacturer A 110 136 126
Manufacturer B 111 119 128
Manufacturer C . 13 144 141

* Monthly Labor Review, Vol, 54, May, 1942, p. 1171,

+ Among the three suits, that of Manufacturer A is the most expensive, and that of Manufacturer
C the cheapest. All three prices were stable for several years until the spring of 1941.

1t GMPR price.

§ Ceilings changed by MPR 177,
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vanced sharply or slightly in the preceding months. At the same time con-
sumer demand receded.

Sales statistics of many retailers indicated that consumer buying was
slower in the summer of 1942 than warranted by seasonal factors (cf. also
Table 29). They gave three different explanations for that development:

a) Customers had overbought in the preceding months.

b) Expected shortages had not materialized, and talk of forthcommg
shortages had stopped.

These explanations, if correct, would indicate that the GMPR just
happened to be put into effect when buying would have declined even
without price control.

¢) GMPR caused a decline in demand. “When ceilings came along
the stampede stopped”; “Large-scale buying ceased when no further price
increases were anticipated.”

The relative importance of the three factors cannot be determined. Yet
developments in 1943 'add weight to the last explanation and confirm that
consumer demand and the effectiveness of price control were not independent
of each other.

3. Fall, 1942 to Summer, 1943: Increased Buying and Higher Prices

The main events dn the inflation front during the second half of 1942
can be summarized as follows:

After the announcement of the Little Steel Formula (]uly) the cost of production
of consumer goods continued to advance.

Higher farm prices were demanded in Congress, in the press, and over the radio,
despite the fact that many of them, being uncontrolled, rose continucusly and, in July,
caused the first important break in ceilings (of canned, dried, and frozen fruits).

The President's request for new anti-inflation legislation was followed by heated
debate in Congress (Septémber)} during which the dangers of imminent price increases
were called to the attention of the public by the very people who wanted to prevent them.

Congress finally passed legislation enabling the President to issue the General
Stabilization Order (Qectober 3) extending price control to many important food
products and freezing wages and salaries.

The General Stabilization Order did not prolong the period of relative
price stability and restrained buying. The last few months of 1942 wit-
nessed gradual changes for the worse. As the base date of the GMPR be-
came more remote, the need grew for its supplementation (cf. XII, 1). The
OPA however, so far as it acted at all, tended to depart from “tight prie-
ing” principles. OPA officials called the GMPR a stopgap measure and
introduced more and more formula ceilings, which were not conducive to
price stability. Moreover, according to the merchants themselves, the use
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made of the similar-conunodities clause was not checked. Nevertheless, at
the end of 1942 many merchants were still convinced that the prices of most
goods subject to the GMPR were stabilized (cf. Table 20 in Chap. X). The
picture changed rapidly during the first few months of 1943. In our in-
terviews businessmen called attention to three major developments of that
time ;

a) Informal rationing, that is, the allocation of unrationed goods by
manufacturers to their customers (cf. Chap. XVIII), became the prevailing
practice, whereas it had been used only sporadically in 1942. When re-
tailers attempted to fill their shelves, depleted by Christmas shopping, their
orders were only partially filled and deliveries were greatly delayed. As a
consequence retailers began to order far beyond their requirements and the
notion of extensive shortages spread in business circles.

b) Consumer buying did not recede seasonally in January ‘and rose
contraseasonally in February when a wave of panic buying and hoarding
set in (see Figure 6).

¢) Direct and indirect price increases became much more widespread.
In February and March, 1943, businessmen and consumers offered no re-
sistance to price increases or quality deterioration; getting the goods was
the primary consideration of all buyers.

What economic or political developments may have accounted for these
facts recorded by our field studies? In explaining the new situation Chi-
cago businessmen referred primarily to indications and announcements of
forthcoming shortages and price increases. With regard to shertages the
following events were noted: '

President Roosevelt in his budget message of January 11, 1943 announced a sub-
stantial increase in war expenditures and added: “Civilians can be supplied with an
average of about $500 worth of goods and services during the next year. This implies
an average reduction of almost 25.per cent in civilian consumption below the record
level of the calendar year 1941.”

The War Production Board predicted early in January that in 1943 civilian expendi-
tures for goods and services would drop 10 to 13 per cent from their 1942 level2 The
Department of Commerce estimated that total consumer expenditures would decline
irom $82 billion in 1942 to $77 billion in 1943 and that the sales of retaif stores would
drop 13 per cent? The daily press gave wide publicity to these predictions during the

. first quarter of the year.

2 Office of War Information, Advance Release, January 7, 1943.

3 Survey of Cwrrent Business, Vol. 23, March, 1943, pp. 5 and 9. In August, 1943
(p. 4), the Department revised its estimate of consumer expenditures to $83 biliton.
The difference between the two estimates is much larger than accounted for by price
increases. Actually, in 1943 total expenditures of consumers rose 11 per cent and
retail sales 9 per cent (estimates of Department of Commerce, Survey of Current Busi-
ness, Vol. 24, April, 1944, p. 13 and Januvary, 1944, p. 8).
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In February and March canned goods, meat, and shoes were rationed, and the
rationing of canned goods and meat was announced several weeks in advance. The
advance announcements gave great impetus to anticipatory buying and hoarding. The
expectation prevailed that rationing would spread to more and more goods.

At the end of February the Office of Civilian Supply of the WPB published data
about a “bedrock economy,” presenting a picture of sharply restricted civilian supplies
with which American economy would have to be satisfied “in the last extremes of a
total war” ¢ Regardless of what was actually meant by the eight words guoted, the
data were widely considered as authoritative predictions of forthcoming shortages.

The expectation of price increases was based on the following events:

The resignation of Price Administrator Hendersen and his replacement by Prentiss
M. Brown were viewed as indications that the Administration was giving in to pressure
groups intent upon raising prices. Upon assuming office in January, 1943, Mr. Brown
announced that living costs could not be expected to stand at flat levels, He asserted that
“a'slow, orderly rise in prices is inevitable under present conditions, but the advances can
be held to a normal rate of ahout one-half of one per cent a month,”s

In January the Naticnal Retail Dry Goods Association resolved that “the GMPR
should bé replaced by a simple regulation providing for the markup practices (gross
percentage markup) of individual retailers as of the year 1941 or the month of March,
1942, at the option of the retailer.” 6 This resolution was in accordance with the
conviction and practice of some manufacturers and retailers that the GMPR was out-
dated and no longer to be obeyed.

In February and March the press reported that the OPA intended to abandon price
control of all “luxuries”; some of the unofficial lists printed in newspapers included
among luxuries not only jewelry, furs, and all goods made to order, but also high-
priced clothing and housefurnishings in general.

The evidence indicates that, the expectation of shortages and price rises
promoted noncompliance and increased demand. Possibly, it even affected
the distribution of supplies: some businessmen asserted that their suppliers
and competitors withheld goods from the market in the early spring of 1943,

4. Summer, 1943 to S pring, 1944: Firmer Price Control

The following main events of the spring and summer of 1943 paved the
way for the third period of price control, which began in the second half
of that year:

Veto of the Bankhead-Steagall Bill designed to raise the level at which ceilings
might be imposed on farm products (April).

Issuance of the Hold-the-Line Order (April) with the declared purpose of halting
wage increases and controfling the cost of living, The Price ‘Administrator is directed
“to authorize no further increases in ceiling prices except to the minimum extent re-
quired by law.”

4 New York Times, February 21, 1943,
5 Neww York Times, January 21, 1943,
€ The Bulletin, National Retail Dry -Goods Association, February, 1943, p. 13.
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Establishment of dollar-and-cent ceilings for groceries and meat on the retail
level (May).

Official announcements and public discussions centering around price rallbacks
through subsidies rather than the inevitability of price increases,

Strong attacks on the Administration’s home-front palicies; they reached their
climax in May but subsided a few weeks later, after changes were made in the leading
personnel of the OPA, War Food Adminisiration, and Office of War Mobilization.

Bill prohibiting subsidies killed by Presidential veto (July).

Withholding tax (effective July 1)} curtailing consumer purchasing power.

No new rationing measure after March, 1943,

It is not possible to determine exactly when the new phase of price
control began. It was characterized both by the absence of panic buying
and by the retardation of direct and indirect price increases. While the
two most important governmental measures, the Hold-the-Line Order and
the introduction of dollar-and-cent food ceilings, were issued in April and
May, compliance remained unsatisfactory in these months when Congres-
sional attacks against the OPA reached an all-time high and newspaper and
radio reports predicted a complete breakdown of price control. Reginning
with June, however, compliance improved gradually, and the trend of fuod
prices showed a break after two years of continuous advance. Similarly,
according to our surveys, quality deterioration of apparel became less pro-
nounced (X, 1).7

In the summer and fall of 1943, some businessmen explained the ab-
sence of rush buying as a “natural reaction” to the hoarding wave in the
first quarter of the year. Others explained the relative price stability as a
reaction to earlier price rises, saying, in effect: “There is a limit to how
much prices can be raised and quality lowered.” There may be some truth
in the belief that waves of hoarding and of price increases evoke temporary
reactions. Yet these explanations ignore the new regulations issued in the
summer of 1943, The onset of the more effective phase of price control
must be attributed primarily to those regulations and to the attitudes and
expectations that they graduwally evoked. The regulations alone did not
suffice ; the business community had to become convinced that strict price
control was here to stay and would be rigidly enforced and that public
opinion would no longer condone violations of ceilings—and this took some
time,

7 The BLS clothing index seems to contradict our findings. It advanced much more
in the year after than in the year before May, 1943 (see Figure 2, Chap. IV}, The
increase after May, 1943, however, was due mainly to the disappearance of low-end
clothing rather than to price appreciation. It is possible that even the former was
reflected in the index with a certain time lag, since BLS field workers may not have made
substitutions for low-end lines until they could not be found at all in retail stores,
although they may have become very scarce several months earlier.
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Prevailing opinions about the future trend of supplies changed more
suddenly. Businessmen were greatly impressed by the fact that expected
shortages had not develeped and that manufacturers’ deliveries of various
civilian goods were larger than expected in the summer and fall of 1943
In the fourth quarter of 1943, the armed forces released certain guantities
of textiles and metals for civiian production and disclosed “cutbacks” in
the war production program. Businessmen were, however, much more im-
pressed by military developments than by the slight actual iinprovements in
the supply situation. The surrender of Italy (September) created the ex-
pectation of a speedy end to the war, which led many retailers to a re-
versal of their inventory policy. Before that time they had bought all the
goods they could obtain and made commitments far beyond their require-
ments ; after that date they saw a potential danger in huge inventories and
commitments, especially .of low-quality wartime products. This led to
greater discrimination in buying and consequently to a pressure on manu-
facturers.to maintain qualities.®

In the winter of 1943-44 and in the spring of 1944 the OPA increased
its efforts of checking up on compliance and wof instituting legal action
against violators, At the same time it endeavored to improve its relation-
ship with the business community and succeeded in achieving considerable
public support for its policies. Prices remained fairly stable and there
was no rush buying during this period despite a number of adverse de-
velopments,  Although the third Administrator of the OFPA, Chester
Bowles,® made several unequivocal statements about keeping prices stable,
various actions of the OPA ({such as the increase in coal and corn ceil-
ings, and conferences about the replacement of GMPR by formula ceilings
for the retail trade) were interpreted by some businessmen interviewed as
presaging a new period of lax price control. Whereas the greatest problem
of the first year of price control after the GMPR had been rising food
prices, the major problem of the second year was undesirable trends in the
apparel industry: elimination of low-end lines and shifts of production to
better-grade appare! continued unabated. Yet the OPA did not extend dol-
lar-and-cent ceilings to the major lines of apparel but maintained clothing
regulations that offered the businessmen considerable latitude in pricing and

8 Theoretically, it is possible that the expectation of an early victory would lead to
price increases rather than price stability, since one may react to the belief that victory
is assured by making less effort to comply with wartime regulations, However, no evi-
dence of this type of reaction was found in our surveys: in the fall of 1943, the degree
of compliance seems to have depended on market expectations more than on patriotic
motives,

# Mr. Bowles became General Manager of the OPA in July, 1943, and its Adminis-
trator in October, 1943,
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made checkups by individual consumers'® and by Local Price Panels prac-
tically impossible; Congress did not permit the use of quality standards;
and the WPB took only occasional measures to stimulate the production of
low-end lines by granting special priorities (for the production of work
clothings, infants’ wear, etc.). Respondents explained that the line had
been held under such circumstances primarily because of husinessmen’s re-
sistance both to direct and indirect price increases. Toward the conclusion
of our surveys in the spring of 1944 several businessmen said that they
even preferred to allow their business volume to drop rather than to buy
merchandise of unsatisfactory quality or unduly high price. Others re-
ported that the quality of some articles of clothing and housefurnishings
was being improved, because of the release of certain raw materials and the
anticipation of the end of the war.i1

5. The Strategic Role of Price Control

From this sketch of developments on the inflation front from 1942 to

1944 we see that price movements in different fields were closely inter-
_related.  The preceding chapters emphasized the differences in the price
changes of different commodities; in this. chapter we have tried to show
certain similarities in their price trends: in some periods all prices tended
to go up, in others, they all tended to remain stable. This may be ex-
plained by the fact that the same atmosphere-—at certain times conducive
to inflation and at other times to price stability—pervaded all sectors of
business. The prevailing atmosphere contributed to the success or failure
of price control.

Changes in the atmosphere were characterized by changes in the ex-
pectations of businessmen and consumers. We had to analyze the different
phases of price control not solely in terms of the price, rationing, wage, and
tax measures actually issued, but also in terms. of official and unofficial
statements and rumors about what was expected. Expectations of short-
ages and of price increases in certain periods were contrasted with expec-
tations of a steady flow of supplies and of price stability in others. Such
announcements as “The price ceilings will not be punctured” (Leon Hend-
erson, April, 1942) or “Prices will advance by about 14 of 1 per cent per
month” (Prentiss Brown, January, 1943), influenced compliance as well as
demand. A “little inflation” may not be considered harmful in retrospect,

10 C{f. the. reference to.surveys among consumers in XII, 3, indicating that the
majority of consumers did not know there were any ceilings on clothing; those who did
know could not check them, since they differed from store to store and time to time,

111n certain articles, primarily in upholstered furniture, the improvement in quality
was said to have been accompanied by direct price increases.
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but the expectation that a little mﬂatxon is inevitable may lead to consid-
erable price increases.

Therefore the assertion seems unwarranted that price control deals ex-
clusively with the symptoms of inflation without affecting its underlying
cause, the gap between consumers’ disposable incomes and available civilian
supplies.’? Price control influenced effective demand and to some extent
also the flow of supplies. Some businessmen hesitated to sell when price
control was expected to be relaxed or abandoned, and did not hesitate when
stable prices were expected. More important were the effects of price con-
trol on demand. When price control was believed to be cracking and busi-
nessmen and consumers expected price increases, the former stocked up and
the latter bought merchandise in excess and in advance of their require-
ments. When price control worked efficiently and was expected to insure
price stability, purchases fell off.

The most important single factor contributing to the relative success
of the fight against inflation was that the rate of consumer expenditures
advanced much less than consumer inecomes: in other words, consumers in-
creased their rate of saving, Persons with larger incomes customarily save
proportionately more than persons with smaller incomes. Can it therefore
be assumed that the propensity to save always rises with rising incomes?
The answer seems to be, yes, provided prices are not expected to go up.
In 1942 and 1943 such factors as the lack of many products on which:
consumers might otherwise have spent their money and the purchase of
war bonds motivated by patriotism doubtless contributed to the higher rate
of savings. But they did so at a time when price control was in existence
and confidence in its success prevailed. Without such confidence the rate
of saving would probably have been much lower, just as it was lower in
relation to disposable incomes in the first quarter of 1943 when substantial
price increases were expected (cf. Table 27, above).

‘The statements frequently repeated in public discussions of inflation
that “price control increases effective demand” and “the lower the prices
are kept by price control {or by subsidies) the more will be bought”’13 seem

12 G, Katona, in a section entitled “Price fixing is tinkering with the thermometer,”
quoted several authors making that assertion and attempted to disprove their arguments
(War Without Inflation, 1942, pp. 20 f£.). Leon Henderson wrote in his foreword to Julius
Hirsch's book on Price Control in the War Economy (New York, 1943 p, xvi): “As
to Dr. Hirsch’s remark that ‘prices are only symptoms,” 1 do not deny that they are
symptoms, but they are more than that. That fact lies at the very basis of the things that
OPA has done. Current price movements powerfully affect inventory. accumulation
and speculative withholding of goods. In this way, they not only bring about further
price movements but they sericusly distort the flow of materials.” ;

13 The.quotations are from newspaper editorials; they are no doubt related to such
statements of economists as: “OPA activities so far have for the most part only post-
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to stem from a failure to distinguish between current and expected prices.
Effective demand depends on both. When expected prices are higher than
‘current prices, demand is larger than when the two are equal. We must
therefore contrast two situations: in the absence of wartime price control,
current prices are relatively high but expected prices are still higher. Under
efficient wartime price control, on ‘the other hand, current prices are rel-
atively low and expected prices are the same as current prices. It can
then be seen that demand may well be smaller in the second than in the
first situation. The conclusion that American price control retarded de-
mand for consumer goods and promoted saving seems to be well substan-
tiated, This very effect of price control created the conditions in which
it could succeed, for heavy consumer spending would have destroyed price
stability.

Notes

On consumer confidence in the success of price conirol: Nationwide consumer
surveys conducted by a government agency in collaboration with the National Opinion
Research Center proved that at various times in 1942 and 1943 the majority of consumers
expected that price control would sticceed. Permission was granted to quote the answers
to the following question: "Do you think the government will really be able to keep
prices under control?”

All Prices Food Prices  Food Prices Clothing Prices
Time of Survey Sept., 1942 May, 1943 Sept., 1943 Sept., 1943
Yes e 65% 60% 63% 65%
NO o simmmemraeee 19 22 25 21
Don't Know —cevee. 16 18 12 14

The question was not asked between September, 1942, and May, 1943, that is, during
‘what we found to be the least satisfactory period of price control.

On the role of price expectations: The importance of the thesis that expectations
of higher prices tend to increase demand has been minimized by the contention that the
effect can only be temporary, because hoarders will eventually draw on their hoards.
This argument overlooks that hoarding may result in price increases that spiral and
spread and that overbuying is usually wasteful,

Whereas a study of the rates of expenditures and saving in 1942 and 1943 supports
the thesis that they were not independent of price expectations, there is an apparent
contradiction in 1941, In that year, when prices began to rise and, with jew exceptions,
were not controlied, the rate of saving increased from quarter to quarter and total
savings amounted to $14.2 billion against $7.3 billion in 1940, when prices were relatively
stable. A study by the BLS indicates, however, that the savings for families in every
income bracket over $2,000 were considerably lower in 1941 than in 1935-36. (Data for
the intervening years are not available.) One possible interpretation oi this finding is
that in 1941 families who moved to higher income brackets did not adopt the savings
pattern corresponding to their new income, In fact, the authors of the study conclude
that “the lower savings in 1941 by families with incomes over $2,000 suggests a large

poned (and -enlarged) the problem of inflation” (W. A. Wallis, American Economic
Review, Vol. 33, Supplement, March, 1943, p. 276).
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amount of anticipatory buying at that time” (Monthly Labor Review, Vol. 55, October,
1942, p. 706). '

On the theory of the propensity to save: What Keynes calls a “psychological law,”
that “when aggregate income increases, consumption-expenditure will also increase but
to a soméwhat lesser extent” (Quarterly Journal of Econowmics, Vol. 51, February, 1937,
p. 219), must probably be revised, since it fails to take expectations into account. Pos-
sibly allowance must be made not onty for price expectations but also for income expec-
tations.



CHAPTER XVII
BusinessmMeEn’s ATtrrupes Towarp Price ConTroL
1. Psychological Factors

In discussing changes in atmosphere and their effects on pricing pro-
cedures, we considered the role of expectations in contributing to the suc-
cess or failure of price control. We must go further in the study of
psychological factors by analyzing the businessmen’s attitudes toward price
control. Without them the list of variables that influenced pricing actions
. cannot be complete because the pricing decisions of different firms differed
greatly even where the objective conditions (given type of regulation, cer-
tain supply and demand conditions, etc.) appeared to be the same. Moré-
over, psychological factors must have been the hnk that determined the
degree of importance attached to the various “objective factors.” How
changes in objective conditions influence decisions and actions depends upon
the reacting person, because an individual acts in terms of what changes
i the environment smean to him.

Our study of the origin of the businessmen’s attitudes toward price
control served to disclose a number of considerations, not yet discussed,
which influenced pricing decisions. These were the businessmen’s pre-
occupation with their firms’ good will and postwar sales, their realization
of the threat of inflation, their hostility toward government regulations,
their feeling of having been treated unjustly, and the work caused by the
regulattons.

Our method of interviewing supplied much material for the analysis of
the businessmen’s attitudes. We made little use of direct questions to ob-
tain this material.! Certain “open” questions, however, led to lengthy
spontaneous discussions that disclosed the underlying viewpoints of the re-
spondents. In some instances questions on price movements, evasions or
compliance, or profits, were most fruitful; more often, the following two
questions:

‘What would you say were the main positive achievements of the OPA in your line
of business? What were its main mistakes?

1 Information obtained through certain direct questions will be presented at the end
of section 2. Cf. Chapter II on “direct” and “open” questions.
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Would you be in favor of changing the OPA regulations applied to your business?
(If yes:) How? Why should that be done? (If no:) Why not?

Frequently significant cues were offered by spontaneous discussion of
the functions of price control at the outset of the interview, after the in-
terviewer had stated the general purposes of the study. The great ad-
vantage of this method over direct questioning was that it brought forth
few ad hoc answers, that is, opinions made up at the time of questioning’
and unrelated to the mental context or the actions of the respondents (cf.
[T, 2). On the other hand, this method had the disadvantage that it did
not yield material about the attitudes of all respondents.?

We shall use our material to describe and classify the businessmen’s
attitudes (sec. 2), to discuss their most obvious sources (sec. 3), and to
show that certain pricing procedures were closely associated with certain
attitudes (sec. 4). By attitudes we mean the governing thoughts or under-
lying generalized viewpoints representing valuations, and not, as is some-
times meant, the psychological “acts,” or tendencies, to act {in the latter
case a close correspondence between attitudes toward price control and
pricing procedures would follow from the definition itself).

It would have heen possible to go further with the psychological analysis,
Many interviews provided sufficient material to permit the study of con-
flicting motivations and to distinguish between certain stereotypes, “ration-
alizations,” and “genuine” attitudes.® It would also have been possible to
focus the interviews themselves on the psychological factors and introduce
lines of questioning that would have yielded insight into the depth and
rigidity of the attitudes, or the pattern and articulation of the respondents’
mental context, or even to consider differences in the personalities of busi-
nessmen. We abstained from doing so because of the great lengih of our

2 The discussion of attitudes is based on a sample of 440 interviews, 150 others hav-
ing yielded no relevant information. (The interviews with sellers of uncontrolled com-
modities are not considered here.)

3 While conscious motives do not tell the whole story, and may be nothing but
rationalizations, modern psychology (with the possible exception of orthodox psycho-.
analysis) holds that conscious motives are of great importance for behavior, especially in
the case of actions to which much thought is given.

The possibility that the respondents deliberately falsified their answers can be ruled
out with greater certitude concerning the respondents’ expressed preferences and motives
than concerning their statements about business data. A merchant might conceivably
have said that his production or profits were declining even though he knew they were
rising, because, being hostile to the OPA, he wanted ta show how badly it was working.
But it is hardly conceivable that he would have made either complimentary or uncompli-
mentary remarks about the OPA if he did not mean them. We cannot think of a possible
motive for his having done so, particularly since he could—and many respondents did—
refrain from expressing any opinion at all.
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questionnaires, because we did not want the respondents to feel that they
were subjects of an investigation, and because most of our interviewers had
economic rather than psychological training. We shall restrict ourselves to
the description of these attitudes that were relevant to the success of price
control. :

2. Classification of Attitudes

It was found possible to classify the attitudes of the businessmen inter-
viewed. OQOur first attempt to use a five-point scale extending from fully
cooperative attitudes to definite hostility toward price control will not be
presented here because of lack of objective criteria of classification (al-
though several readers agreed about the classification of most—not all—in-
terviews). Two extreme groups could, however, be defined satisfactorily.
The first will be called “pro-price-control” or “fully cooperative”; the sec-
ond, “anti-price-control” or “hostile.” All interviews that failed to satisfy
the criteria of these two groups were put in a third intermediate group.

Pro-price-control: Awareness of the necessity of keeping one’s own sell-
ing prices from rising and absence of any statements showing opposition to
price contro! as a method of fighting inflation.

Anti-price-control: Advocacy of higher ceiling prices and absence of any
statements showing .appreciation of price control as a method of fighting
inflation,

The negative criteria were often the determining ones because many
respondents pleaded for higher prices and nevertheless expressed themselves
as opposed to inflation, while others advocated stable prices but opposed
the use of government regulations to achieve that objective.

The classification of the interviews according to these criteria (Table
31) shows:

a) Less than one-fourth of the respondents were definitely hostile
toward price control; all others expressed some degree of realization of
the need for controlling prices. Thus the statement frequently made that
“American business is opposed to price control” appears to be unfounded.t

b) Less than one-fifth showed full personal acceptance of hardships
caused by price control, although many more opposed price increases in
general and supported the principles of price control. Thus the attitudes
of businessmen were much less cooperative than could be desired in the
interest of preventing inflation,

Less than half of the respondents were decidedly pro- or anti-price-
control; the majority belonged to the intermediate group.

4 It is improbable that Chicago businessmen were more cooperative toward govern-
ment regulations than businessmen in other parts of the country.
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TABLE 31
CLASSIFICATION OF ATTITUDES
Per CENT oF SaMrPLE
SAMPLE
ComMopiTy LINE (Numerr oF Fully
InterviEws) | Coopera- Inter-
tive mediate Hostile
Total Sample____ . _______. 440 19% 57% 249,
Men's wear e 32 34 60 6
Women's wear ..o 58 21 64 13
Shoes and gloves_ oo ., 29 34 52 14
Apparel, General____._ ... _ ‘ 46 13 72 15
Furniture and housefurnishings. 44 16 59 . 25
Drugs —_— 42 24 62 14
Meat_ . 45 5 53 42
Groceries and produce__.o-... 89 18 52 30
Liquor _— 25 12 56 32
Laundries and cleaners._——_..| 30 20 57 23
440
"Apparel and housefurnishings ;
Insecond hali of 1942 ______| 18 22 72 6
In first half of 1943 ____.____ 144 21 60 19
In second half of 1943___~.__ 47 26 66 8
Total - 209 22 62 16
Foods :
Insecond halfof 1942 ____ 26 0 42 58
Infirsthalf of 1943 ___. 33 9 49 42
In second half of 1943.__.___| 100 18 52 30
Total. : 159 13 50 37

Note: The commodity lines ire described in the note to Table 22 {Chap, XI). The interviews
are classified here in the same way as in the “second grouping” of Table 22. The attitudes are not
broken down according to manufacturers, wholesalers, and retailers, becanse the differences between
these groups were insignificant.

c) There were great differences in the attitudes of businessmen be-
lenging to different fields and interviewed at different times.

Sellers of drugs, apparel, and housefurnishings were relatively more
cooperative, and those of foods more hostile toward price control. © Among
the individual commodity lines men’s wear ranks highest and meat lowest
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in the attitude scale. Among further subdivisions not shown in Table 31
two must be mentioned in which pro-price-control attitudes were rare. Of
the produce wholesalers interviewed, 6 per cent were pro- and 41 per cent
anti-, and of the furniture manufacturers, 7 per cent were pro- and 21 per
cent anti-price-control,

The frequency of each attitude cannot be judged for 1942 because
few questionnaires used in that year were designed to reveal attitudes.
In 1943, however, it appears that more businessmen were pro-price-control
in the second than in the first half of the year, both in apparel and house-
furnishings, and in foods. This change corresponds to the change in at-
mosphere as described in the preceding chapter.’

As explained above, the interviews were divided into three attitude
classes on the basis of relatively simple criteria. The relevant statements
of most interviews in each group were found to be similar. Therefore we
are in a position to present “‘composite pictyres” describing in detail the
attitude patterns of the cooperative and hostile respondents, and of sev-
eral types of respondents with intermediate attitudes. Unimportant varia-
tions from the patterns are disregarded.

Composite Pitture of Interviews Classified as Pro-Price-Control

Businessmen in this group were convinced that inflation was a dangerous
threat and that prices would have soared without the OPA. They :criti-
cized the OPA for not making regulations and enforcement stricter::

"These businessmen recognized that they could and shofild make a per-
sonal contribution toward ‘holding the line. They did not feel that a slight
reduction of margins justified raising prices, or that inconveniences and ad-
ditional work justified a wholesale condemnation of price control. They in-
dicated an awareness of the contributions of price control not only to the
national welfare but also to their own business, saying that price control
reduced nisks, facilitated planning for the future, and curtailed profiteering.®

The 'followingA brief quotations were taken from interviews classified
in this group:

5 As shown in Table 31 the sample contained more food merchants in the second
than in the first half, and more apparel merchants in the first than in the second half of
1943; this difference involves a potential bias in the percentages of the ccoperative or
hostile groups, '

6 Our criteria of classification do not imply that merchants who were pro-price-
control were . fully satisfied with everything the OPA did, On the contrary, many

specific regnlations were criticized by these businessmen with the purpose of improving
price control.
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“Although we were caught in a squeeze because of promotional sales in March,
1942, we did not apply for relief. lnflation control would be greatly hampered if all
merchants received relief on all items on which their markup was lowered.”

“Percentage markups would open the way to inflation. Keep the [base-date] ceilings
as they are and let consumers do the policing. Every store should be asked to make a
distinct effort to ‘stop guality deterioration.”

“The advantages of price control are so great that we should not attack the system
every time there is a small reduction in our margin. Every manufacturer should feel
that he is an important part of the system.”

“OPA is the best thing that ever happened. The only ones who complain are those
who want to make even more money out of the war.”

Composite Picture of Imterviews Classified as Anti-Price-Control

“The function of price control in the fight against inflation was not
recognized -by businessmen belonging to this group. On the contrary, price
increases were advocated for one purpose that was expressly stated, namely,
to enable the businessmen to make larger profits in the current “sellers’
market.”

OPA regulations. were condemned. Their main effects were described
as taking up the time of the businessmen, disturbing production and alloca-
tion of goods, and subjecting business to the dictatorship of government
bureaucracy. Businessmen advocated abolishing the OPA or putting it
under the control of business. It was acknowledged that this would lead
to higher prices, which, however, were called much less of an evil than
business regimentation.

Quotations from interviews:

“GMPR is unjust; it should be replaced by ceilings based on each firm's average
past profit margin.” What effect would that have on prices? “They would go up. Ii
we want goods, we have to pay higher prices; if customers want goods, they must pay.
Price control should be relaxed to permit higher profits.”

“I§ wages are allowed to rise, ceilings should be raised commensurately. Tt isn't
right for the OPA to Consider such things as business volume or total profits.” (State-
tent by merchant with rising volume.) *“If sales volume decreases, ceilifigs should 'be
raised.” (Statement by merchant with declining volume.}

“Fnforcement should be less strict, If selling prices are only slightly higher than
ceilings, the OPA should not prosecute. It should act only against black markets and not
against legitimate businessmen, Instead of attempting to keep prices stable, which is
obviously impossible, the OPA should adopt the principle: to every man his fair share
of profits.”

Types of Interviews Classified as Intermediate

‘Most merchants in this group thought more favorably of price control
than of the OPA. Beyond this agreement several different types of view-
points could be distingiiished.
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First type: General pronouncements were made about the danger of
inflation and the need for price control. Businessmen of this type agreed
that the OPA did much good, that without it prices would have been higher.
Yet they showed no personal acceptance of doing their share in fighting
inflation. They seemed to feel that the task of arresting inflation was that
of the government or of the other fellow, saying, for example, that sup-
pliers should not be allowed to raise prices and chiselers should be pun-
ished, but that as long as they were not, nothing could be done and price
increases were inevitable. Inconvenience caused by work connected with
price control loomed very large in the minds of these merchants.

Second type: These merchants acknowledged in general terms the need
of fighting inflation, but in discussing their own business experiences they
ignored or flatly contradicted that general statement. The respondents on
the one hand stated that prices should be kept stable, and on the other hand
severely criticized the OPA for not permitting them to raise their prices.?
They argued that small price increases were not dangerous and that the
OPA should not be concerned with small infractions of the regulations.

Third type: The businessmen of this type were for strict price control
yet against what they called “profit control.” They advocated ceiling
prices based on the costs of the average businessman rather than on the
past prices and margins of individual firms. Some low-cost producers and
distributors, for instance, maintained that freezing their below-average prices
or margins was profit control, not necessary to hold the line. Some firms
with diversified operations argued that the QPA should have set uniform
margins on each separate operation or service without regard to total
profits. The advocates of such reforms showed no recognition of the fact
that the uniform margins would often permit them to raise their prices
beyond those quoted in the base period, while they would reduce the prices
of some of their high-cost competitors.®

Fourth type: The grievance caused by one specific provision of a regu-
lation dominated these merchants’ thinking. They spoke only of the dam-
age done by that provision and were thereby prevented from judging any
other aspect of price control.

7 Inconsistencies were also found when several executives oi the same large firm
were interviewed. In some cases the top official strongly condemned the OPA, while
lesser officials appreciated the value of the regulations. In other firms the president de-
clared that the policy of the firm was to comply in every respect, irrespective of profits
or losses, because inflation must be arrested, while managers oi departments were defi-
nitely hostile to regulations because they made it difficult to increase the department’s
profits.

8 Therefore some high-cost firms called uniform dollar-and-cent ceilings an “unfair
restriction on profit-making.”
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In summary it appears that the mental pattern of most respondents in
the intermediate group was not fully integrated. The dominance of either
a cooperative or a hostile view did not preclude the presence of opposite
views: there was at the same time attraction toward and repulsion irom
the same objective and action. Such ambivalent attitudes could hardly
have been very stable. The fact that more than half the businessmen in
our sample were in the intermediate group suggests that the distribution of
attitudes in the business community might easily have been different, or
could easily have been changed so as to be more in line with the require-
ments of the war economy.

Note: Findings on Attitudes through Specific Questions

The information about the character and frequency of the different attitudes can
be suppiemented by the following answers obtained to direct questions:

Cuestion: Would you say that on the whole the OPA did a good job or a bad job?
Or did more good than harm, or more harm than good?

Almost 78 per cent of the merchants who expressed an opinion said that on the
whole the OPA did a good job, or did more good than harm; and only 22 per cent
that it did a bad job or more harm than good. Many respondents declared, however,
that the question could not be answered in simple terms.

Question: Are the methods of enforcing the price regulations satlsfactory, or do
you think enforcement should be made more strict or less strict?

About 67 per cent of the respondents who expressed an opinion said that enforce-
ment of the regulations was inadequate; 33 per cent that it was adequate. The former
were divided into three almost equal groups, one asserting that it was impossible to
improve enforcement, one that enforcement should be stricter, and one whose point of
view could not be clarified.

TABLE 32
MANUFACTURERS PROBLEMS

35 Manufacturers of Apparel and Housefurnishings, Summer, 1943

Nuwmser oF FirMs ReporTING
Greatest No
Tvee oF ProRLEM Difficulty Some Difficulty No
{Main Busi- | Difficulty | (No Problem| Reference
ness Problem) at All) Made*
Shortages. cummmw— oo 11 19 13 10
Manpower. o 25 16 5 9
SelHNg oo e 1 2 44 8
Regulations________________ 5 20 14 16
Gross Margina e e cc oo e 5 15 19 16

*In a few -cases failure of interviewer or reluctance of respondent; fiostly, however, indication
that in the opinion of respondent the respective problem was not really worth discussing.



XVII. BDuyUSINESSMEN'S ATTITUDES 1_65

Question (addressed to manufacturers only): Of all the problems that confront
you these days, we would like to know which ones are causing you the greatest diffi-
culties ;

(a) toobtain raw materials,

(b) to maintain personnel,

(c) tosell your merchandise,

{d) tocope with government regulations,

(e) tomaintain a satisfactory margin.

Which of these constitute really difficult problems, and which are so casy they don’t
amount to anything? '

The answers to this guestion, presented in Table 32, show that the difficulties created
by price control—cither by the complexity of the regulations or by unsatisfactory profit
margins—were considered much less pressing than those arising from shortages of man-
power and materials.

3. Origin of Attitudes

It was found that the attitudes toward price control had a variety
of sources. Our material permits us to describe several of those sources
but not to assign weights to them.

Past profit tremds. A study of individual businessmen’s attitudes and
profit trends reveals no clear-cut relation between the two (Table 33).
Among cooperative businessmen only a slightly higher proportion had
rising profits and a slightly lower proportion falling profits than among
hostile ones. Approximately one-fourth of the businessmen who were fully
cooperative had declining profits, and more than half who were antagonistic
had rising profits. On the other hand, among those respondents who were
hostile and had unfavorable profit trends or who were cooperative and had
favorable trends, there were some who themselves declared that profits had
determined their attitudes.

TABLE 33
ATTIITUDES AND PROFITS

Sample: 349 Interviews

Pir CENT oF ATTITUDE GROUP WITH
Rising and Satis- Intermediate Declining and
ATTITUDE factory Profits Profit Unsatisfactory
Trends Profits
Fully cooperative oo .. 61% 15% 249,
Intermediaten ocoee L 47 28 25
Hostilen oo cc e el 55 15 30

Only those interviews are consideréd in which the attitudes were clearly revealed and information
was obtained about the trend of profits (before taxes) during the six months preceding the interview.
The classification of profits is the same as in Table 56 and is explained in Appendix ITI.
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Profit expectations. In a number of individual instances, attitudes ap-
peared to be correlated not with past profits but rather with expected
profits. Thus, in the first few months of 1943, several merchants it the
apparel field with very satisfactory profits and hostile or intermicdiate at-
titudes referred to forthcoming shortages in civilian goods (cf. XVI, 3),
that would cause their profits to decline. Similarly, many grocers declared
in the summer of 1943 that the new food regulations would lower their
profits, and it was found that this expectation influenced their attitudes. It
was, however, not possible to present numerical data about the correlation
or lack of correlation between expected profits and attitudes.?

Price expectations., The expectation that price control would break
down or that ceilings would be raised or eliminated, or the expectation that
the OPA would hold the line, definitely affected the businessmen’s attitudes
and pricing actions. The prevalence of such expectations was mainly re-
sponsible for the correspondence between “atmosphere” and attitudes. Price
expectations tended to be uniform in the same field at the same time and
appear to have created “group attitudes” from which only a few merchants
could free themselves.!® Yet not in all periods of price control did such
group atfitudes exist. In certain periods and in certain business fields the
majority of merchants were found to have had no definite price expecta-

5 Some answers to the inquiry about profit expectations were very definite, while
others consisted of quoting newspaper reports and public announcements about forth-
coming business trends, which were sometimes given full credence and sometimes nat.
The largest group of merchants refused to answer the question as to their profit expee-
tations directly; they referred to certain possible future developments that would increase,
and to other equally possible developments that would decrease thir profits (“depend-on
answers’ ).

10 The greatest number of definite answers about expected price trends was ob-
tained in a survey of general-line wholesale grocers in June, 1943, At that time of strong
public attacks against the OPA most merchants expected that their prices would go up
because the ceilings would be raised or eliminated—which expectation proved incorrect!—
and their attitudes toward price control were rather unfavorable.

Attitudes Pro- Anti- Total
. . Price- Intermediate Price- Number
Price Expectations Control Control of Firms
Our prices will go up—e e _mue 0 6 6 12
Our prices will remain stable....... 2 3 0 5
No answer 0 3 1 4
Total number of firms__.___ 2 12 7 21
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tions. Moreover, in a number of cases the price expectations influenced
actions but not attitudes. In these cases, merchants said that they would
be “suckers” to abide by regulations that would soon be lifted, yet their
attitudes were not hostile to price control.

In 1943 more than 100 of our respondents offered reasons for their
expectation that ceilings would be raised. The majority explained it on
the grounds that higher wages would have to be granted to labor and higher
prices to farmers and manufacturers in order to maintain high production.
The minority said either that the government was not seriously endeavoring
to stabilize prices or simply that price stability in wartime was impossible.

Long-ratige considerations. Preoccupation with the firm's reputation
and its sales volume after the war was frequently found to be associated
with cooperative attitudes; exclusive concern with current profits, with
hostile attitudes. The long-range point of view prevailed mainly among
manufacturers of branded goods and large retailers; the short-term con-
sideration, among medium-sized food merchants. The frequency of the
latter increased in times of unfavorable atmosphere; when merchants be-
lieved that “everybody” was opposed to the OPA, they did not fear injury
to their reputation by noncompliance,

Fairness of the regulations. While the majority of the respondents de-
clared that the regulations were fair and equitable, some felt that they
were discriminatory. The feeling of injustice done by the OPA then con
tributéd to hostile attitudes. Such a feeling was created, for example, by
certain specific regulations—e.g., the highest-price-line limitation (XTI, 2
and the hosiery order (XII, 3)-—which restricted the business volume i
the margin of certain merchants more than that of others.11

Unfairness of regulations was frequently expressed in terms of cowm
parison with entirely different business lines. “Why  should increases in
coal prices be permitted, when our prices are frozen?’ inquired a shiit
manufacturer, “Why should we make a smaller rate of profit than the
shipyard making battleships ¥ asked a retail meat dealer,12

11 Tt was observed, however, that regulations were-cailed unfair more frequently in
the first few weeks after their issuance than several months later. “Every regulation
that comes out is startling and appears to be unfair,” 1
a few wecks you get used to it.”

12 Wesley C. Mitchell pointed out that “The prices government fixes or negotiates
need not be commercially attractive; for the government can bring patriotic pressure as
well as force to bear. But to sustain morale, it must offer what men feel is a fair deal”
(Wartime Prosperity ond the Future, National Bureau of Fconomic Research, New

York, 1943, p.7.)

said a wholesale grocer, “but after
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Grievances about language and procedures. Many businessmen in dis-
cussing price control put the stress on their dissatisfaction with several
_ aspects of -the regulations other than the ceilings themselves. Such em-
phasis was often associated with hostile attitudes. The most frequent
criticism of this sort was directed toward the complexity and lack of clarity
of the regulations and procedures prescribed by the OPA. The regulations
were condemned by one-fourth of the businessmen interviewed as being
unnecessarily complicated and legalistic and containing too many references
to other orders not readily available to them.!* Some businessmen com-
plained that it was impossible to obtain authoritative interpretations from
the OPA. Some said that there were too many specific regulations and
that they were changed too often; others, on the contrary, deplored the
rigidity of the regulations in the face of changed conditions or of different
methods of doing business.

Complaints about an unnecessarily great amount of work, especially
about reports that had to be filed, were much more frequent in the earlier
than in-the later periods of price control. Rationing was attacked in this
respect more than price control. '

That the OPA checked upon the wrong people was one of the most
frequent complaints of large firms, who said: “The OPA should know
that a large firm like ours is complying fully.”

It was often said—especially in periods when such assertions were voiced
in Congress and in the press—that the QPA was “unbusinesslike,” that
its administrators were bureaucrats or theorists without business experience,
and that it acted without consulting business or.ignored the advice it had
requested.

While doubtless such grievances were sometimes justified, in many in-
stances they reflected not bad intentions or lack of kmowledge on the part
of the OPA but its failure to explain its actions adequately. The OPA
erred in some cases in the direction of too great complexity and in others
in the direction of too litile differentiation; in most cases, however, its
major failure consisted in not making clear to the business community that
the complex situation itself made it impossible to strike a just balance be-
tween simplicity and equity. In discussing the provisions of various price
regulations, our interviewers were again and again struck by such remarks
as: “We have no idea what the purpose of the provision is” or “Can you
tell me why this was done?” To be sure, some regulations were ac-

13 The following paragraph of a regulation for bakeries may be quoted as an ex-
treme example: “Section 13511918 (a) (7) is amended to read as follows: All com-
modities listed in Appendix A are those known to the trade as such excepting therefrom
such thereof, if any, while subject to another regulation.” (MPR 319, Amendment 5
of July 27, 1943.)
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companied by clearly formulated official statements of the reasons for them
and their objectives.’* In many more cases, however, nothing was done
to prevent some merchants from concluding: “This regulation is bureau-
cratic nonsense” or “The OPA is intent on changing American business.”
During the second half of 1943 the situation improved somewhat; at that
time many respondents said: “People are beginning to understand the
OPA better.”

Misconceptions. The respondents’ understanding (or lack of under-
standing) of the need for and purpose of price control served as one of
the basic characteristics of the different attitude groups. The following
specific misconceptions, frequently expressed by businessmen in the hostile
and intermediate groups, contributed to the development of their unfavor-
able reactions to price control:

a) Many businessmen said that price control was not necessary be-
cause those who should benefit from it, the consumers, had plenty of money
and did not care.

b) Many did not understand why expensive goods and luxuries were
controlled, since they never considered that wartime price increases tend
to spread from one type of goods to others or that production might be
shifted to expensive goods if their prices were not controlled.

¢) Some of them spoke of wartime sellers’ markets as if they were
an upward phase of a normal business cycle. They thus revealed no under-
standing of the need for sacrifices in wartime.

d) Many saw only the hardships caused by price regulat;ons and failed
to realize that they themselves benefited by those same regulations (e.g.,
because the risks involved in their businesses were reduced).

There was little evidence in any interviews of steps having been taken
by either private or public organizations to create a fuller understanding
of price control.

Note:

Political opinions have not been mentioned in our discussion of the origin of atti-
tudes toward price control. Although we did not inquire about party affiliations they
were often revealed spontaneously, and there is no doubt that they were sometimes
closely related to the respondents’ attitudes toward price control. There were occasional
indications that the OPA served as a scapegoat for other political grievances. Yet some
businessmen declared spontaneously that they were strongly opposed to the Roosevelt
Administration and nevertheless endorsed the principle of price control and the proce-
dures of the QPA.

Political opinions expressed by the respondents in general terms were frequently
inconsistent with their attitudes toward price regulations as applied to their own busi-

14 For example, the rationale of three very extensive regulations for groceries was
~ clearly presented in the introduction to MPR 421 of July 8, 1943,
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nesses. Some businessmen, for example, declared themselves in agreement with certain
articles in the press or statements of trade associations containing wholesale condemnation
of the government’s anti-inflation policies and, nevertheless, revealed full personal ac-
ceptance of specific price regulations. Thus it remains an open question whether and to
what extent attitudes toward price control originated in political opinions.

Patriotism can hardly be considered a basic source of the different attitudes toward
price control. It is -inconceivable that businessmen in certain lines were much more
patriotic than in other lines, or that they were less patriotic during the first few months
of 1943 than a few months earlier or later. Patriotism did, however, doubtless contribute
greatly to the acceptance of the price control program; there can be little question that
without it most attitudes would have been more hostile. ’

4. Correlation Between Attitudes and Pricing Actions

A close correspondence was found between attitudes toward price con-
trol and pricing procedures. This is shown in Table 34, which comprises
all interviews clearly revealing both. In 152 cases the correspondence was
positively confirmed: interviews revealed either fully cooperative attitudes
and actions tending toward price stability (57 interviews), or hostile at-
titudes and actions tending toward direct (73) or indirect {22) price in-
creases; in only 33 cases (234446) was the correspondence contradicted.

In considering the various commodity lines we find that men’s wear,
shoes, and drugs, which rank highest in the attitude scale (Table 31), were
characterized by relatively stable. prices; and groceries, liquor, and meat,
which rank lowest in the attitude scale, by the most frequent price increases
and noncompliance. Women’s wear, furniture, and laundries occupy an
intermediate position in both scales.

Many of the differences in the pricing procedures of individual busi-
nessmen dealing in the samie commodities and therefore subject to the
same objective conditions—price regulations, market structure, etc.—are
fully explained by their attitudes. The degree of their cooperation with
or hostility toward price control was found to.have been particularly ef-
fective in determining the extent to which they raised prices indirectly
either by lowering qualities or by using the similar-commodities clause.

Price stability is more likely when attitudes toward price control ‘are
cooperative, less likely when they are hostile. It does not follow from
this conclusion that attitudes are the ultimate causes of pricing actions. It
may be, for instance, that an initial success of price control, due to
abundant supplies in an easily controllable market, brought about coopera-
tive attitudes, which in turn reinforced price stability. There were doubt-
less many variations in the chain of causation, and our evidence indicates
only that attitudes played a focal role in determining business actions.
Multiple and even conflicting motivation is the rule rather than the ex-
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ception in human behavior, which must be understood as a reaction to the
total field situation.

TABLE 34
AgsocTATION BETWEEN ATTITUDES aND PricING PRrOCEDURES
Fully Total
Attitudes | Coopera- Inter- 1 Number
Pricing Procedures tive mediate Hostile of Inter-
views
A, (“Stability") cccee 57 62 6 125
B. (“Indirect Increases”)_____. .23 104 22 149
C. (“Direct Increases”}______> 4 72 73 149
Total Number of Interviews... 84 238 101 423

See Chapter XI for the classification of pricing procedures. Uncontrolied commodities and
legal direct price increases are not considered.

This table yields a contingency coefficient of 0.40, based on the assumption that pricing procedure
C is less favorable to price stability than procedure B.

The multiplicity of motivations makes it easy to understand that no
one factor alone—neither the type of regulation, rationing, market structure,
demand and supply conditions, profits, “atmosphere,” nor attitudes—deter-
mined the differences in pricing actions, although each of them did play a
certain part. The paramount role of the interaction between certain vari-
ables became evident in this and the preceding chapter. The businessmen's
reactions to objective conditions, their pricing, buying, and selling policies,
themselves changed the objective conditions, While their reactions were
primarily determined by their attitudes and expectations, these in turn de-
pended on many variables, most important of which were actions and an-
nouncements of the price control agency. '



PART FOUR

CHANGES IN THE RELATIVE POSITION OF DIFFERENT
FIRMS

The analysis of the impact of price control on business is not ex-
hausted with the study of pricing procedures and their causes. There were
not only changes in prices but also changes in the relative sales and profit
position of different firms during price control. The latter were brought
about by differences in the ability to obtain goods, in bargaining positions,
in the rate of demand for different commodities, and in merchandising
policies. We have already discussed divergent trends among sellers of
different commodities. Even among sellers of the same commodities we
noted certain shifts in relative position that might not have taken placé or
that would have been different in the absence of price control. Therefore
the findings reported in this part of the monograph will not only contribute
to the history of different types of business in the years 1942-44 but will
also reflect on public policy and on its errors of omission or commission.
They will thus complete the analysis of the success or failure of price
control.

Some of the changes in relative position depended upon the type of
firm, that is, upon whether it was a manufacturing, wholesale, or retail con-
cern, whether it was a chain or an independent, large or small, expensive
or inexpensive firm. Suppliers’ methods of allocating their limited mer-
chandise to their customers (“informal rationing”) weakened the position
of distributors as against manufacturers and tended to freeze the relative
volume of certain retailers (Chap. XVIII}. Manufacturers’ discrimina-
tion against certain wholesalers (Chap. XIX) and against many small
firms (Chap. XX) adversely affected their relative business position, On
the other hand, it was not so much supply as demand factors that brought
about shifts from chains to independent stores—particularly in groceries—
and from inexpensive to expensive firms (Chap. XXI). Ultimately we
found that the type of business did not unequivocally determine relative
trends in volume and profits; wartime regulations did not eliminate busi-
ness initiative, so that some individual firms, regardless of type, managed

to improve their positions more than others under price control (Chap.
XXII).
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CHAPTER XVIII
INFORMAL RATIONING

When demand exceeds supply and prices are controlled sellers may use
a ‘“‘first come, first served” method of distribution, or they may introduce
informal rationing, that is, some systematic method of allocation. [For
civilian goods the former was predominant on the retail level throughout
the entire period covered by our survey, and on the manufacturing and
wholesale levels during 1942, But for a few of those goods as early as the
fall of 1941, and for most of them by the beginning of 1943, unfilled orders
had piled up and delivery dates had been delayed to such an extent that
manufacturers, processors, and wholesalers introduced informal rationing.
When goveriinent rationing was introduced it did not always supersede -
formal rationing, as it often failed to reduce demand to the level of avail-
able supplies {for example, in the case of expensive shoes and choice beef).
While informal rationing can hardly be considered a result of price control,
vet without price controt it would not have developed as it did, since goods
would then presumably have been sold to the highest bidder.

1. Suppliers’ Methods of Allocation

When manufacturers were unable to satisfy demand fully, their first
-change in selling policy usually consisted of selling only to old customers.
Buyers who were not regular customers of given suppliers experienced dif-
ficulties in getting goods as early as 194]1. In a survey made in the sum-
mer of 1943, 64 per cent of our sample of apparel and furniture manu-
facturers stated without qualification that they accepted no new customers
(Table 35); 25 per cent said that old customers were given preference
but that exceptions were made ; the remaining 11 per cent, who still accepted
new customers freely, were either producers of relatively plentiful goods
or expanding new firms.

- It seems, however, that for many firms the refusal to accept any new
customers represented 4 principle rather than an actual practice. In the
opinion of most retailers there were hardly any manufacturers who would
not accept certain very desirable new accounts. Several manuiacturers ex-
cluded not only new customers but certain old ones as well. Bad credit
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TABLE 35
ACCEPTANCK OF NEW CUSTOMERS BY MANUFACTURERS OF APPAREL AND FURNITURE

Survey Made in Summer, 1943

NuwmgeR OF Firms

MANUFACTURERS OF

Occasionally TFreely
Not Accepting Accepting Accepting
New Customers| New Customers | New Custotners
Men's wear - - — 11 3 2
Women's wear, I . 10 4 3
Shoes and gloveSaa o oo | 8 2 1
Furniture - . 5 4 0
Total o e 34 13 6

risks, as well as bayers who had a reputation for complaining about terms
or merchandise, or who were for any reason considered troublesome, were
frequently dropped.

When shortages developed to the extent that even the orders of regu-
Jar customers could not be filled, manufacturers gradually developed vari-
ous methods of allocation, often by trial and error. Many firms experi-
mented first with scaling down all orders equally, that is, with delivering
only a certain per cent of every order, until they discovered that that sys-
tem merely induced buyers to order far beyond their requirement and fav-
ored those who. dared to make the largest commitments. By January, 1943
most of the manufacturers interviewed had begun to take into account each
customer’s previous purchases as one consideration determining the size
of his allotment. Thereafter many firms introduced exact and impartial
systems of quotas based on previous purchases, and by the summer of 1943

44 per cent of our sample of apparel and furniture manufacturers were
using that form of allocation.

The methods by which apparel and furniture manufacturers interviewed
in the summer of 1943 were distributing their goods may be broken down
into three categories (Table 36):

a) Allotments based exclusively on previous purchases. Past pur-
chases were usually defined as those made in the preceding year but were
sometimes determined by complex formulas taking into account the pur-
chases of several years. The quotas in most cases were 70 to 100 per cent
of 1942 purchases. Some manufacturers figured out exact quotas in ad-
vance, informed their customers of their allotments and how they were
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TABLE 36
METHODS OF ALLOCATION BY MANUFACTURERS OF APPAREL AND FURNITURE

Survey made in Summer, 1943

Nuwmber oF FirMs BAsING ALLOTMENTS
oN PerceENTAGE oF PrEvioUus PurcHASES
MANUFACTURERS OF
Exclusively Partially Notat All
Men's wear. - 9 3 4
Women’s Wearameecmmccccem— oo mmimen 6 5 6
Shoes and gloves - —— 5 3 3
Furniture —_—— 4 1 6
Totaloeecaee o 24 12 19

A few manufacturers used different methods for different products; in that case their method
of allocating their most important product was tabulated.

determined, and permiited them to draw on those allotments at any time
during the season. Omne large firm, desiring to make the allocations en-
tirely impartial, designated each customer by number rather than by name
before calculating the quotas. Other firms classified in Table 36 in the
same category had much less accurate systems, and some retained a sur-
plus of merchandise after their regular allotments, which they disposed of
at will. : '

by Allotwents based pavtially on previous purchases. In some cases
the amount of goods allocated to each customer depended not only on the
rate of his past purchases but also on several further considerations: the
duration of his connection with the manufacturer, the amount of pressure
he brought to bear, the degree to which he was tied to the manufacturer
(“We take care first of those who depend on us entirely for their sup-
plies”), and “business {riendship” in general.

¢) Other methods. These were of three main types: First, allocation
by salesmen; each salesman was given a certain quantity which he was
free to distribute as he pleased (some salesmen then made their allot-
ments according to their customers’ previous purchases). Second, allot-
ments based on the size of the orders received, usually connected with an
absolute limitation on the quantity sold to any one customer. Third, allot-
ments based on customers’ “needs”; a few firms said that they knew their
customers well enough to determine how much each one really needed.?

1 Other very fiexible methods are indicated by the following quotations: “You must
be sure to record that our quotas are very flexiblee. We scrutinize the accounts over the
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In general, there is no doubt that the more flexible the firm’s allocation
system, the greater the danger of its being abused, to the detriment of
certain retailers and also of the public. Favoritism and preferential treat-
ment of customers who offered to buy merchandise that was difficult to sell
or to pay prices above ceilings may sometimes have occurred even among
firms who, in principle, had “exact” allocation systems, but were more
frequent in their absence.

Retailers of apparel and furniture generally confirmed the manufacturers’
statements, Most of them said they were more faithful to their regular
suppliers than ever before because it was difficult, although not always
impossible, to get access to new ones. Although few retailers knew how
merchandise was allocated to them, the majority called informal rationing
fair or even bragged about having better “connections” than their competitors;
only a few retailers voiced violent complaints against informal rationing.

Preferential treatment of old customers and the development of methods
of allocating goods to them has thus far been discussed for the fields of
apparel and furniture. The trend was similar in the other commodities sur-
veyed, with certain variations in degree. Among food products, systematic
allotments were most frequent in liquor and meat, less frequent in dry and
.canned groceries, and very rare in produce (except for citrus {ruits).

The largest meat packers worked out complex allocation systems but left
the execution of them to their branches. It was the opinion of many of
their customers that being liked by the salesmen was more important than
the official system.? Smaller processors and wholesalers had even more
flexible methods of distribution. All retailers who purchased their meat
from wholesalers complained bitterly about the allocation methods of their
suppliers, while those who bought directly from packers were about equally
divided in their opinions as to whether they were being treated fairly.

last couple of seasons and look to see whether they were increasing or decreasing thelr
trade with us.”
“Pet accounts get the merchandise. We are human after all. Even the shipping

clerks, if they don’t have enough to fill all the orders, decide to send the stuff to the
ones they like.”

2 The flexibility of some packers’ aliocation systems is illustrated by the following
information obtained from the owner of several meat markets, who said he always had
plenty of meat: “I used to trade with three big firms, buying from a different one each
week. Now I go to each of the firtns and tell them that I used to get so many pounds a
week. The quantity I mention is correct, except that I don’t mention that I didn’t buy
from them every week. Then I get my allotment from each of my suppliers every week.
[Packers to whom this statement was quoted denied the possibility of its being correct.]
In addition, of course, I always offer to buy the kind of meat that the packers are most
anxious to sell. Finally, you must remember that my firm has been in business a long
time and everybody around the stockyards knows me.” ‘
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A few processors and wholesalers of groceries worked out very detailed
systems of distributing their goods solely on the basis of past purchases.?
In most cases, however, salesmen were entrusted with distributing the
merchandise without supervision from the central office. Yet few retailers
or wholesalers expressed dissatisfaction with the quantities allotted to them,
although many said that they had no way of judging whether or not they
were recetving their fair share (Table 37),

TABLE 37

Grocers’ JUDGMENTS ON THE ALLocatioNn METHODS oF THER SUPPLIERS

Judgment Wholesale Grocers Retail Grocers

Allocations fair._ ——
“It is impossible to say”; “I don’t know.”——___
Allocations unfair -

= |
L= b o~y L

12
9
6

27

Total_- . -

Most drug wholesalers rationed their products primarily on the basis of
past purchases, although they frequently faced the difficulty that the quantities
of available goods were too small to be distributed among all their customers.
A few who dealt in several thousands of items encountered the further
problem of having inadequate records about each retailer’s past purchases of
each item.

2. Informal Rationing by Retailers

In the retail trade informal rationing was relatively rare. In apparel
and housefurnishings even those items in which there were great shortages
were usually sold without any restrictions in 1943. In these lines retailers
either did very little to abate hoarding* or, when they did make occasional

3 An example of an exact system is illustrated by the following information: *“We
use stickers for scarce goods. Each salesman gets a number of stickers, If we get, for
example, 480 cases of pork and beans and would need 6,000 to satisfy demand, we make
480 stickers and give them to the salesmen according to their previous sales. The sales-
men in turn distribute the pork and beans among their customers on the basis of past
purchases. If there isn’t enough to go around, the salesman can tell by the stickers in
his customers’ hooks which ones got their share and knows to whom to give new ship-
ments as they arrive”

4In general, salesmen in retail stores were eager to sell as much as they could,
either because of the prevailing commission system or, in its absence, because of tradition
and habit. It was difficult for the owners or managers of stores to persuade salesmen to
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attempts to limit sales to individual customers, they were not successful. In
February, 1943, for example, the announcement by some stores that they
would sell no more than two or three dresses to a customer resulted in
greater public awareness of shortages and thus accelerated rather than re-
tarded scare buying. In a number of packaged foods and cosmetics, how-
ever, “one per customer” became the established practice, and its stimulating
effect on hoarding wore out after it had been in force for many months.
Several retail grocers and butchers sold scarce goods on certain days enly.
The most frequent methods of informal rationing in the retailing of food,
drugs, and liquor, however, were by tie-in sales and by selling only to
regular customers. Retailers frequently declared that such practices were
just and patriotic because they led to the widest distribution of scarce goods
and forestalled both hoarding and the buying up of supplies by speculators
for resale at higher prices. Tie-in sales on the retail level were called not
only an equitable method of informal rationing but also a method of reducing
waste. Butchers, for example, argued that certain unpopular cuts of meat
would have gone to waste if they had not been sold together with scarce
but popular cuts, since price reductions would not have stimulated demand
for them.

Rationing of services was introduced by most latndries in the summer
of 1943, when hot weather increased their business and at the same time
intensified their labor shortage. No new customers were accepted and the
number of finished bundles or shirts per customer was limited Yet exact

rationing was rarely enforced and the preference of the truck driver often
determined which customer was favored.

3. Freezing of Buyers' Status and Superiority of Sellers

-The major consequences of informal rationing were that it froze the
relative business volume of the buyers or that it put them in an inferior
bargaining position to the sellers.® The former was more pronounced when
rationing was based strictly on past puichases; the latter, when it was
flexible according to the preference of the seller,

If manufacturers had accepted no new customers and had based their
allotments exclusively on the rate of their customers’ previous purchases,
no new retail stores could have been opened and no old ones could have
enlarged their relative share. Although such an extreme state of affairs
was mnowhere reached, exact allocation systems did tend to freeze the

abstain from such sales talk as, “We have only a few of these suits left” or “If you don’t
buy now, you won't ever be able to get the same quality again.”

b Certain adverse effects of informal rationing on wholesalers and small retailers will
be considered in the next two chapters.
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relative business volume of retailers, which depended mainly on their ability
to get goods. Informal rationing thus contributed to stifling business ex-
pansion and also to keeping inefficient businesses in operation. It had the
most important adverse effects on retailers (and their customers) located
in expanding war centers and on those whose traditional sources of supply
dried up. Among the 55 manufacturers of apparel and housefurnishings
whose allocation systems we studied, there were only 14 who endeavored to
take into account the increased needs of certain retailers resulting from
population increases, and most of them did that on an impressionistic basis.

When allotments were flexible, buyers felt themselves dependent upon
and inferior to their suppliers. The seller had the upper hand, and the buyer
knew that he might be made to suffer if for any reason a supplier did not
like him. This created a tendency for purchasers to “court” suppliers® and,
most significantly, not to insist upon the maintenance of unchanged prices
or qualities. Retailers of all kinds made the same type of comment: “This
is no time to find fault with a source of supply.” It was found, moreover,
that retailers who always bought from small jobbers or who used to shop
around were definitely handicapped as compared to those who had close and
direct relations with manufacturers. Similarly, consumers known to their
neighborhood storekeepers were in a favored position, but it was probably
easier for a consumer to establish new relations with a retailer than for
a refailer to become a “regular account” of a large supplier.

The feeling of inferiority on the part of retailers developed even toward
suppliers who had exact allocation systems, The retailers were rarely con-
vinced that those systems contained no loopholes whatsoever, and they feared
that they might be changed at any time.

Could public policy have averted or minimized the undesirable conse-
quences of informal rationing? Regulations could have been issued requiring
larger allotments to growing war centers, but probably nothing much could
have been done to change the superior position of suppliers over their
customers, since no regulation could have eliminated the sellers’ market
resulting from shortages and increased demand. Government orders pre-
scribing how sellers should allocate their merchandise would have been
difficult to enforce and would have had the disadvantages inherent in rigid
allocation systems. Compulsory rationing of further commodities would not
necessarily have eliminated all informal rationing and was opposed by most
retailers, who said that they preferred informal rationing with all its short-
comings to the technical difficulties of government rationing. Yet the sub-
jective feeling of inferiority on the part of retailers and their attempts to get
special favors might have been reduced, if sellers had been obliged to inform

6 “Formerly salesmen used to entertain the buyers, now the buyers are doing the
entertaining,” we were frequently told.
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buyers how their quotas were established and if allocation methods had been
supervised by public or private agencies (e. g., by trade associations}.
Actually, what helped most to equalize the position of manufacturers and
retailers was the consideration given to postwar sales. The main reason
why some suppliers took no advantage of their superiority was that they
knew they would need their customers’ good will when the war was over.”
This consideration gained in importance toward the end of 1943, so that
retailers were then in a somewhat better position than before to resist price
increases and quality deterioration,

7 That this concern was not unfounded is evidenced by the fact that some retailers

prepared “black lists” of unfair suppliers from whom they did not intend to buy after
the war,



CHAPTER XIX
THE WHOLESALE TRADE

.'The relative position of certain important groups of wholesalers~~those
dealing in dry goods, apparel, furniture, housefurnishings, and meat—deteri-
orated during price control. This development had adverse effects not only
upon the wholesale firms directly concerned but also upon the retailers and,
in turn, the consumers, who depended upon them for supplies. It made it
difficult for them to obtain merchandise and often resulted in price increases.
At the same time wholesalers of the other commodities studied either main-
tained or improved their positions.

1. Direct Contact Between Manufacturers and Retailers

The importance of apparel and furniture wholesalers had been declining
steadily for many years before the outbreak of the war in Europe. Whereas
at one time most manufacturers sold little of their output to retailers and
the largest part of it to wholesalers, between 1920 and 1940 direct sales
from manufacturer to retailer became increasingly common. This trend was
temporarily reversed from 1940 to 1942, when there were no acute shortages
in most nondurable consumer goods, so that wholesalers could and did
accumulate large stocks. During those years of rapidly growing demand
retailers often found it convenient to turn to wholesalers for quick replenish-
ment of their stocks. ‘

In 1942 and 1943 two new developments took place, adverse to some
wholesalers. First, wholesalers were no longer able to purchase at bargain
prices, as some of them had been accustomed to doing, because manufacturers
had no slow-moving merchandise and discontinued their end-of-season clear-
ance sales.l Since wholesalers themselves reduced their markdowns, this
change had a relatively small effect on their profits as long as their business
volume increased. The second and more important new development was
informal rationing, introduced as the result of increased shortages and more
highly developed sellers’ markets. When manufacturers allocated their

1 “Before price control 1 used to offer a manufacturer $6.75 a piece for a wnole lot
of dresses priced to sell in small lots at $8.75; this type of buying no longer exists,”
said, for example, a wholesaler of dresses.

182



XIX. TaE WHOLESALE TRADE 183

TABLE 38
RepucTioN oF SALES T0 WHOLESALERS
Apparel Manufacturers; Fall, 1943

Type of Action Number of Firms
Discontinued sales to wholesalers_____——____.. ———— 11
Cut praportion of sales to wholesalers- e et 13

Maintained proportion of sales to wholesalers. e _____ 10
Never sold to wholesalers .- __.__ - —— - 11

—

__________________ 45

goods to customers of their own choosing, many wholesalers found them-
selves excluded from their usual sources of supply because they always paid
lower prices than retailers. Whereas before the war manufacturers had sold
to wholesalers in order to increase their production or make it more regular,
they now found it possible to sell their full-capacity output to retailers.
Several manufacturers of apparel and housefurnishings told us that considera-
tions of equity and concern with postwar sales had restrained them from
increasing their direct sales to retailers, but the majority admitted that they
had curtailed or even discontinued sales to wholesalers (cf. Table 38 concern-
ing the practices of apparel manufacturers). Other manufacturers continued
to sell to wholesalers, but only at the prices paid by retailers. As a result:

either the wholesalers’ business volume declined (if they refused to buy
from manufacturers at higher than usual prices),

or their profits declined (if they paid the prices charged to retailers while
their selling prices remained unchanged under price control),

or, finally, they violated the regulations by paying more for the goods
and charging more for them. _

Our surveys revealed that all three developments occurred among whole-
salers of dry goods, apparel, furniture, housefurnishings, and meat, but
it was not possible to determine the frequency of each.2’ The great majority
reported (a) that some manufacturers either refused to sell to them or
charged them the same price as retailers; (b) that their dollar sales had
dropped from 1942 to 1943, which indicates a substantial decline in their
unit sales; and (c) that their margin had decreased from 1942 to 1943
(Table 39). The reported decline in dollar sales was corroborated by the
sales data published by the largest American general-line wholesaler, In

2 Qur sample of wholesalers in these fields was very small and could not be increased
becaunse many such wholesalers refused to be interviewed.
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TABLE 39
Apverse TRENDS IN WHOLESALING

17 Wholesalers of Apparel, ﬁry Goods, and Furniture; Summer, 1043*

Type of Information Number of Firms
{a} “Discriminated against” by manufacturersy_ . .eoooooo_ 15
No change in getting merchandise___ - o -— 2
(b) 1943 doltar sales lower than 1942_ — - 11
1943 dollar sales about the same as 1942 o an- 4
1943 doltar sales higher than 1942_______ _— ——— 2
(¢) 1943 margin smaller than 1942, e 12
1943 margin about the same as 1942___ ——— 3
No information about margins_ .o 2
(d} Occasionally paid retailers’ prices and charged higher prices (ad-
mission made during MEETVIEW ) v oo m e m o 7

* Syme information completed in 1944,

t “Cannot get goods from some of our usual sources of supply”; “Had to stop buying from
some manufacturers”; “Have to compete with retailers in buying merchandise.”

addition to its extensive wholesale division this firm operates a retail chain
of general-merchandise stores, and the sales of the former developed much
less favorably than those of the latter during every one of the eight quarters
beginning July 1, 1942 (Table 40).

TABLE 40
SaLrs TREND OF A LARGE GENERAL-MERCHANDISING WHOLESALER

Percentage Changes in Dollar Sales as Compared with the orresponding
Period of Preceding Year in Wholesale and Retail Divisions

1942 1943 1944

Whale, Retail Whole, Retail Whole, Retail
1st quarters—.._____ 4350% | 4+23.19% | + 0.9%| +4235%| — 02%| -+10.1%
2nd quarter_____...| +21.0 +4-16.1 +154 4272 — 8.9 + 88
3rd quarterwowocmo — 08 +16.1 —12.7 +17.6
4th quarter...———_——- +10.4 +16.0 — 04 +13.0
Full year oo _ ] +13.8 +17.3 — 01 4-19.1

Source: Annual reports and mimeographed press releases of Butler Brothers, Chicago.
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The following statements made in the summer of 1943 illustrate the
situation further:

“For the past 10 years the .proportion of our sales to wholesalers has been steadily
decrcasmg In December, 1941, it anmiounted to 10-15 per cent. In 1942 we discontinued
sales to wholesalers entirely.” (Manufacturer of men’s furnishings.)

" “We used to sell our cheaper garments to wholesalers. Now we don’t -produce those
garments, Today the wholesalers buy better garments and pay the same prices as the
retailers, Since the wholesalers did not buy those garments before, they bave no ceiling
price for them. The wholesalers sell to retailers who never bought those same garments
from the factoiy and who, therefore have no ceiling price for them either.,” (Manufac-
tirer of women’s underwear.)

“My orders placed with several New York manufacturers were not filled. So I went
to New York. There I found that shipments were being made to retailers. The mamu-
facturers never even suggested that I should pay more than I used to, but there was
nothing for me to de but offer to pay the same price as the retailers, That way I got the
dresses. I add a fixed markup to my buying price and can still eastly selt all the goods
I buy.” (Wholesaler of women's dresses.)

“A wholesaler cannot do business at the GMPR prices. It is a question of violating
the law or going out of business.” (Wholesaler of women’s wear.)

The last two quotations show that manufacturers’ discrimination- against
wholesalers occasionally led to price increases: some wholesalers who paid
higher prices in 1943 than in 1942 raised their selling prices, Altogether in
our sample 7 out of 17 wholesalers of apparel, dry goods, and furniture
admitted selling above their ceilings {see Table 39, d). Their statements
were corroborated by many retailers who complained of price increases by
wholesalers:8

Wholesalers’ business volume declined to a particularly great extent in
the meat industry. Most meat packers declared that, since demand greatly
exceeded supplies, wholesalers were no longer needed to handle surplus
goods and that they had therefore stopped selling to them—with the excep-
tion of a few old firms whom they “carried along.”

Not all “middlemen” were affected adversely. Even among wholesalers
of apparel and dry goods, some were able to overcome most of the difficulties
by establishing close connections with either retailers or manufacturers and
.rendering special services for them. For example, somé wholesalers took
complete charge of certain manufacturers’ sales, including the setting up of
showrooms; some handled certain retailers’ entire purchases or gave them

8 Several retailers also said they had to pay higher prices to get goods from whole-
salers, with whom they had never dealt before, to supplement their smail direct atloca-
tions from manufacturers (VII, 2). In the light of such statements, and frequent refer-
ences to new practices of “rejobbing” in textiles and apparel (VII, 3), it would seem
that certain wholesalers increased their business volume to the detriment of price
stability.
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advisory and supervisory services in the conduct of their business. Further-
more, resident buyers and manufacturers’ agents who do not purchase goods
for their own accounts but write orders and receive commissions from manu-
facturers or retailers appear to have prospered during the whole period under
consideration. Manufacturers who always sold exclusively through agents
and had no sales organization of their own ‘usually did not build up such
organizations during the war, and retailers could not dispense with the
services of buyers who received quotas on the basis of their previous purchases
from manufacturers.

Wholesalers of groceries, produce, drug\s, liquor, and paper—among the
fields studied by us—were found to have gained in business volume. In these
fields the position of the wholesaler was so well entrenched that direct selling
by manufacturers to retailers made no substantial headway in spite of the
sellers’ market and informal rationing. It was even said that liquor whole-
salers were encroaching on the retail business by selling directly to consumers.
Most grocery and drug wholesalers performed special services, such as pack-
aging bulk goods under individual brand names, which continued to be
indispensable to the distribution process. Some wholesale grocers, especially
cooperatives, gained in importance in 1943 because they handled many difficult
problems caused by shortages and rationing, which the smali retailers who
were their regular customers or who belonged to their organizations could
not have solved alone.

Note: Statistical Data on Wholesalers Sales

The Bureau of Foreign and Domestic Cotnmerce reported on wartime changes in
wholesaling in a study showing the monthly sales of all wholesalers (almost $100 billion
in 1943) subdivided into 19 commodity lines.t The information presented is sum-
marized by the statement that the functions of the wholesalers “assumed a much greater
importance” during the war, The article notes that the great increase in the sales of
all types of wholesalers was interrupted in 1943, when physical volume in general
declined and dollar sales in apparel and housefurnishings either increased less or
decreased more on the wholesale than on the retail level (Table 41). The divergence
between the trend of retail and wholesale sales is explained by the Bureau as follows:

“Part of this is due to the lack of exact correspondence between the goods sold
in a particular business by the two outlets. But the principal reason for this tendency is
that retailers had built up their inventories to a greater extent than wholesalers and -
were thus able to make greater sales by drawing on, stocks™ (Swurvey of Current Busingss,
Vol. 23, August, 1943, p. 20).

The article does not mention as a cause for the declining importance of certain
wholesalers that, in a sellers’ market and under price control, manufacturers found it
profitable to increase the proportion of their sales to retailers and, consequently, to
reduce—or even e¢liminate—their allotments to wholesalers. The extensive data com-
piled by the Bureau of Foreign and Domestic Commerce show no decline in the 1943

4 Survey of Current Business, Vol. 23, August, 1943, pp. 15-22. Data for the
second half of 1943 are published in the January, 1944 issue of the same periodical.
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sales of wholesalers of dry goods and apparel; this is possibly due to the inclusion of
manufacturer-owned sales outlets, agents, and brokers among wholesalers.

TAELE 41

CHANGE IN WHOLESALE AND RETAIL SALES AND INVENTORIES

PercENTAGE CHANGE FROM

SALES OF 1939 to 1943 1942 to 1943
All wholesalers _— _— +80% +4 6%
Al retailers S -+ 56 + 9
Food wholesalers . _— +79 +14
Food retailers - . —————— e e +67 -+ 8
Apparel wholesalers —___ - ———— -85 +12
Apparel retailers oo __. +91 +21
Housefurnishings wholesalers . __________ 454 —12
Housefurnishings retailers ____ = +41 —11

INVENTORIES OF
Wholesalers - +12 ) —1
Retailers o] 49 —12

Source: Swurgey of Curreat Business, Vol. 24, January, 1944 (for sales) and March, 1944 (for
inventories).

2. The Importance of the “Wholesale Squeeze”

In view of the reports that the wholesalers’ buying at retailers’ prices
resulted in price increases to consumers, it might be argued that the reduction
in the relative business volume of the wholesale trade was not detrimental
to the wartime national economy. To this the wholesalers presented several
counterarguments that carry weight: First, and most important, their
inability to obtain their normal proportion of goods cut off supplies from
retailers who depended upon them—primarily stores in small towns and
neighborhood shops in large cities. Secondly, they performed several func-
tions the elimination of which would have adversely affected the war economy :
they promoted the production of styles or substitute articles best suited to
wartime needs, helped retailers in their assortment and pricing problems,
occasionally stored surplus goods, and reduced the number of shipments
from manufacturers to retailers by pooling the shipments of different manu-
facturers. Finally, it was in the national interest not to squeeze them out of
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business because after the war they would be needed more than during
the war to lessen seasonal fluctuations in production and to reduce manufac-
turers’ selling expenses. Therefore, the wholesalers argued, their fight for
survival was justified from the point of view of the national welfare, even
if it brought about occasional price increases.

Several wholesalers blamed the OPA for their difficulties. That agency
was charged with lack of consideration for the functions of the wholesalers
and in some cases even with the deliberate aim of driving them out of busi-
ness. Several regulations were cited im support of such assertions; for
example, the' hosiery and meat orders fixing dollar-and-cent ceilings in such
a way that the wholesalers’ margin was reduced, and various textile orders
establishing formula ceilings for manufacturers ard base-date ceilings for
wholesalers. The wholesalers’ grievances may have been justified, but the
basic source of their difficulties was not so much OPA regulations as the
more fundamental fact that in a sellers’ market manufacturers do not need
wholesalers. - Certain regulations were issued ordering manufacturers to
maintain the: proportion of their sales at wholesalers’ prices, but even they
were not always effective.

“The mam factor that lessened the inequities suffered by wholesalers was
“the same one that tended to relieve the adverse consequences of informal
rationing : many manufacturers realized that they would need the wholesalers
again after the war and therefore refrained from dissolving their business
connections with them. Most wholesalers believed that those manufacturers
who discontinued sellmg to them acted shortsightedly. Whether the newly
established direct contacts between manufacturers and retailers will endure
after the end of the war and the disappearance of the sellers’ market is an
open question. Of course, efficierit wholesalers, who adapted their businesses
even to the adverse' war conditions, may improve their postwar position by
introducing new merchandismg policies. Ultimately, however, the future

"of the wholesale trade seems to depend upon the fate of that group of its
customers for whom it is most difficult to. estabhsh direct contact with manu-
facturers, namely, smallt retmlers

5 Far example, RMPR 304 (for cotton flannel shlrts) and RMPR 306 (for work
gloves).'



CHAPTER XX
SmarL-vs, LARGE FIrRMS

Thus far our findings have not been broken down according to the size
of the firms concerned. In many respects such a breakdown is not necessary
because no substantial differences were found in the actions or attitudes of
large and small firms. In two respects, however, our inquiries did reveal
significant differences: first, in every business line except groceries large
firms generally had better access to merchandise and, secondly, many more
small than large firms were discontinued during price control.

1. Differences in Ability to Get Merchandise

Before price control large firms, most of which had ample capital and
credit, were in a position to build up extensive stocks of merchandise, while
most small ones, transacting business on a hand-to-mouth basis, could hot
do so. The accumulation of low-cost inventories gave the former the advan-
tage of greater inventory profits in the period of rising prices and also in
the first phase of price control. In the second half of 1942, as the seller’s
market developed, many suppliers cut out all poor credit risks, and most of
these were small firms. l.ater, when informal rationing became a common
business practice, large customers were oiten given preference over small ones.

The bulk of our information about preferential allocations to large
firms in 1943 was received from manufacturers and retailers of apparel and
housefurnishings. ' Manufacturers’ in these fields explained that their prefer-
ence was not based directly on the size of the:customer but on the duration
of the business connection and the desirability of the firm as a postwar cus-
tomer—and it so happened that more large than small firms qualified in both
respects. A few manufacturers said, however, that they treated large and
small customers alike or even gave a larger percentage of previous purchases

1 Only among retail grocers, drug stores, and laundries did we interview a repre-
sentative sample of small concerns (see Appendix II). In all other lines information
received from large respondents about trends that might have varied according to the
size of the firm was checked by interviews with a few small ones, Qur studies did not
include certain business lines in which small business is preponderant and which were
hard hit by wartime developments (e. g., hardware and appliance stores, filling stations,
certain service trades).
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to the small ones, because they wanted wide distribution for their products,
because many small accounts bought from them exclusively, because small
customers would be more faithful than large ones after the war, or because
large customers were “sharper buyers.”

Most retailers in the same fields, regardless of the size of their business,
agreed that large firms had better access to merchandise, although there were
some—especially among the large ones—who expressed the opposite opinion
(Table 42). The reasons which they presented in support of their beliefs
differed significantly from the reasons given by the manufacturers and were,
for the most part, not comparable. They mentioned some forces that favored
large and some that favored small stores, but generally conceded that the
former were the more powerful. Among these was, first, and most important,
the fact that only large firms could afford to have buyers in the market
tracking down goods and visiting suppliers personally and often. Secondly,
suppliers would often ship the entire available supply of scarce goods to a
few large customers to avoid the additional costs and labor involved in making
many shipments to small customers. A factor that favored medium-size firms
was that they were sufficiently flexible to be able to handle very small as well as
large quantities—whichever happened to be available.

TABLE 42
OrinioNs ApouT ACCESS To SUPPLIES BY SMALL AND Larce Firms

78 department stores, apparel and furniture retailers

Large Firms No Smal! Firms
Information from Favored Difference Favored Total
Small and medium-size stores_, 20 3 3 26
Large Stores oo ocmmmomceeo. 33 8 11 52
Total number of Arms..—._. 53 11 14 78

Small stores were occasionally given preference over large ones for two
main reasons : First, in the opinion of large as well as stnall retailers, suppliers
wanted to save the quantity discounts traditionally given to large customers.
Secondly, in the opinion of many large retailers, small stores could afford to
pay higher prices because they did not adhere rigidly to ceiling prices. Small
retailers generally denied the last statement.? A few of them did say,
however, that price control had helped them inasmuch as without it the larger

2 As shown in X1V, 2, we found no evidence of substantial differences in com-
pliance with price regulations on the part of large and small firms.
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firms would have outbid them for the available merchandise. And some
small retailers said that they were no worse off than larger ones because they,
too, had close relations with some of their regular suppliers.®

On December 29, 1942 the WPB issued an order (L-219) limiting the
inveniories of retailers and wholesalers of all consumer goods except food.
Sellers with inventories over $50,000 and annual sales over $200,000 were
prohibited from maintaining inventories in excess of a certain quantity
calculated according to their “normal” sales-inventory ratios (plus a certain
percentage of tolerance). The explanation of the order stated: “The order
will protect more than a million smaller stores by improving their opportunity
to obtain merchandise which otherwise might go to the larger merchants.”
According to our information this objective was not achieved. Practically
all manufacturers, wholesalers, and retailers interviewed in the spring and
summer of 1943 declired that the inventory limits permitted by the order
proved to be so liberal that the order rarely caused a reduction or even fore-
stalled an increase in the inventories of large stores. Consequently it did not
help small ones to obtain supplies, and some respondents even suggested that
it might occasionally have had the opposite effect. Merchants selling a
great variety of goods, some of which were scarce and some plentiful, were
said to have been favored as against merchants dealing in one line only,
because the limitation applied to the inventories of the entire firm. Thus
large department stores, for example, could expand their inventories of, say,
women’s wear, when their inventories of hard lines declined, whereas a small
women’s-wear shop bad no such leeway.

The trend in favor of large buyers was evident also in the meat business.
Here it was said that small firms had less access to desirable supplies than

large ones because conly the latter had established firm relations with their
suppliers.*

Groceries was the only field in which large stores had no advantage over
small ones in getting supplies. To be sure, several very small grocers did

3 According to manufacturers and wholesalers small retailers of apparel and house-
furnishings in small towns and villages profited greatly from the inability of mail-order
houses to deliver all the goods ordered from them. In 1943 one large mail-order firm
returned roughly 25 per cent of the orders received, not only in scarce hard goods but
also in relatively plentiful soft goods, because the merchandise advertised in its cata-
logue was exhausted before all orders could be filled.

4+ Among large firms, however, grocery chains were said not to have been favored
in obtaining meat.

Meat was the only business line in which small merchants were found to bLe
definitely hostile toward large ones. Small packers, processors, and wholesalers said
over and over again, “The OPA is under the influence of the targe packers” or “Big
packers could afford to lend their men to the OPA.” The hostility was alsc——and more
justifiably—engendered by the allocation practices of the large firms.
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complain bitterly about being cut off from supplies and said that salesmen
“no longer bothered to visit them. On the whole, however, it seems that small
and medium-size grocers were flexible enough to seek out new sources of
supply for their relatively small needs, or were closely affiliated with large
~wholesale organizations which took good care of them. Large chains, on
the other hand, often relied exclusively on their own processing or packaging
firms for certain supplies, and those sources could no longer fll their needs.
Moreover, large organizations could not make use of the small quantities that
sometimes became available. Finally, suppliers of branded foods were pri-
marily interested in having their products in as many stores as possible and
therefore preferred to sell their limited quantities to many small rather than
to few large stores. 'The chains and the largest independents acknowledged
that smaller stores had a preferential position but attributed it to lack of com-
pliance with price control, that is, to the small grocers’ willingness to make
payments on the side or enter into package deals.

. Since the ability to obtain merchandise was in many lines the essential
.determinant of business volume, it is probable that except for grocers large
retailers enjoyed more favorable sales trends than small ones. The limited
sales data that we were able to gather in interviews gave no positive con-
firmation of this assumption. It is, however, confirmed by data on year-to-
year changes of sales of identical stores compiled by the Department of Com-
merce. Using these data, the’ Department concludes that, with the main
exception of food stores, “In most lines of retail trade the sales of larger
stores show a greater increase than those of smaller stores during the period
since 1939, Moreover, in the same period the inventories of the larger stores
"also have increased. more rapidly than those of the smaller concerns.”’s
"However, the difference revealed by the figures is not very great.

2. Differences in Mortality Rate

Information obtained in our interviews about divergent trends among
firms according to their size, other than differences in ability to get merchan-
dise, was scattered and rarely unequivocal, the only notable exception bemg
reports on the mortality rate of large and small firms.

a) Work cau_s.'ed by OPA regulations. Since many large firms set up special price
control and rationing divisions, the work connected with the regulations often cost
. them more money, in proportion to sales and profit, than it cost the small firms, yet
the extra work was more troublesome for the small ones. One small grocer described
this situation graphically when he said that he was better off than the chains because
he could take the ration stamps home and count them on Sundays with his wife and
children, while the big stores had to hire clerks to do their counting!

6 Survey of Current Business, Vol. 24, March, 1944, p. 12;
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b) Ability to hive help. Opinions were divided as to who was favored in this
respect. Some merchants said that large firms had the disadvantage of having to hire
a few hundred rather than just a few employees; others said that small firms were at a
disadvantage since they usually paid lower wages. Then, too, small ones sometimes
found themselves in the plight expressed by the owner of *a small hand laundry who
declared, “If the girl who does the ironing quits, I'll have to close”

¢) Operating costs. Here again opinions differed’ greatly. Several large firms
maintained that small ones were better off in that they could take carc of increased
business volume without a proportional mcrease in their [abor costs. On the other
hand, large firms carrying or producing a greater assortment of merchandise were

usually in a better position to switch from one item to ancther or to simplify their
production.

d) Discontinuation of business. Relatively more small than large firms
went out of business during price control.® The first possible explanation
of this fact that comes to mind is that the profits of large firms might have
developed more favorably than those of small ones. According to our find-
ings, however, the trend of profits played little part in determining the differ-
ence in the rate of mortality. The most common causes for business liquida-
tions were found to have been induction into military service and preference
for .other employment, more attractive under war conditions; these causes
were naturally more effectual with small than with large firms, since the
latter have greater investments to protect, and do not depend on the personal
work of a single owner.

We obtained information about the closing of retail, grocery stores from
retail and wholesale grocers and from real-estate firms, each of whom
knew a number of grocers who had gone out of business during price con-
trol. Of 350 retail stores renting space from one real-estate firm, 50 moved
out during the year from July, 1942 to July, 1943, and 11 of the 50 were
food stores. Not one of these 11 store owners could be induced to stay in
business by an offer of reduced rents; according to.the real-estate firm, they
all said that profit trends had played no part in their decisions. A wholesale
.grocery firm "(cooperative), which had lost almost 100 members from 1940
to 1943, said that more than half of them had closed their stores to work in
war plants. Their reasons were that the hours were shorter in factories
than in the retail trade; that there was less worry, responsibility, and uncer-
tainty ; and, in cases where several members of the family had worked in the
store, that they could earn more money (although their profits had been rising
when they closed their stores). Their decisions were sometimes influenced
by the difficulties of rationing, seldom by those caused by price control.

€ “The lines in which smallness is most prevalent are on the whole the lines where
the decline in numbers (of business firms) has been the greatest.” “The decline has
been heaviest among very small firms—particularly one-man enterprises” (Swrvey of
Current Business, Vol. 24, May, 1944, pp. 11 and 9).
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Percentagewise the mortality rate of grocery chain outlets seems to have
differed little from that of independents in 1942 and 1943, One large chain
closed as many as 14 per cent of its outlets in the Chicago area in the first
year of price control. *Loss of personnel, especially of store managers, was
the main reason given by chains for having closed stores. Also, when two
outlets were located close fq each other, one was often closed.because it was
believed that total volume depended more on the guantity of goods available
to the entire chain than on the number of stores.

The only fields in which a decline in profits or even losses were frequently
mentioned as having caused merchants to go out of business were small
power laundries and hand laundries. Another reason occasionally given in
explanation of the closing of some hand laundries, which did only finishing
and ironing on their premises, was that the commercial steam laundries,
which had always done their washing, were reluctant to accept their business.”

The two most significant differences between large and small firms—the
. superior ability of large apparel and housefurnishings firms to obtain goods
and the greater mortality rate of small firms—appear to have been caused
by transitory wartime conditions. Therefore one might conclude that small
firms would no longer be at a disadvantage after the war. Many of our
respondents, both large and small businessmen, disagreed with this conclusion.
They said that large firms, in general, had accumulated relatively greater
reserves than small ones during the years 1941-44, not so much because the
former had better profit trends, hut simply because they had greater fore-
sight. We did gather evidence that certain small retailers had not established
ample reserves to cover eventual losses from “victory goods,” substitute
goods, or low-quality merchandise on their shelves, whereas large ones
usually had. We have no evidence, however, as to whether this difference
prevailed between large and small businesses in general and to a sufficient
degree to place the latter at a serious disadvantage in the postwar period.

7 Commercial lauundries found the retail or hotel business more profitable than
servicing small hand laundries; several of the latter suggested that “the QPA should
order steam laundries not to quit any hand laundries previously served.”



CHAPTER XXI

CHAINS vS. INDEPENDENTS, INEXPENSIVE vs. EXPENSIVE Firms
There was a movement away from some chain stores and some inexpen-
sive stores during the two years surveyed. This movement was primarily a
result of consumer preference rather than of supply conditions dependent
upon the size of the firm, Most marked was the deterioration in the sales
position of grocery chains as against independents and of inexpensive shoe
stores as against expensive ones.

1. Trend Away from Grocery Chain Stores

Beginning with the -spring of 1942 the sales of independent grocery stores
developed more favorably than those of chains; from 1942 to 1943 the former
rose 14 per cent while the latter fell 4 per cent.! Our findings from 33
grocers who reported on the percentage changes in their sales confirmed
these nationwide data (Table 43): 4 out of 6 chains, and only 5 out of 27
independents, reported declines in dollar sales from 1942 to 1943; 7 inde-
pendents and no chains reported gains of over 15 per cent.

Independent grocers in explaining their favorable sales trends mentioned
five causes (Table 44) and put the greatest emphasis on the customers’ desire
to maintain close trade relations with a neighborhood grocer.

a) Relationship between customer and grocer. Part of the shift from
chains to indépendents was due to the fact that during the war consumers
came to prefer buying from the latter. The one reason for this preference
that was most frequently mentioned and most extensively discussed was the
desire on the part of customers to establish and maintain friendly relations
with an individual merchant—usually the neighborhood grocer—for the
purpose of getting favors from him. Most of the independent grocers inter-
viewed admitled that they treated their regular customers better than casual
ones, saved scarce goods or betier meat cuts for them, advised them how
best to use their ration stamps, kept their ration books for them, and some-
times even accepted their stamps before they were valid or after they had
expired. It was particularly in connection with rationing that customers
wanted special attention to be sure they were getting full value for their

1 Survey of Current Business, Vol. 24, February, 1944, p. 15,
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TABLE 43
SaLEs oF RETAIL GROCERS

Percentage Changes in Dollar Sales from 1942 to 1943

NumMmBER oF FirMs wiTH
Tyee oF T'irm Tucrease Decrease
More than | Less than Less than| More than
15% 15% 15% 159
Small independents. ___ ..o __oo__] 4 10 2 0
Large independents.. ... .. 3 5 "3 o
Chains e 0 2 3 1

Small independents—less than $100,000 annual sales.

Large independents—more than $100,000 annual sales.

The data for chains and independents are not strictly comparable because the sales of chains
include outlets that were closed during 1942 or 1943 (see XX, 2); in other words, the number of
chain outlets was larger in 1942 than in 1943, For independents, however, discontinuation of business
did not affect the data, since information on sales was received only from retail steres open in both
years.

coupons; as one independent grocer said, “People trust chains with their
money but not with their stamps.”’2

b) Lack of time or gasoline. More than half of the independents men-
tioned briefly that chains had lost business because they were closed in the
evening when women warworkers had to do their marketing ; because it took
longer to be served in chains; because people had no gasoline to drive to
the supermarkets; or because, with fewer deliveries being made and less
marketing being done by car, customers were going to the nearest store.

¢) Relative proportion of produce sales. Independent grocers were
always best able to compete with chains in fresh fruits and vegetables. In
1943 among the various products sold by grocers, fresh fruits and vegetables
showed the greatest gain in dollar sales. This was due primarily to the fact
_that from 1942 to 1943 the price of produce rose substantially, whereas the
prices of meat, canned goods, and cereals rose only slightly. The conclusion
that this factor played a large role in determining the superior sales perform-
ance of independent stores cannot be proved directly, since in most stores no
data could be obtained on the sales of the various kinds of merchandise.
Yet we found that, of our entire sample of grocers, those with no produce
department had the smallest increases in dollar sales in 1943, those with large

2In our surveys we found that becanse of rationing all Chicago chains had lower
sales both of meat and of canned goods in 1943 than in 1942, while 6 out of 15 inde-
pendents had higher sales of meat, and 8 out of 21, higher sales of canned goods.
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TABLE 44
REASONS ForR MORE FAVORABLE SaLEs TriEND oF InpEPENDENT GROCERS THAN OF CHAINS

34 Independent Grocers; Fall, 1943

Reasons Spontaneously Given . No. of Times

Customer$ want to establish and maintain trade relations with one par-

ticular grocer — v mccccc—————— e Z 25
Independent stores have longer hours, consumers have no time or gaso-

line to go to supermarketS oo 19
Fresh fruit and vegetable sales are relatively larger in independent .

stores than in CHATIES e e o e s e e e e 17
Independents can get goods more easily than chams e 14
Consumers are not interested in eCONOMUZING oo o mmc oo eeeeee 13

* On the other hand, 5 grocers said that chains have better access to scarce goods.

The frequency with which each reason was given is not fully indicative of its relative importance,
since no distinction is made in the table hetween those that were mentioned brleﬁy and those that were
discussed in great detail.

produce departments had by far the largest increases, and those with small
produce departments fell between the two.3

d) Ability to get merchandise. Grocery chains experienced somewhat
greater difficulties in getting supplies in quantities adequate for their business
than most independents (see XX, 1). Many independent grocers mentioned
this as having contributed to their more favorable sales trends.

e) Effect of rising incomes, In 1943 some 1ndependent grocers main-
tained that “conisumers are not interested in economizing™ and that the chains
therefore no longer benefited from having lower prices. Furthermore, they
said that consumers often turned to the independents to get fancy grades and
expensive brands not carried by the chains (voluntary uptrading).

Managers of chain stores mentioned the same factors as independent
grocers as having caused the decline in their relative business share. Yet
chains put the greatest and independents the least emphasis on the effect of
rising incomes. The former also volunteered one further explanation, namely,

8 In three stores exact data could be obtained on the changes in dollar sales of the
various departments from 1942 to 1943:

Produce Groceries Meat
Small independent store..ow L27% +-119% — 4%
Large independent supermarket . e oo +30 -11 (no tneat)
Large independent slore +12 —23 + 0

The third of these is a very large centrally-located store with a relatively small
produce department.
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that they had deliberately stopped selling certain merchandise on which the
margins set by the OPA were insufficient.*

Since our investigation covered a period in which the wartime conditions
favoring independent stores were in effect, it is not possible to decide whether
the independents were justified in their assertion that the OPA did them harm
by establishing different classes of grocery stores and giving pubficity to the
differences between their prices and those of the chains (cf. XII, 2). Many
independents feared that consumer ewareness of the extent of price differ-
ences between chains and neighborhood grocery stores had increased during
price control. The OPA itself took their misgivings into account and changed
its publicity policy accordingly. Whereas, at the time when dollar-and-cent
grocery ceilings were established and shortly thereafter, the OPA asked the
newspapets to print the lists of maximum prices—comprising, of course, the
prices of both chains and independents—it abstained from doing so after. the
summer of 1943. It is probable that owing to this policy the consumers’
knowledge of maximum prices decreased, although every store still had to
-display its own ceiling prices.

All factors giving independent stores an advantage over chains appear
to be of a temporary nature. Above-average increases in fresh fruit and
vegetable prices were arrested in the fall of 1943 ; shortages in some meat and
groceries became less acute, and many items were removed from the ration
list in the winter of 1943-44. The other factors may remain operative for
the duration of the war but certainly no longer. Thus it is understandable
.that many small independent grocers expressed great anxiety about their
postwar position.

Note: On Chains in Fields Other than Groceries

Of the factors cited above as adversely affecting the sales of grocery chains ouly
the last two—differences in the ability to get merchandise and the effect of rising
incomes—apply to other chains. Outside the field of food, however, chains, being large
firms, had the advantage over most independents in getting supplies (see XXI, 1).
Only the effect of rising incomes operated in favor of independents which, on the whole,
carry more expensive goods than chains,

The sales of all chains (food and nonfood) constituted 224 per cent of the total
American retail sales in 1940 and 1941, 24.4 per cent in 1942, and 22.8 per cent in 1943
(Survey of Current Business, Vol. 24, February, 1944, p. 13). The percentage of non-
food sales is not published separately, but, in view of the great decrease in the sales
of the largest chain group--the grocery chains—the data for 1942 and 1943 seem to

4 An extensive study of chain store sales by the Bureau of Foreign and Domestic
Commerce explains their decline as resulting primarily from difficulties in obtaining
supplies, partly also from manpower and gasolime shortages and the effect of rising
incomes. No mention is made of the customer-grocer relationship or of the proportion
of produce sales. (R. L. Osborne, “Retail Sales of Chain and Mail Order Firms,”
Survey of Current Business, Vol, 24, February, 1944, pp. 12 f.)
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indicate that in apparel, variety merchandise, and drugs there was no movement away
from chains. These data do not prove, however, that consumers might not have pre-
ferred buying those goods in independent rather than in chain stores. The lack of
divergence in the total sales of nonfood chains and independents might have been
brought about by the fact that independents were favored by demand factors (consumer.
preference for more expensive stores) while chains were favored by supply factors
(informal rationing by manufacturers).

2. Trend toward Expensive Stores

One factor contributing to the deterioration of the relative sales position of
grocery chains was that their being inexpensive was no longer as much of an
advantage as it had been. This same factor operated to the disadvantage of
inexpensive stores in other fields as well. In certain Iines additional factors
entered the picture that were occasionally advantageous to the cheaper stores.

We have seen that certain manufacturers of women’s wear switched
production from their lower to their higher price lines (VII, 3). Retailers
who had carried only those lower price lines no longer found them available
and were prevented by the “highest-price-line limitation” from buying more
expensive garments. Very inexpensive women’s-wear stores, especially the
dress departments of variety chains, consequently suffered severe sales losses.

The only other field in which inexpensive stores were found to have been
adversely affected by suppliers’ decisions to switch to more expensive prod-
ucts was that of flowers. The supply of cheap cut flowers declined, and,
although there was no law to prevent their doing so, most inexpensive florists
found it impossible to switch to the sale of high-priced flowers.

Demand factors affected the different types of stores to an even greater
extent than supply factors. The same considerations that influenced con-
sumers to purchase better-quality goods in the same store (voluntary uptrad-
ing because of higher incomes, rationing, and expectations of shortages,
ci. XV, l) also favored the higher-price stores, because some people intend-
ing to shop for better-grade goods decided to look for them in stores that
they had never before frequented. Moreover, voluntary uptrading often took
the form of preference for branded as against unbranded articles, and expén-
sive stores usually carried more of the well-known brands than their less
expensive competitors. ‘

We found clear evidence for the effects of such a shift in consumer
preference in three lines: in groceries, in cleaning, and in shoes. Despite
the general trend toward independent grocery stores, voluntary uptrading
caused inexpensive centrally-located independents to suffer substantial sales
losses. These stores operated under the same handicaps as grocery chains,
particularly that of being inconveniently located, but their managers insisted
that they had lost business primarily because they were inexpensive, In
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one of them total sales'in 1943 declined 7 per cent and the sales of dry and
canned groceries 23 per cent. The manager commented:

“Small price reductions used to increase our sales; we used to buy distress mer-
-chandise and do a lot of advertising and undercutting. Now fewer people come to us
to save money, In 1943 advertising prices below ceilings didn't increase sales.”

Among cleaners, expensive ones reported substantial sales increases,
while inexpensive ones said that their sales had declined solely because of
their lower prices (“reversed demand curve”). For example, the manager
of an inexpensive chain declared:

“Our volume has shrunk tremendously because our prices are the lowest in the
city. We petitioned the OPA for price increases so we could get back some of our
businesgs, but our request was denied. We now operate at 50 per cent of capacity,

while we fixed our prices so cheap with the idea that they would guarantee full-capacity
operations.”

The most consistent reports of shifts from inexpensive to expensive stores
came from shoe dealers, The trend was not pronounced in 1942. But in
1943, after rationing was introduced, there was a very marked divergence
in their sales positions: sales of the expensive stores increased considerably,
and would have increased still more if greater supplies had been available;
sales of all inexpensive stores interviewed declined (Table 45). Customers

TABLE 45
DoLLaR SALEs OF INEXPENSIVE aND EXPENSIVE SHOE RETAILERS
1942 = 100
Store 1941 1942 1943
Inexpensive store A - 73 100 o4
B_. e 86 100 80
C - — —- 95 100 _—
D 85 100 -
E - -— 83 100 ——
F i 100 85
.G —— O —— 160 o0
Expensive store” H_ . 82 100 115
I - ———- 88 100 130
j S 4 77 100 118
K e p— 74 100 -_—

The distinction between the two types of shoe stores is relatively simple because
of their traditionally established price lines. There are, for imstance, shoe chains that
never carried shoes over $4, and others that never carried shoes under $6 (except in
clearance sales). Shoe stores selling all price lines are not included in the table,
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were unwilling to expend their coupons for low-priced shoes, and shoe stores
traditionally carrying only cheap shoes found it impossible to switch to more.
expensive ones because a WPB order forbade manufacturers to produce
more shoes in any price line than they had produced before rationing. (No
comparable regulation was issued for any other consumer goods.) Inexpen-
sive shoes accumulated in many retail stores to such an extent that in
January, 1944 the OPA permitted merchants to sell a certain percentage of
their shoes below $3 without ration coupous.

The most important changes in supply or in demand that limited or even
reversed the trend toward uptrading, and therefore operated to the disad-
vantage of expensive stores, have already been discussed: certain very high-
grade articles could no longer be produced or were not in demand during the
war (in apparel, jewelry, etc.; cf. IX, 3). In some cases, the trend toward
expensive stores was further counteracted by their inability to maintain
their customary services, Among grocers, for example, certain high-price
stores had specialized in telephone orders and frequent and reliable deliv-
eries, and their sales fell wlien, because of transportation or personnel
shortages, they became unable to render the same kind of service.

Finally, some department, general-merchandise, apparel, and housefur-
nishing stores said that the trend toward expensive stores had been counter-
balanced by a new development in favor of less expensive ones: consumers
had learned that the price differences between different stores were less
justified in 1942 and 1943 than they had been previously. Except for dollar-
and-cent ceilings, price control regulations had no equalizing effect on prices;
yet ceilings, shortages, and wartime manufacturing practices had an equalizing
effect on qualities. Manufacturers who sold to both expensive and inex-
pensive stores used to add distinctive features to their product for the
former, but beginning with 1942 they reduced the number of their styles
and qualities and eliminated all unnecessary product differentiation. There-
fore, in buying from more or from less expensive stores, customers found
fewer differences in the merchandise than in the service, display, air condi-
tioning, and, primarily, in the price—since the stores added different markups
to their buying prices. As some consumers became aware of this situation,
they switched their purchases to the less expensive stores,

How was the relative sales position of expensive and inexpensive retailers
affected by all these changes in supply and demand? Nationwide sales
statistics are not broken down according to the two types of stores. Our
inquiries, however, seem to indicate that the factors favoring high-price
stores were, in general, more powerful than those favoring low-price stores.

Since the shift toward expensive stores resulted primarily from wartime
changes in incomes, consumer preference, and supply, it might be assumed
that it would be a transitory development. Some merchants, however, ex-
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pressed the opinion that the shift in consumer preference toward certain
expensive goods, especially branded goods that maintained their quality
under price contral, would outlast the war economy to the advantage of their
producers and distributors. Our knowledge on habit formation by con-
sumers is too limited to permit any definite conclusion about this possibility.



CHAPTER XXII
Bugingss INtTIATIVE UNDER PrRICE COoNTROL

It has been said by opponents of price control that it stifled business
jnitiative. A few Dusinessmen whom we interviewed concurred in this
opinion and made such comments as, “We aren’t a private enterprise any
more” and “Price control is a strait jacket that leaves us no freedom of
action.” If these extreme statements were true in the strictest sense for
all business, it would follow that the relative sales and profit position of
similar firms operating under the same regulations would have been frozen.!
We have already seen that this was not so. We have indicated great varia-
tions in individual businessmen’s pricing procedures and in the degree of
their compliance with price control, and have occasionally referred to differ-
ences among them in attempting to cut costs and in changing their sales
practices and their assortment of goods. It follows that during the period
when price control was in effect American businessmen did exercise their
initiative in many directions in order to improve their positions.

Among business decisions that departed radically from previous policies,
we may recall that in the summer of 1943 many merchants reversed their
policy of accumulating large inventories (XVI, 4); that some grocers intro-
duced self-service (XV, 3); that most retailers discontinued clearance sales
and markdowns in 1943 (VII], 1); that manufacturers of women’s wear
lowered the quality of their products under the impact of rush buying in
February, 1943 (XVI, 3). Whether or not price control was felt to be a
strait jacket varied from firm to firm, just as did the extent to which
businessmen exercised initiative,

The divergent sales developments of comparable mdlvzdua.l firms provide
further evidence of the fact that different merchants made different decisions.
Differences in the sales trends of firms operating under similar conditions are
shown elsewhere for men’s clothing stores (Table 53, Appendix III) and for
shoe stores (Table 45, Ch. XXTI). Table 46 presents the varying sales trends
of the departments of two department stores, and those of three wholesale
grocery firms.

11In this chapter we consider firms that are comparable in size and in carrying
either expensive or inexpensive goods so that differences brought about by those two
factors (Chap. XX and XXI) do not enter our present discussion.

203
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TABLE 46

ExampLEs OF DIFFERENT SALES DEVELOPMENTS OF COMPARABLE FirMs

DoLLar SALES oF DEPARTMENT S1ORES

PercexTAGE CHANGE AS COMPARED WITH CORRESPOND-
NG Periop oF PRecepING YEAR
DErARTMENTS 4th quarter 1943 Dec. 1943
Firm A* Firm B* 351 Storest
Women ’s coats and suits_..] +35% 139 . 3199

Women's dresses. .. ..— .42 ° +20
Women's blouses .. 64 4 +19
Women's underwear....—-. 415 + 9 +12
Women’s furs_ o ceoa. +17 +27 418
‘Women's shoes____ ...} + 3 —11 —9
Infant's wear__ . ___- 410 1 +12
Piece goods.c o mmmmmeee o +-30 1 426
Small wares v meemeeenveo 1 +13 + 9
Men’s clothing—— | — 35 + 1 —1
All housefurnishings . — 8 s — 38
Thereof furniture_ .- i + 9 —7
Toilet articles oo 426 i +12
Basement st0r€ee—mee e e — 8 t —_2
Total +10 + 3 + 4

DoLLar Saies oF WHOLESALE GrocEry Firms

PercENTAGE CHANGES AS CoMPARED WITH CORRESFONDING
QUuARTERS OF PRECEDING YEAR
QUARTERS
1942 1943
Firm X FirmY Firm X FirmY Firm Z
Istomoe +41 +18 + 7 +15 4+ 3
ando +28 + 5 + 8 +9 — 4
3rd el 4-26 + 7 + 5 —8 + 1
-1+ +12 +24 1 1 + 2

* Data obtained from interviews with two Chicago stores.
{ Federal Reserve Bulletin, Vol. 30, March, 1944, p. 281; national averages.
1 Data not zvailable.
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The two department stores are similar in price range and location, but
have, of course, always differed with respect to the relative importance of
various departments within each store. Yet such differences cannot explain
the divergent rates of change in the sales volume of individual departments.
From the fourth quarter of 1942 to the fourth quarter of 1943 firm A, for
instance, increased its sales of blouses and women'’s coats and suits consider-
ably more than firm B and more than the average of 351 American stores.
Similarly there were great differences in the sales trends of the three whole-
sale grocers represented in the same table: at certain times one and at certain
times another of them increased its sales more than the other two.

Although the prevailing methods of informal rationing by manufacturers
tended to equalize the rate of purchases by wholesalers and retailers, and
although price competition by means of undercutting and markdowns prac-
tically disappeared, some firms managed to improve their positions by chang-
ing the assortment of their merchandise and by promoting new items when
old ones became unobtainable, scarce, or unprefitable. Such changes de:
pended upon the ingenuity of individual merchants in increasing their
supplies from old sources, finding new sources, and either catering to con-
sumer demand for new merchandise or even creating it. The impetus for
making the changes frequently came from developments beyond the business-
men’s control. But each merchant had great leeway in deciding which new
articles to take up, to whom to turn for supplies, and how to promote the
new lines; and each solved these questions in his own manner.

Perhaps the best example of initiative in shifting the assortment of goods
to overcome shortages was provided by mail-order houses. Traditionally
their business, both mail-order and retail, consisted largely of hard lines,
which became scarce or unobtainable. To maintain their volume they there-
fore embarked upon a policy of expanding their soft lines and succeeded in

making substantial inroads in these fields. That most of their retail stores
were located in outlying districts and that it was difficult to get access to
new sources of supply did not prove to be insuperable ohstacles.?

Our inquiries into the effects of price control on individual manufacturers’
output and its composition revealed that, of the many policy changes made by
manufacturers to increase their profits, some were detrimental and some were
advantageous to the national economy. Different merchants were concerned
to greater or lesser degrees with immediate as against postwar sales and
profits, or with their firm’s reputation, and exercised their initiative accord-
ingly.

2In one large mail-order firm soft goods constituted 25 per cent of retail sales in

1941; in 1943, when total sales were Oan slightly lower, this ratio rose to as much
as 41 per cent.
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Some manufacturers shifted from essential low-profit goods to less essen-
tial but more profitable goods® We have already presented details of
how different women’s-wear manufacturers shifted their production irom
their lower to their higher price lines when their margins were higher on
the latter than on the former and the price regulation required the main-
tenance of customary margins (VII, 3). We have also shown that such
practices as manufacturing “new” products (usually higher-priced goods
different from former lower-priced goods in unimportant respects only) and
lowering quality were widespread under the impact of certain regulations
and yet varied in extent from firm to firm {VII, 1). Changes in output
from simple items of mass consumption to luxury or semiluxury items
were made not only because the latter were more profitable to the manufac-
turers but sometimes also because they were more profitable to the dis-
tributors: for example, wholesalers and retailers found that under existing
regulations it was to their advantage to promote the sales of such goods as
fur coats, fur-trimmed coats, expensive handbags, and expensive costume
jewelry, and consequently they exerted pressure on manufacturers to in-
crease the production of those items. Since total output could not be sub-
stantially increased, larger production of luxuries usually led to smaller
production of cheaper merchandise.

As examples of initiative taken by manufacturers of apparel and house-
furnishings that improved their business position and at the same time
had favorable effects on the warfime national economy, we may refer to
the simplification of products and the reduction in the number of patterns
“and styles (XV, 3). In many cases, it was the rigid ceilings that brought
about the simplification and standardization of products and the elimination
of waste. Furthermore, most merchants declared that price control did not
impede the production of substitute goods or such changes in the manufac-
turing process as contributed to the better utilization of available materials.
New articles produced in 1942 and 1943 consisted not only of “victory goods”
but also of some that may remain popular after the war. For example,
merchants succeeded in creating a demand for blouses and sport shirts made
of new fabrics developed during the war.

In the meat industry a number of changes in business policies were made
during price control to increase profits while complying with price regula-
tions. Packers sold relatively more of their output to nearby outlets, thus

3 For example, certain manufacturers increased their output of long-sleeved, ankle-
length union suits and reduced that of short-sleeved garments, although demand for the
latter was said to have been much more pressing. Long-sleeved garments had a more
profitable ceiling price because, having been produced in smaller guantities before price
control, they had been priced relatively high in March, 1942 (the base date}, while short-
sleeved garments with a large output had been priced relatively low,
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lowering transportation costs; reduced their sales to wholesalers and
processors in favor of retailers and hotel-supply houses; and shifted their
production from less to more profitable departments, for example, from fresh
meat to processed or fabricated meat. It seems that large integrated firms
had greater leeway in changing business policies, although it was a small
packer who said in one interview, “Price control doesn’t prevent us from
taking the same hog and making it into any one of many different products—
ham, luncheon meat, sausages, smoked meat, or canned meat.”

There can be no doubt that business initiative did not disappear under
price control. Price regulations did not efface the difference between “good
businessmen” and “poor businessmen.” Tt is, of course, possible that the
variety of -the businessmen’s actions and the frequency of new decisions
were much greater in the peace than in the war economy, and, in this sense,
were reduced by the wartime regulations. Whether or not this is true cannot
be established definitely because little is known about the dynamics of busi-
ness decisions. Yet we do know that rigidity as well as flexibility was found
* in business behavior even in the absence of government regulations. In the
peace economy merchants not only made spontaneous decisions to change
prices, size of output, assortment of merchandise, etc., but frequently acted
in a routine manner by following rules of thumb without regard to their
appropriateness under the given conditions.? In the war economy, too, both
types of action existed side by side.

As examples of business rigidity in 1942 and 1943 we may recall that
many apparel retailers held their usual clearance sales in January, 1943,
when demand at regular prices was soaring and the reduction of profits by
markdowns could probably have been avoided (VIII, 1); and that most
restaurateurs adhered rigidly to their traditional ratios of receipts to food
costs when the rate of their expenses was declining and dollar margins rising
(V, 2). In analyzing these actions—the first tending to reduce, the second
to increase, profits—it became apparent that merchants were simply carrying
over habitual practices with no realization of their new implications.

Business flexibility involves, first, the realization that conditions have
changed and, secondly, the choice of policies that appear appropriate under
the new conditions. We have cited in this chapter many examples of such
flexibility in business behavior during price control. Since fundamental
changes in the business environment, especially in available supplies and
consumer demand, were much more frequent in the war than in the peace
economy, it would appear that the former offered more rather than less
occasion for new business decisions. However, insofar as price control kept
economic conditions more stable than they would have been without it, it

4 Cf., for instance, Cost Behuvier and ‘Price Policy, Committee on Price Determina-
tion, National Bureau of Economic Research, New York, 1943, p. 6.
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kept businessmen from making as radical and sweeping changes as they
might othefwise have made. In that sense doubtless price control did limit
the businessmen’s freedom of action. Yet it may be that they made just as
many genuine new decisions in wartime under price control as they made in
peacetime without it



PART FIVE
CONCLUSIONS
CHAPTER XXIII

INTERVIEWING AS A TooL oF EcoNoMIc RESEARCH

This monograph has presented information obtained by means of detailed
free-answer interviews conducted among a small sample of businessmen.
Ultimately it must be left to the reader to judge whether and to what extent
that method proved fruitful in this study. We shall, however, attempt to
draw certain conclusions from our findings that may aid in an evaluation of
the detailed interviewing method for economic research in general. We
shall consider first the types of problems to which that procedure was found
to have been most applicable, and shall then point both to its shortcomings
and to its potentialities for future use.

Statistical data on prices, incomes and expenditures, sales and profits,
etc., compiled from very large nationwide samples or even from complete
records now serve as the empirical foundation of economics and the testing
ground of economic theory. Is there a need for detailed interviewing as an
additional research method in this field? In the light of our studies, it
appears that such interviewing has four main functions as a tool of economic

- research:

a} To assemble preliminary data on new developments. Especially in
periods of rapid economic changes new developments emerge that are not
studied by statistical agencies. By interviewing it is possible to discern
such new trends and supply evidence that more extensive statistical surveys
would be worth while. In our studies, for example, we gathered information
about changes in retail markdowns (Chap. VIII), about shifts to higher-
priced and better-grade goods (Chap. IX), and about factors contributing to
the reduction of manufacturers’ costs (XV, 3). Data on these developments
were sometimes considered secret, or had not yet been compiled by the
businessmen themselves, Nevertheless, when mutual confidence was estab-
lished in personal interviews, many respondents did assemble and reveal
the requested information.

b) To show the significance of developments not clearly revealed in the
averages computed by statistical agencies and to suggest the need for new

209.
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types of breakdowns. Since econowmic life changes constantly, a statistical
scheme of presentation applied successfully for many years may eventually
fail to reveal significant trends, and detailed interviews with a small sample
may indicate the need for new types of breakdowns. For example, interviews
with comparatively few wholesalers of different kinds showed that the tra-
ditional breakdown of large samples of the wholesale trade (collected by
government agencies) gave little indication of developments that took place
in certain branches of that trade under price control (Chap. XIX). Or, our"
studies showed that the statistics on sales of “men’s apparel” should be
broken down for men’s suits and men’s furnishings, since the wartime trends,
both of physical volume and of prices, were different for each (cf. Appendix
I111).

¢) To assemble information about developments nol susceptible to the
usual type of statistical surwey. Certain information about business prac-
tices is not of such an exact quantitative nature as lends itself readily to
statistical compilations. Nevertheless, it relates to economic facts without
which the description of business activity is incomplete and the full implication
of business actions cannot be assessed. In our interviews, for example, we
were able to study the frequency with which manufacturers used certain
methods of allocating their goods to retailers (Chap. XVIII), differences in
the degree of guality deterioration in various lines of apparel (VII, 1),
the attitudes of the businessmen toward price control at different times, and
changes in their price and profit expectations {Chap. XVII). To be sure,
interviewing could not furnish exact measurements in these respects, but it
could supply .indications of the changes that occurred in certain fields at
certain times and also of the importance of the changes. ‘

d} To find out why certain changes took place. This may be the most
important function of interviewing. It is sometimes possible to ascertain
the presence or absence of causal connections by analyzing correlations among
various statistical data. DBut only detailed interviews can probe into the
motives behind business decisions. In our studies, for example, we found
that individual businessmen belonging to the same field and operating under
the same price regulations often acted very differently. Inquiries into the
causes underlying the behavior of each respondent paved the way for an
understanding of the differences—and, ultimately, for the determination of
the factors responsible for the success or failure of price control. Such
inquiries showed, for instance, that wartime supply-demand conditions were
results as well as causes of business hehavior, and they revealed how and
why this was so. Reactions to price control were found to have had an
especially great influence on the rate of demand: confidence in its success
tended to reduce, and the conviction that it would break down to increase,
the purchases of both businessmen and consumers (XVI, 5).
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Our analysis of the major functions of the free-answer interviewing
method suggests that it could achieve most if conducted in conjunction with
the usual type of statistical surveys. It need hardly be said that the collec-
tion of preliminary data on new trends and the discovery that new break-
downs have become necessary could be of assistance in the preparation of
statistical surveys. Moreover, data from large-sample surveys showing the
relationship—or lack of relationship—between certain variables (e.g., be-
tween price movements and trends in physical volume) could profitably
supplement and be supplemenied by findings from detailed interviews as to
developments not susceptible to statistical study and as to motives underlying
behavior. This point may be illustrated by an example outside the scope of
this monograph: Extensive statistical data on the expenditures and savings
of families in various income brackets at a given time offer only a slight
basis for predicting their probable future behavior; data revealing the rela-
tionship between changes in income (or other variables) and changes in
expenditures or savings may have greater significance for prediction, espe-
cially if considered in conjunction with factors presumably influencing con-
sumer behavior, such as (in 1942-44) shortages, rationing, war bond drives,
etc.; but the validity of the conclusions drawn from such studies could be
greatly enhanced if the quantitative data obtained from many families were
supplemented by detailed interviews with a few indicating which factors
actually played the greatest role in influencing them either to spend or to save,

Can {ree-answer interviewing make a unique contribution, not obtainable
in any other way, to our knowiedge of economic motivations? It has some-
times been said that information obtained by interviewing is “self-evident”
or that it can be gotten from newspapers or trade journals, This statement,
while correct in some instances, fails to recognize that only interviewing can
give substance to what must otherwise remain mere guesswotk, individual
opinions—often contradictory—or even wishful thinking.l

This assertion raises the question as to the reliability of information
obtained from interviews. It has often been argued that respondents may
not be aware of their real motives or may not be willing to reveal them. Yet
this objection, though often justified, does not invalidate the usefulness of
the method. In the first place, the motives expressed and the opinions held
by respondents (for example, by businessmen), and especially those fre-
quently voiced by them, are important and worth knowing even if they are
erroneous. Secondly, as we tried to show in discussing our method (1I, 2)
and our inquiries into business attitudes (XVII, 1), it is possible to avoid
many of the pitfalls that are considered to be inherent in interviewing and

1 This is true not only of motives underlying economic behavior but also of such
“factual” data as, for example, differences in guality deterioration of different products.
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to obtain detailed information, given spontaneously, that represents much
more than expression of views held superficially. To be sure, we made
only a first crude step toward the analysis of business decisions. What we
want to emphasize is that in studying motivation the “indirect method” of
having respondents discuss spontaneously their concrete experiences holds
greater promise than the “direct method” of polling (e. g., of asking business-
men whether they are for or against price control, whether they expect
higher or lower prices, etc.), although it may be that we sometimes “leaned
over backward” in avoiding specific questions.

The fact that we may not have gone deep enough into the problems of
economic motivation represents only one of the shortcomings of our
method. Some of our failures point clearly to the need for close cooperation
between detailed interviews with small samples and extensive statistical sur-
veys. For example, in studying uptrading our method of research revealed
that it was widespread, in which commodity lines it was more and in which
lines it was less prevalent, and why and how it was done. But our study
remained incomplete because statistical surveys on changes in average prices
and the disappearance of low-end lines were not existent (so that we were
compelled to make a roundabout attempt to gather such information by study-
ing changes in advertised prices; IX, 2). Similarly, our incomplete data on
changes in sales, costs, and profits serve at present only to indicate certain
factors affecting business decisions; they lack supplementation by compre-
hensive statistical surveys or by interviews of larger samples with tore
specific questionnaires, which alone could reveal the frequency and extent
of the indicated changes.

We attempted to supplement our mformahon by a few case studies, in
which certain business records were made available to the interviewers and
were discussed by them with the respondents (cf. II, 1). Such case
studies enabled us to present data, for example, on the percentage of expen-
sive, medium-priced, and cheap goods sold at different times by a few
retailers of apparel and furniture (Table 17, IX, 3) and on the different
trends in various departments of two department stores (Table 46, Chap.
XXIT). They also yielded valuable insight into manufacturers’ actual prac-
tices in changing assortment and prices (cf. the description of the use made
of the similar-commodities clause in VII 2). Thorough investigation of a
very limited number of firms holds out further promise as an aid to detailed
interviews. They might not only supplement the information obtained in
interviews but, if used to precede them, might assist in the preparation of
questionnaires.

We failed in gathering evidence about several important issues because
we were not aware of their significance when we embarked on the survey
concerned. One of the major lessons of our experience was that the prepara-
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tion of questionnaires should be guided by definite assumptions that can
be either confirmed or disproved. For example, the fragmentary information
presented in Chapter V on the pricing procedures of restaurateurs could
have been greatly improved had we been aware in advance of its significance
for estimating the price movements of restaurant meals. Or, our evidence
concerning the role of expectations could have been made stronger if we had
known in advance what we found out during the interviews, viz., that only
in certain periods were many businessmen guided by definite price and profit
expectations ; it would then probably have been possible to assemble numerical
data on differences in behavior in different periods. On the other hand, our
more extensive, material concerning the influence of price control on demand
(Chap. XVI) and of understanding on compliance (Chap, XVII) was based
on theoretical assumptions that determined the formulation of our question-
naires. When the questions were derived from theoretical analysis, it was
sometimes possible to show the error involved in certain generalizations made
by the businessmen (e.g., that increased sales or profits were always con-
ducive to price stability; Chap. XV), or to restrict the validity of those
generalizations (e.g., by demonstrating the effects of different supply-demand
conditions on pricing procedures). Investigations guided by definite assump-
tions and carried out both by a statistical survey of a large sample and by
detailed interviews with a small sample may perhaps be the most appropriate
method of obtaining information about past as well as incipient developments,
especially during such complex periods of transition as will set in with the
end of the war.

Detailed interviewing may then serve two purposes. First, it may con-
tribute to widening and deepening economic knowledge and testing economic
theory. The study of the dynamics of business decisions has a legitimate
function in economic research, since “costs and prices are both influences
on, and results of, business decisions.”? Secondly, such interviewing may
play an important role in assisting public policy, both in guiding it and in
checking upon its results. Government agencies responsible for economic
regulations can profit from knowledge of the prevailing opinions, misconcep-
tions, and expectations of businessmen and consumers, and from knowledge
about the most suitable ways of explaining changing conditions and new

2 Cost Behgvior and Price Policy, by the Committee on Price Determination, Na-
tional Burean of Economic Research, New York, 1943, p. 114. The authors of that mono-
graph advocate that studies of the process of reaching business decisions be made by case
studies with individual firms, by ascertaining what information is available to those who
make decisions, and by examining individual instances of action and not merely issues of
broad policy. They say that “while suchs studies cannot give definite answers to all ques-
tions, or ‘explain’ all actions of the firms, they can provide a useful and almost indispen-
sable counterpart to statistical inquiries” (p. 115).
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regulations.®  Several agencies have made substantial use of interviewing
for such purposes during the war economy. Further progress in that direc-
tion is needed, not because the government should always defer to the wishes
and opinions of businessmen and consumers, but because knowledge of
different or contradictory opinions can be utilized to lessen resistance to
public policies and because, ultimately, reactions to policies determine their
success or failure.

3 Cf. G. Katona, War Without Inflation, New York, 1942, pp. 173 fi.



CHAPTER XXIV
TowaRDp AN Arpprarsal oF Price CoNTROL

The ultimate conclusions of our findings must take the form of an ap-
praisal of price control. Having studied the impact of price regulations on
business we shall now ask how it came about that government and business
succeeded in limiting price increases to the extent observed, and whether
that accomplishment bad any adverse effects on production or caused any
substantial inequities.

Qur studies, of course, do not warrant a final and comprehensive appraisal
of price control. We did not consider all the widespread activities of the
QOFA or the entire period of its operation and did not collect complete data
even in our limited fields. And the time of this writing is too close to the
actual events to permit the necessary perspective for an ultimate evaluation
of price control. Yet even a preliminary analysis of its accomplishments and
fatlures in attempting to stabilize the prices of consumer goods in 1942 and
1943 is significant for the history of the war economy and can add to the
understanding of government interference or government cooperation with
business. Having studied economic trends as they developed, we must point

out the lessons that can be learned from them before they are submerged in
the historical past.

1. The Functions of Price Conirol

By what standards is price contro! to be judged? What effects of the
price regulations are to be deemed desirable and what effect undesirable?
Criteria for an appraisal of wartime price control can be established only
by viewing it within its proper context, the entire war economy. The three
main objectives of the war economy are:

a) To utilize national resources, both human and material, in such a
manner as to provide, first, adequate manpower and equipment for the armed
forces, and secondly, the highest possible level of civilian production, properly
allocated among various consumer goods and equitably distributed among
the people.

b) To maintain a high state of civilian morale.

¢) To insure that the best possible economic situation compatible with
the first two requirements will prevail when the war is over,
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216 Price ConTrROL AND BUSINESS

Inflation, that is, a general rise in prices, is detrimental to the achieve-
ment of each of these objectives. It disorganizes production and distribution
because it upsets both family budgets and business cost calculations and
therefore results in a struggle for higher wages and speculative profits, It
lowers national morale because it brings about an arbitrary and therefore
inequitable redistribution of incotnes and wealth (losses for those with sav-
ings, insurance policies, or fixed incomes, and gains for those with debts and
possibly for certain producers and wage earners). Finally, inflation during
the war makes a postwar collapse more likely. Extensive wartime price rises,
correctly attributed to higher money incomes and smaller civilian supplies,
may easily pave the way for a price slump after .the war when incomes
decline and civilian supplies expand. The very expectation of such a slump
v}rould hamper the process of industrial reconversion.

By the same token, price stability during the war can be considered the
best insurance for uninterrupted production and peaceful labor-management
relations. And, if the war should end without substantial increases in the
prices of civilian goods, reconversion would be facilitafed by the presence of
deferred consumer demand and substantial reserves in the hands of con-
sumers to satisfy that demand. Such reserves, namely, liquid savings, will
necessarily have accumulated in the very process of fighting inflation.

How can price stability be achieved during a total war? According to
one theory taxation alone could suffice. By taxing away excess incomes—
with or without the obligation to refund part of the tax after the war—
disposable consumer incomes could be kept at the level of available civilian
supplies, It is generally conceded, however, that to drain off all excess in-
comes is not politically feasible. And even if the “inflatibnary gap” could be
entirely eliminated, the expectation of shortages and price increases might
lead to spending out of old savings or out of regular cash holdings (ie,
might accelerate the velocity of money). Taxes must, therefore be supple-
mented by price control.

On the other hand, neither can price control alone, without anti-infla-
tionary taxes, suffice to keep prices stable in a time of increasing incomes and
of rigid or declining supplies. If there is no draining off of excess money,
it becomes unlikely that indirect price increases and violations of price
control can be kept within limits.

Price control can, however, play the central role in the fight against
inflation, for it can decisively influence the behavior of businessmen and
consumers, In wartitne the belief that prices will go up greatly stimulates
spending and curtails saving; conversely, the existence of price control and
the conviction that it will be successful promotes the propensity to save and
reduces consumption in excess and in advance of needs.
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Ii price control is to succeed in engendering the required attitudes and
expectations among businessmen and consumers its objective must be absolute
price stability and not just the stability of certain prices or the limitation of
price increases. Lax and flexible control is insufficient in a total war economy
because price increases tend to spiral and to spread. What is one man’s price
is the other’s cost and what has been granted to one can hardly be denied to
another, Therefore, only when the aim is to keep the entire price level
stable can it be hoped that nothing worse than a “little inflation” will occur.

The main difficulties of fighting inflation derive from the first two objec-
tives of the war economy, Price stability must be achieved without lowering
morale and without disrupting production.

Keeping prices stable need not conflict with the maintenance of high
morale. Price regulations do cause difficulties and impose sacrifices, but
these are of liitle consequence as compared to the hardships that would
result from uncontrolled price increases. The maintenance of morale depends,
therefore, upon a clear understanding by both businessmen and consumers of
the need for and the purposes of price control. Ii such an understanding is
achieved, and if the price regulations are equitable and do not interfere arbi-
trarily with production, distribution, or consumption, price control need not
arouse hostility but, on the contrary, can eunlist the cooperation of all con-
cerned. Such cooperation is, in fact, essential to the success of price control,
the intricate rules of which cannot be enforced by police power alone,

Is there a conflict involved hetween maintaining production of essential
goods at the highest possible level and keeping prices from rising? Not
generally, because stable prices are not incompatible with satisfactory profit
rates, and the maximization of short-run profits without regard to future
business trends is not the only or even the strongest motive of business be-
havior. Yet the rigid maintenance of price stability tnay induce farmers and
businessmen to change their production schedules in a manner undesirable to
the national economy. It may also, if cost increases become inevitable, cause
undue hardships and stifie production, These possibilities raise two ques-
tions : Did price control have any adverse effects on the total volume of pro-
duction or its composition or on the relative position of different businesses?
and, if so, were those effects adequately counteracted? Production incentives
miay be granted or inequities offset by higher prices or by subsidies. The
judicious use of subsidies may be more appropriate than raising prices, since
price increases have cumulative effects.

2. Accomplishments and Feoilures

On the basis of these criteria—price stability without adverse effects on
production and morale—was American price control from 1942 to 1944 suc-
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cessful? ‘We can, of course, answer this question only with respect to those
goods that we studied—primarily food, apparel, and housefurnishings. Since
there is evidence, however, that those were the very goods with which the
OPA was least successful,! we may say that our studies warrant the follow-
ing general conclusions: .

a) Price control was effective in keeping prices down: without it prices
of consumer goods would have risen much more than they did.

b) Price control could have been even more effective: direct and indirect
price increases could have been prevented to a greater extent than they were.

¢) The price paid for the accomplishments of price control was not
unduly high: production and morale were impaired at certain times in certain
fields, but they suffered no permanent or irremediable ill effects.

The primary evidence for the first conclusion was provided by our com-
parison of price movements in periods when price control was strict and
efficient with those when it was lax and inefficient. That prices were more
stable in the first few months following the GMPR (April, 1942) and after
the introduction of dollar-and-cent food ceilings {May, 1943) than in the
winter and spring of 1943 must, according to our findings (Chap. XVT), be
attributed to the effectiveness of price control. The extent of its accomplish-
ments was further indicated by our comparison of the price movements of
consumer goods before and after price control (see especially p. 56) and
of those of strictly controlled, lcosely controlled, and uncontrolled commodi-
ties (XII, 5).2

The main body of evidence supporting the first conclusion also supplies
the justification for the second. We found that widespread circumventions
of controls were primarily caused by inept government policies, hostile busi-
ness attitudes, and expectations of price increases. All of these were sus-
ceptible to change and, in fact, did vary from time to time and from com-

1 After comparing the price movements of consumer goods with those of producer
goods, minerals, military supplies, and construction costs, F. C. Mills concluded that “the
rise in commodity prices from 1939 to 1943 was largely concentrated in the goods in-
tended for human consumption” (Prices in o Wer Economy, National Bureau of Eco-
nomic Research, 1943, p. 62). Even among items of consumer expenditure the prices of
rent, fuel, and services rose less than those of food, apparel, and housefurnishings,

It should again be emphasized at this point that our conclusions are derived from
evidence collected in just one key center of American economy, Chicago. We have no
evidence as to whether price control was more or less successful in Chicago than else-
where in the nation. With respect to one commodity, namely, meat, compliance may have
been better in Chicago than in many other parts of the country because of the easier
supply situation (cf. VI, 3); on the other hand, it seems improbable that business atti-
tudes toward price contro! were tore favorable in Chicago than elsewhere.

2 A comparison of the price movements in the First and the Second World War
further confirms the conclusion as to the success of price: control (cf. Chart Series of
the Bureau of Labor Statistics, November, 1943, pp. 28-40).
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modity to commodity. Possibly price control could not have been as suc-
cessful in all fields during the entire 1942-44 period as it was in certain com- .
modities at certain times; but the analysis of the differences in the accom-
plishments of price control does seem to indicate that greater success might
have been achieved in more fields and for longer periods. This could have
been accomplished, for example, by introducing the more effective food regu-
lations earlier than May, 1943, or by attempting to change those attitudes and
expectations that were found to be conducive to price increases in the first
few months of 1943.

The second conclusion also implies that the degree of success in the fight
against inflation depended primarily upon the actions of the government and
of business (and to some extent of consumers), rather than upon given
objective conditions. In studying the influence of the latter on the choice
of pricing procedures, we found that the market structure (XIV, 1) and
acute shortages (XV, 4) were determining factors in certain cases. In most
cases, however, the supply-demand conditions and also the sales and profit
trends proved to be variables to which businessmen reacted according to how
they interpreted them in the light of their expectations and attitudes. More-
over, these variables themselves were influenced by the actions of the OPA and
the business community (XVI, 5).

The conclusion that the accomplishments of price control greatly out-
weighed its adverse effects is derived from the following findings: We noted
instances in which undesirable shifts in production occurred because of what
the OPA did or failed to do (e.g., shifts to better-grade goods, Chap. IX ;or to
nonessentia! goods, Chap. XXII), but found no support for the contention
that total civilian production was lowered by price control to any substantial
degree beyond the curtailments necessitated by the war needs for manpower,
equipment, materials, and transportation (cf. XV, 2). The relative position
of certain types of firms was adversely affected during price control, but
some of the changes were due to consumers’ preferences (c¢f. Chap. XXI on
grocery chains and inexpensive stores) and others could hardly have been
averted by more equitable public policies (cf., the inequities caused by in-
formal rationing ; Chaps. XVIII, XIX, and XX). Our surveys also showed
that business attitudes toward government regulations could have been much
more favorable than they were, but that only in isolated instances and periods
were they definitely hostile to price control. Businessmen’s and consumers’
dissatisfaction with price control and their willingness to pursue individual
advantages despite the adverse consequences for the national economy were
not negligible ; on the other hand, they were neither permanent nor universal
(cf. Chap. XVII),

One major endeavour of this study was to discern the reasons for the
accomplishments and failures of price control. Our direct evidence concern-
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ing the fields and periods in which greater or lesser price stability was
achieved has been presented in Parts Two and Three;? what remains to be
done is to draw conclusions from the findings that will, of necessity, transcend
somewhat the scope of the information obtained, It appears that the
government, the business community, and the consuming public, all have
considerable achievements to their credit. The OPA tackled a task in which
practically no past experience existed, and the prevailing great variations in_
doing business precluded the issuance of simple rules. Yet it succeeded in
devising regulations and procedures capable of arresting price increases and
at the same time satisfactory to business (cf. Chap. X11). Businessmen exer-
cised great ingenuity in maintaining high levels of civilian production under
difficult conditions and, by guarantceing a continuous flow of well-diversified
supplies, contributed to relieving the pressure on prices. Many of them
appear to have promoted price stability not merely by adhering to ceilings
but by making every effort to keep prices from rising and qualities from
deteriorating even when the letter of the law offered them considerable lee-
way.* Resistance of businessmen and consumers against low-quality goods
and their abstention from undue inventory accumulation and hoarding were
conspicuous in 1943-44 (XVI, 4). The consumers’ voluntary choice of
saving instead of spending (XVI, 5} must be mentioned as the last but not
least important factor contributing to the maintenance of their own pur-
chasing power,

The debit side of American price control requires a somewhat more de-
tailed summary. The control of inflation was insufficient, first, because of
the government’s delay in introducing appropriate measures. Universal price
regulations were introduced too late, farm products were too long exempted
from control, and in many fields the OPA relied too long on loose regulations
containing many loopholes. Also, price control was probably not supple-
mented soon enough and to a sufficient degree by anti-inflationary tax meas-
ures (although-this question did not fall within the scope of our investiga-
tion). Subsidies likewise might have been introduced -earlier and used as a

3 We may refer here to the findings that the greatest price increases in apparel and
housefurnishings- occurred in women’s outerwear, furs, accessories, and in upholstered
furniture, and the smallest increases in men’s outerwear, and china and glassware (VI],
1); that among foods the price developments in fresh fruits and vegetables and meat
were less satisfactory than in canned and dried groceries (Chap. V1) ; and that the most
pronounced inflationary trends occurred in the period from October, 1942 to May, 1943
(XVEL 3).

4+ Cf., for example, the great differences in indirect price increases in the same com-
modity produced and sold by different businessmen (VII, 1). Attitudes toward pnce
control and the consideration of long-run interests appear to have plaved a greater part
than the letter of the law in determining the extent to which individual businessmen
resorted to indirect price increases (XV1I, 4).
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weapon to dissipate the widespread expectation that the government would
not be able to hold the line because of inevitable increases in labor costs or
the necessity of granting higher profits to stimulate production.®

Why were strict price regulations delayed or sometimes not issued at
all? According to all indications, one reason was the prevailing belief of
both the Congress and the Administration that public opinion would be
opposed to them and business would not cooperate with them. We found
some justification for the latter belief by studying businessmen’s attitudes
(XVII, 2) and their preferences for various types of regulation (XII, 1, ¢).
But we found no justification for the resultant course of action: government
agencies, instead of deferring to business by abstaining from strict regulations,
could have attempted to change business attitudes and to rally public opinion
behind price control. Apparently the importance of this task was for a long
time not clearly perceived. The failure to evoke full understanding of the
functions of price control and confidence in its sticcess was largely responsible
for occasional waves of hoarding and inventory accumulation and the resuit-
ing price increases. Our inquiries as to why there was sometimes more and
sometimes less confidence in the success of price control revealed also that
only clear-cut policies and regulations lend themselves to creating the proper
expectations and can be explained convincingly (cf. Chap. XVI).

Price increases tended to spread from one commeodity to another, and
small price increases tended to engender larger increases. This was shown
by analyzing the food situation prior to May, 1943, when the fact that only
certain articles were rigidly controlled created confusion among the merchants
(VI, 2); by pointing out that businesmen frequently “justified” violations
of ceilings with the statement that nobody complied with them (VI, 1 and 3} ;
by presenting evidence that the expectation of shortages spread from mer-
chant to merchant (XVI, 2) and that the introduction of rationing led to the
expectation of more rationing (XIII, 3); finally, and most significantly, by
showing the effect of “atmospheres” of hostility and of anticipated price
increases in the pricing of practically all commodities (Chap. XVI). In all
these instances either the regulations or their psychological preparation were
not fully appropriate.

The share of businessmen in keeping prices stable or in raising them is
inadequately described by stating that they complied with strict provisions
and took advantage of loopholes in the regulations. On the one hand, as

5In XVII, 3 it was shown that the most frequent reason given by businessmen for
expected price increases was their belief that labor would have to be given higher wages,
and farmers and manufacturers higher prices, in order to maintain high production. An
established policy that necessary production incentives would be granted in the form of
subsidies rather than by raising prices might have dispelled the expcctatxon of price
increases that was found to have been a potent inflationary factor.
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said before, many businessmen went much further in resisting price increases
and quality deterioration than required by the law. On the other hand,
selling above ceiling prices, quality deterioration, and other circumventions of
price control, were found not to have been the exceptional actions of a small
minority, but at certain times and in certain fields the prevailing form of
business behavior. They were widespread because the business community as
a whole failed to realize that it should, in its own interest, have maintained
price stability and that it had it within its power to do so. Isolated instances
of lowered profits and of losses, a few inappropriate regulations, and the
failure of the OPA to explain the purpose and function of its regulations
in a convincing manner, were not the only causes of business hostility toward
price control (Chap, XVII), and their occurrence does not relieve business
from its share of responsibility. Business resistance against direct or in-
direct price increases was particularly weak in times of rush buying (XVI,
3) or when informal rationing was so abused by suppliers as to intensify
the buyers’ consciousness of their dependence upon them (XVTIII, 3. To
the extent that consumers spent excessively, hoarded merchandise, and paid
prices above ceilings, they also contributed to direct and indirect price
increases, possibly because they, too, failed to realize what was at stake.
Influencing business attitudes and guiding public opinion are not the tasks
of the government alone; they constitute a challenge that was inadequately
met by private organizations and the government alike.

3. Prospects

Our surveys were terminated in the spring of 1944. At that time, with
the invasion of Europe, American war economy appeared to be entering a
new transitory phase, intermediate between full-fledged war economy and
reconversion to peace economy. In what way the impact of price control on
business changed during this phase is not yet known, but business actions
were doubtless affected by the anticipation of cutbacks in war production and
of the resumption of civilian output. The direction of this new influence
may be indicated by pointing out how price control will be affected by the
end of the war. Price control in the first postwar period will differ from
price control during full-fledged war economy as discussed in this study in
three fundamental respects.

a) After the war it will be more difficult to enlist the cooperation of
businessmen and consumers. That patriotism will no longer be as impelling
a motive to induce them to endure any necessary sacrifices or inconveniences
is only part of the story. In addition, we found that during the war there
was frequently a clear division between short-range and long-range behavior,
that is, between what people were willing to do for the duration and what
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they planned to do after the war. When the war ends this cleavage will
disappear, and it will be more difficult to induce businessmen and consumers
to adopt temporary modes of behavior different from the ones that they
strive to adopt ultimately.

b) After the war our economy will he confronted not only with the
threat of inflation but also with the new threat of deflation. Though infla-
tionary pressures will persist, there will be less reason to fear the spreading
and spiraling of small price increases if an increase in civilian production and
a2 decrease in consumer incomes can be anticipated or if they actually occur.

¢} The objectives of price control will change. The stimulation of
civilian production will become the primary goal to which the maintenance
of strict price stability may be subordinated. It is by no means certain that
production can best be stimulated by granting higher prices, but it may become
necessary to adopt more flexible methods of pricing.

Despite these differences the major lessons of price control during the
total war economy can and must be utilized in the postwar period. “Decon-
trol,” like control, requires clear-cut and comprehensive policies, and their
success depends upon the behavior of businessmen and consumers as in-
fluenced by regulations and by prevailing expectations. It may, therefore,
be possible to stimulate reconversion to prewar goods and qualities not by
granting extensive price increases but by announcing in advance that price
ceilings will be lifted when production reaches a certain level. At the same
time, it may be possible to restrict the demand for goods while the shortage
of supplies continues by announcing in advance how extensive future supplies
will be. While during the war price regulations and government publicity
had only the objectives of keeping prices down and dispelling expectations of
price increases, after the war they will have to be framed according to the
complex interplay of different hopes and fears of business and consumer
groups as to forthcoming changes in prices, supply, and demand.

Tt will be true then as it has been in the past few years that the creation of
the appropriate atmosphere—one conducive either to restricted spending or
to risk-taking and expanding pro&uction—will depend upon the success of
both pubhc and private agencies in explaining to businessmen and consumers
the given situation and future developments, and in making clear the need
for and the purposes of gd‘\remment regulations. The task will be more
difficult after the war, but experience during the war has shown that it is
possible to bring about an understanding of changing conditions and regula-
tions and thereby to influence economic behavior.



APPENDIX I
{(TO CHAPTER II)

THE QUESTIONNAIRES

The length and the number of questionnaires prepared makes it impossible o repro-
duce them here in their entirety. Altogether 12 different ones were used, although many
of them contained identical or similar questions. A {few characteristic parts of three
questionnaires are presented here.l Double asterisks indicate questions which the inter-
viewer was instructed not to omit under any circumstances, single asterisks those which
were to be omitted only if absolutely necessary.

From the Questionnaire for Retailers of Apporel and Housefurnishings
Section B. Prices and Qualities

**We are studying the changes in prices and qualities since the GMPR. Are there
any articles which you buy now at substantially the same prices as in May, 19427 Any
articles for which you pay more than in May, 19427 Are there any articles the quality
of which remained unchanged and any of which the guality is poorer?

**B 1  Articles bought in which both pr:ce and quality are substantially the same

as in May, 1942;
#B 2  Articles bought in Whlch price is the same but quality is poorer than in
May, 1942:

*#B 3  Articles bought in which price is higher than in May, 1942:

B4 Do the answers apply to selling prices? If not, what are the differences?
Reasons for the differences.

B5 When did the price changes occur? Contmuously, or was there a period
in which they were more pronounced than in other periods?

B 6  Why did prices change? (Ask with reference to specific article and watch

out for the following considerations.)

6.1 Because of changes in the price regulations.

" 6.2 Because of formulas used by suppliers.

6,3  Because of new articles introduced,

6.4  Because of purchasing from new suppliers.

6.5  Because of changes in discounts or markdowns.

6.6  Other reasons,

*B7 Why did price and quality remain unchanged in some articles; pr:ce go up

or quality deteriorate in others?

7.1 Because of differences in regulations.

7.2 Because of differences of compliance in different lines.

7.3 Because one commodity is more comtrollable than the other.

1 Several additional questiohs arce quoted verbatim in the. text.
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7.4 Other explanations,

B81 Are the prices quoted by different suppliers for the same goods more
uniform than before price control?

82 Are the differences between your prices and those of your competitors
larger, the same, or smaller than before price control ?

**B 01 If now you put up the same money as in May, 1942 for (name the most
important articles with higher prices or lower qualities) how does the
merchandise you obtain compare? How much less is the merchandise
worth? How much less would you have paid for that same merchandise
when the GMPR went into effect?

92 If a customer spends the same amount of money as in May, 1942, in your
store for ., . . how does the merchandise he buys compare?

Section E. Evaluation of the OPA
**We are interested in knowing what you think about the OPA.

*E1 Would you say that on the whole the OPA did a good job or a bad job,
or did more good than harm, or more harm than good?

*F2 What would you say were the main positive achievements of the OPA in
vour line of business?

¥E 3  What would you say were the main mistakes made by the OPA in your line
of business?

*E4 Has there been an improvement or a deterioration in the administration of
price control in the last few months? In what way?

*E5 Would you say that the OPA regulations were genérally fair or unfair?

51 Were some types of business benefited or hurt by the regulations? How?
To what extent? . ‘

*511  Small or large firms?
512 Manufacturers? Wholesalers? Retailers?

52 Do you think QOPA has done better or worse in your line of business than
in other lines?

E6 Are the OPA orders usually clear and easy {o understand ?

E7 Has the OPA done a satisfactory job in checking up on compliance with its
reguiations ?

7.1  Or would you say that the methods of enforcing price control should be
changed? How? Why?

B8  Would you be in favor of changing the OPA regulations applied to your
business? How? Why (Why not?)

81 By abandohing the GMPR? If so, what should be done?

8.2 What do you think of the proposal of introducing dollar-and-cent ceilings
on the retail level ?

83 What kind of formula ceilings would be appropriate?
84 Should ceilings be madegsimpler or be differentiated to a larger extent?
*85  What would be the effect on prices of the changes you favor?

E9 What were the effects of price control on supplies? .
91 Have price ceilings, in your opinion, hampered production?
E10 Should the OPA be abolished or reorganized?
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From the Questionnaire for Manufacturers of Apporel and Housefurnishings

**( ]

11

1.2

Sectirn C. Sales and Assoriment
It has frequently been said that selling merchandise has become easier than
before the war. What has been your experience in this respect?
Does that mean that everything you have io offer now finds a ready
market? Exceptions? When? What?
Do you still try to increase the market for your goods?

1.21  If not, since when?
1.22 If so, how? When? Why? Promotions; advertising (unchanged, in-

c2
*k( 3

**3.1

*3.2

C4
4.1
42
*4.3
44

4.5
*4.6
4.7

4.8

creased or reduced}? Any changes in number and function of your
salesmen ?
Do changes in demand or customers’ wishes determine the type and assort-
ment of merchandise you produce¥ In what respect?
What other important considerations govern your taking up the production
of new merchandise, or of new styles, grades, patterns?
‘What considerations govern your discontinuing old merchandise or old
styles, grades, patterns? (Watch out for the following considerations*)
a. Government orders,
b. Shortages.
¢. Changes in demand.
d. Larger or smaller profits in different types of goods.
e. Evasion of regulations.
What changes in the assortment or in the proportion of the goods produced
have you made in 1942 and 1943? (Try to get description of specific in-
stances.) Why were the changes made?
Can you satisfy the demand of your customers?
If not, since when?
What do you do about it? In what way do y~u allocate your merchandise ?
Do you have a preference for certain types of customers?
Dg you treat all customers alike?
Important considerations :
a. Preference for large or small customers.
b. Preference for old customers.
¢. Business friendship,
Do you consider the question of how urgent your customers' needs are?
How do you treat new customers?
Are there more or less changes in your clientele than there used to be?
Why?
Do customers complain about your allocation of goods?

481 More or less frequently than they used to?

From the Questionnaire for Wholesale and Retail Grocers (June-July, 1943)

Section B, The New Grocery Regulations

**We are interested in finding out how the new markup and dollar-and-cent ceilings
on groceries work. Would you tell us what you think about these regulations?
What are your main complaints, what your main recommendations ?

B1
*x] ]

How did the regulations affect you?

Is your margin satisfactory? In what commodities, yes? In what com-
modities, no?
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1.2 Is your task too complicated? In what respect?
1.3 Are frequent recalculations necessary?
B2 What do you think of the regulations from the point of view of stabilizing
prices?
*#2.1 Do the regulations assure price stability ?
2.2 Do the regulations help enforcement ?
*2.3 Has compliance with the regulations improved or deteriorated?
*B3  Are the differences in the markups of the various commodities justified?
*31 How do the markups compare with those which you had before the regula-
tions went into effect?
*3.11 In which articles did the markups increase, in which did they remain
unchanged, in which did they decrease?
**B4 What do you think of the retail store differentials {the classification of
wholesalers) ?
41  Are the different classes of retailers (wholesalers) properly determined?
4.2 Do the differences in margins compensate for services rendered? -
4.3  What do you think of the publicity given to store differcntials?
*44 Have the differentials caused any shift in consumer buying (in retailers’
buying) ?
*BS Did the ceilings have any effect on the assortment of goods you carry?
5.1 Have you discontinued carrying available merchandise because margins
are insufficient?
52 Do you feature certain merchandise because margins are favorahle?
*B6  Selling below ceilings.
6.1 Has it become more or less frequent since the new regulations went into
effect?
6.2 How frequent is selling below ceilings? In what commodities? How much
below ceilings?
**B7 How do the new regulations compare with those which they replaced?
7.1  Were the new regulations necessary? If so, why?
72  What would you say are the main differences between the new and the old
regulations ?
7.3 Which do you prefer? Why?
*7.4 How did the old regulations work?
B8 Are there any articles you carry which are not under the new regulations?
*8.1  Should the new regulations be applied to them?
*B9 Do you think the new regulations will remain in force in their present form
for & long time to come?
9.1 If not, what changes do you expect? Why will these changes be made?
92  If yes, what will be the long-term effect of the regulations?



APPENDIX 11
(TO CHAPTER III)
7 THE SAMPLE
The sample is broken down in Tahle 47 according to the kinds of business of the

firms interviewed. Further breakdowns of apparel and housefurnishings retailers {A 1),
iood dealers (B), and smaller fields (C) follow.

TABLE 47
SamriE Accormnc To Kinps oF BusiNgss

Total Number Number of { Total Number
Kinds of Business of Firms Case Studies* | of Interviews
A, Apparel and Housefurnishings
1. Retailers
Department storest - — 23 7 38
Women's wear k3 | 7 44
Men’s wear - ceuecaeno 22 2 31
Shoes e e ————— 13 3 24
Furniture- — X - 13 3 18
Other housefurnishings . __ . _______ 20 0 bl
122 2 176
2. Wholesalers ——— — - 21 2 25
3. Manuifacturers
‘Women'’s wear_ —— 21 3 29
Men's wear—_—— 19 4 24
Shoes and gloves - R 12 1 is
Furniture o] 15 2 18
67 10 86
Total 210 34 ’ 287
B. Food
Retailers - 60 8 79
Groceries : Wholesalers and processors..___ 46 7 56
Meat: Packers, processors, and wholesalers_ | 35 7 58
Restaurants 35 2 41
Total-_ 176 24 234
C. Smaller Fields
Drugs.._..- - 38 0 42
Liquor. - 23 3 27
Laundries : ——e 23 0 25
Cleaners e e ) 8 0 10
Flowers._ - 14 0 14
Jewelryooo—o_ - - 16 ¢ 16
Paper,oa-——- 20 0 21
Total —_ o] 142 3 155
Total Sample — — 528 61 676

* Included in total number of firms,
1 Also mail-order houses and variety chains,

229
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Surveys among Apparel and Housefurnishings Retailers

All department stores and some specialty stores were interviewed about several of
the different commodity lines they carried. Table 48 presents the list of surveys and the
total number of firms with which each survey was conducted.

TABLE 48
SURVEYS OF APPAREL AND HOUSEFURNISHINGS RETAILERS

23 Department and 99 Specialty Stores

Number of Number of
. Stores Specializing | Other Stores Inter-

Commodity Line in the Respective viewed about the

Line Respective Line
Women's outerwear and underwear . ________, 24 16
Men'’s outerwear and underwear____________. 22 10
Shoes - — - 13 9
Furniture_.___ - - 13 8
Furs* ———— 3 12
Millinery¥f____._ _ 4 8
Handbags_-..._. e e 2 9
Luggage e ————— 3 6
China and glasswate 5 G
Linen and sheets___.. 3 7
Carpets and floor coverings—— . __| 2 8
Hardware and novelties... 5 8

99

* The fur questionnaire was also used in interviews with 4 fur whelesalers.
t The millinery questionnaire was also used in interviews with 3 hat manufacturers,

Food Surveys
Among retailers three separate surveys were conducted: one concerning meat, one
concerning groceries and produce, and one concerning baked goods. The sample of
60 firms is subdivided as follows:

7 chains: meat, groceries, and produce;

18 independents: meat, groceries and produce;
19 independents: groceries and produce ;

6 independents: meat only;

10 bakeries.

Among wholesalers and processors of groceries, two separate surveys were con-
ducted: one among wholesalers and processors of canned and dry groceries, and one
among wholesalers of produce, The sample of 46 firms is subdivided as follows:

22 general-line wholesalers (usualiy also processors);
15 produce wholesalers;
9 processors.
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Two further food surveys were made: one among meat packers, processors, and
whalesalers, and one among restaurants.

In 6 department stores separate interviews were made with the managers of the
grocery departments and restaurants; these were inciuded in Table 47 not among depart-
ment stores but among food retailers and restaurants, respectively.

Surveys in Swaller Fields
Flowers and jewelry: retailers only.
Drugs, liquor, and paper: 34 retailers;
22 wholesalers;
5 paper manufacturers.

Of the 23 laundries interviewed, 7 were also cleaners and were interviewed about
both lines.

TABLE 49

NumBeER OF REINTERVIEWS

KiNp or BUSINESS

NUMBER OF TIMES INTERVIEWED Apparel Total
and House- Smaller | Number of
furnishings Food Fields Interviews

One 156 131 129 416
Two e 36 35 13 168
Three e ] 13 7 0 60
Four. 5 3 0 k¥

Total . ' 210 176 142 676

Small Firms

Only in a few surveys did the problems in which we were interested necessitate
interviewing a relatively large number of small firms: Among retail grocers, 16 of the
37 independents mterviewed had sales under $50,000 in 1942 (Class 1 grocers, according
to the OPA price schedules). Among 30 retail drug stores, 12 were small neighborhood
stores; and among 23 laundries, 7 were “hand laundries.” Of the 35 restaurants, 9 had
less than 6 employces, while 9 were national or local chains or had over 100 employees.
Of the total of 122 retailers of apparel and housefurnishings, 35 were small, having 4 or
less employees; here, of course, very small neighborhood stores are much less numerous
and less important than in the food and service lines. Among manufacturers and whole-
salers of apparel and housefurnishings the proportion of small firms is believed to be
similar, but no exact data can be given because our information on the sales volumé of
the firms and the number of their employees is not complete,

Chronolegical Sequence of Surveys

The different surveys were conducted at the following times: end of 1942 and Jan-
uary and February, 1943, the meat industry and retailers of apparel and housefurnishings ;
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spring of 1943, manufacturers and wholesalers of apparel and housefurnishings ; summer
of 1943, wholesale and retail grocers and restaurants; fall of 1943, second surveys of the
meat industry, and of manufacturers and retailers of apparel and housefurnishings;
winter of 1943, smaller surveys. Occasional reinterviews were made at various times in
1943, and the first guarter of 1544 was devoted exclusively to reinterviews in all fields,



APPENDIX III
(TO CHAPTER XV)

SALES AND PRrOFITS

1. Sales Trends tn Different Business Lines

In collecting data on the sales of different commodities detailed interviews of a
small sample cannot, and need not, compete with the extensive national surveys of estab-
lished statistical agencies. The most complete available data on the dollar sales of retail
stores have been compiled by the Bureau of the Census and the Bureau of Foreigh and
Domestic Commerce (Tables 51 and 52). They are, however, broken down according
to types of store rather than commodities. For our purpose of determining whether
changes in sales of a commodity were correlated with the pricing procedures adopted by
sellers of that commodity, the published data have the following shortcomings:

a) The information on the sales of individual commodities is incomplete in that it
does not include the sales of those commodities by department stores.- Department
stores constitute a separate emtry which is not subdivided by departments. Therefore
the published data represent the sales trend of each commodity only if the business of
department and of specialty stores developed in the same mammner.

« b) Many specialty stores also sell several different commodities. Therefore the
sales trend of, say, shoe stores, as reported in the published data, is representative of the
trend of shoe sales only if the sales trends in hosiery, handbags, ete., were the same as
those of shoes,

¢) In the published data, different types of the same commodity are not distin-
guished. For example, sales of women’s apparel stores include the sales of expensive and
inexpensive garments, hats, blouses, suits, etc.; sales of furniture stores include refrig-
erators and radios together with wooden and upholstered furniture.

By supplementing the general statistical data with information from our surveys it
will be possible to indicate certain trends in the sales of individual commodities which
are not apparent from the published figures; though, of course, the small size of our
sample and its geographical limitation must be kept in mind.

Apparel. Table 50 shows that the physical production volume of men’s garments
decreased while that of women’s garments increased in 1942 and 1943. According to the
nationwide statistics, the doliar retail sales of both women’s and men's apparel rose in
those years but the former much more than the latter (Tables 51 and 32). It was found
int our surveys that men’'s apparel included at least two groups with unequal sales develop-
ment: men's suits and coats, and furnishings, In the first four months of 1942, that is,
immediately before the introduction of price control, the sales of men's suits ‘and coats
increased greatly (at that time it was expected that wool would become scarce, and
certain restrictions-—on trouser cuffs, two-pants suits, etc.—were announced in advance),
while in the following eight months they declined. In 1943 there was some improve-
ment in dollar sales but not in physical volume. Changes from 1942 to 1943 in the
dollar retail sales of suits and coats as reported by our respondents ranged from an

233
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TABLE 50
VoLumE oF PHYsIcAL Propucrion ofF CLoTHING FOR CIVILIANS

1935-39 average = 100

1939 1941 1942 1943
Women's and children’s garments_______| 110 124 127 131
Mer’s and boys’ garments____________| 108 124 102 84
Shoes, hostery, hats, and gloves..____| 1067 117 103 99

Source; Federgl Reserve Bulletin, Vol. 30, April, 1944, p. 309.
Garments include outerwear and underwear,

The index is based on data ou monthly output or shipments, active machinery hours, and mun-
hours worked: price changes do not affect the index.

increase of 12 per cent to a decrease of 20 per cent. In men’s furnishings, on the other
hand, our respondents said that their physical volume rose slightly and their dollar sales
greatly from 1942 to 1943, RepOrted increases in dollar sales of furnishings ranged
from 10 to 40 per cent.

Our findings agree wilth the published data that the sales of women's outerwear
rose much more than those of men's outerwear (Table 53). Yet we jound extensive
differences in the sales of individual sellers and of different types of women's clothing.
The manufacturers and retailers of women’s clothing in our sample reported increases in
their dollar sales ranging from 5 to 50 per cent in 1942, from 17 to 35 per cent in 1943;
the increases were much greater in blouses and small wear than in coats and suits. Most
sellers of women's wear said that not only dollar sales but also the number of dresses,
coats, etc., increased both in 1942 and in 1943, The number of hats sold was reported to
have increased much less. i

Department stores interviewed by us reported substantial increases in sales of
women's and children’s wear and toilet goods, and decreases in men’s civiliant suits, furni-
ture, housefurnishings, toys, and “hard lines” in general.l

National statistics on the dollar sales of shoe retailers show substantial increases in
1942 and_small further increases in 1943. Shoe production declined in 1943, and it appears |
that after the introduction of rationing the number of rationed shoes sold at retail like-
wise declined. We {found that both physical volume and dollar sales of expensive shoes
advanced while those of inexpensive shoes declined after rationing (cf. Table 45,
Chap. XXI).

Housefurnishings., According to* national statistics, retailers of furniture and house-
furnishings experienced practically no increases in their dollar sales in 1942 and 1943,
The sales of these retailers include, however, different articles with unequal sales trends.
They sell radios, lamps, and other appliances in which business fell off sharply, and
wooden and upholstered furniture, in which—-according to our information—dollar sales
advanced somewhat during price control,

Food. According to'the compilations of the Bureau of Agricultural Economics, the
physical volume of civilian consumption increased in 1942 and 1943 for most food prod-

1Cf. the breakdowns of departnent stores sales according to durable and nondurable goods in
Survey of Curvent Business, Vol, 23, October, 1943, p. §; according to departments in every issue of
the Federal Reserve Bulletin, which, however, gives only monthly changes in per cent.
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TABLE 51
SALES OF [NDEPENDENT RerarL Stores

Percentage Change of Dollar Sales as Compared with Preceding Year

CHICAGD 34 StaTES
Tre oF SToRe First half First half
1942 1943 1944 1942 1943 1944

Men's apparel .o +10% | + 3%] — 6% 4219 | +17%| — 1%
‘Women's apparel-._-_._| -+14 +25 10 4-22 +33 + 9
[T +10 +13 ~—12 +33 416 — 3
Dry goods. e cceeeeeen| 26 +-27 +15 +29 ] 425 + 7
Furniture__ o ____... —10 — 3 + 8 0 + 3 — 2
Food (total) uae o 426 27 +10 +21 +19 4 5

Thereof : Groceries

withontmeat________| ~—— 425 + 4 +22 +21 +6
Drugs eemm e +11 +21 +17 +22 +-24 +12
LAUOr oo e —_ +27 + 7 +27 + 8 1 + 8
Restaurants—o o ovmeeeand +18 +26 4+ 9 +25 +30 +11
Jewelryo o] + 5 + 36 +13 +27 +29 +10
Flowers o + 3 +23 421 + 9 +30 422
Department stores, total | +13 +12 4+ 4 +16 +17 + 8
Other kinds of business, '

703 | S ——— e 4-16 +10 —_ +13 + 3
Al 5t0re8c e | + 6 <415 + 8 + 4 +15 + 7

Source: Burean of the Census, Current Statistical Service, Releases for December, 1942, Decem-
ber, 1943, and June, 1944,

Samples of over 700 firms in Chicago, and of over 19,000 firms with more than $3.5 billion sales
(1943) in the 34 states.

ucts, except those that were rationed. Per capita consumption of canned fruits and vege-
tables declined considerably, and meat consumption slightly, from high levels reached in
1941. Total consumer expenditures for food and dollar-sales of food stores rose in both
years, but national data on the dollar sales of different food products are not available.

. According to their annual reports, the total dellar sales of the large meat packers
(including sales to government agencies and sales of poultry, eggs, by-products, etc.)
were roughly twice as large in 1943 as in 1939, and in most cases somewhat larger in
1943 than in 1942, although the tonnage did not increase in 1943 as it had in previous
years. Retail meat dealers in our sample showed substantial sales increases up to the time
of meat rationing and again after November, 1943. Total 1943 sales trends differed from
store to store: in 6 stores meat sales were found to have been higher in 1943 than in
1942, in 6 they were about the same, and in 7 they were lower.

Both the published data and our surveys indicate that grocery sales expanded con-
siderably in-1942, and in our sample the trend of the different departments did not differ
greatly. In 1943 sales of fresh fruits and vegetables showed further great advamces;
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TABLE 52
SALEs oF ALL ReraiL Stores
1941 Dollar Sales = 100

Type of Store 1939 1941 1942 1943
Department, including mail order————____| 79 100 111 122
Men’s clothing and furnishings_ .. ____, 77 100 118 138
Women's apparel and accessorieso oo oo.__. 78 100 128 173
Shoes_— ' 81 100 128 135
Furniturc and housefurnishings_—— ..___. 66 100 109 105
Grocery and combination..c e veec oo 81 . 100 127 - 136
Drug stores_._.. a3 100 122 147
Liquor 72 100 140 167
Eating and drinking places oo . 74 160 129 167
Jewelry - 62 100 128 165
Florists__. S 77 100 118 —
Al durable-goods stores a-oooomeomo. 66 100 64 58
All nondurable-goods stores —e-———vmn—. 79 100 119 134
All stores 76 100 104 113

Source: Burean of Foreign and Domestic Commerce, Swrvey of Curvent Business, Vol 23,
November, 1943, p. 7; the estimates given there for 1943 were corrected by data from later issues..
Summary of the sales of all retail stores in the United States; total sales in 1943, $62.9 billion.

wholesalers interviewed by us who specialized in these products increased their business
irom 30 to 150 per cent against 1942. On the other hand, of 14 general-line wholesalers
whose major products were canned and dry groceries, only 9 had larger sales in 1943
than 1942, and the gains were slight. Most independent retailers intervicwed increased
their total dollar sales (cf. Table 43, Chap. XXI; average increase, 11 per cent), but
there were several whose sales of dry and canned groceries declined from 1942 to 1943,
while their produce sales rose. To what extent the latter development was due ‘to the
considerable price increases in fresh fruits and vegetables could not be determined.

Drugs. Drug stores increased their business velume consistently and substantially
according to the national statistical data. Fountain sales doubtless played some part in
this increase, but could not have been solely responsible for it, since 83 per cent of the
retail druggists interviewed by us reported a “substantial increase” in their sales of drugs,
pharmaceuticals and toiletries (Table 54).

Liguor. National dollar sales of retail liquor stores incrcased both in 1942 and 1943,
but to a greater extent in the former than the latter year when consumers found whiskey
very scare. We found in our surveys that in 1943 the trend differed from store to store
to an exceptionally great degree: exact data from 12 stores showed a spread from 5 per
cent decrease to 70 per cent increase in dollar sales (the Burcau of the Census reported
an average increase of 27 per cent for Chicago). The physical volume was said to have
increased in one half and decreased in the other half of the 12 stores.

Laundries and cleaners. All laundries interviewed (24) reported that demand for
their services had increased ; vet because of labor shortages several laundries had limited
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TABLE 53
SaLEs oF MEN's AND WoMEN'S OUTERWEAR
Percentage Change of Dollar Sales in 1943 as Compared with 1942
From Case Studies with 10 Chicago Retailers

Men's Civilian ‘Women's

Type of Store Clothing Clothing

A, Department store--.- +12% + 309
B. Department store.._ - — —20 427
C. General apparel store — _— +10 425
D. General apparel stOre. e o momcme e — 7 +31
E. Men’s specialty storeo o oommcceem 410 —_
F. Men’s specialty store - 45 ——
G. Men’s specialty store + 4 _
H. Women's specialty StOrea o weeooccooue. —_ +25
I. Women's specialty store oo cooomemoa. —_ 422
J. Women's specialty store —_— +24

The table includes 10 firms that supplied exact data for two comparable periods. The data
for stores B, G, and J refer to the first 9 months of 1943 as against the first 9 months of 1942,

their high-ptice services. Thereby 4 laundries had reduced their business volume in 1943,
and 9 had allowed it to increase only slightly, The dollar sales of most cleaners rose
15 to 20 per cent from 1941 to 1943, but a few inexpensive cleaners reported unchanged
or even declining sales because of lack of demand for their servicés.

Uncontrolled commodities. All available data indicate that in 1942 and in 1943 the
increase in the sales of restaurants and of jewelry and flower stores was greater than
the average increase of all other types of retail stores. In 1942 jewelers specializing in
installment sales experienced a decline, and other jewelers an increase in dollar volume;
in 1943 the sales of all jewelers increased because they all expanded their cash business. As
to the dollar sales of Chicago florists, the Bureau of the Census reports an increase of
3 per cent in 1942 and of 23 per cent in 1943 {weighted average of 12 and 10 forists
respectively), while we, found a 15 per cent increase in 1942 and a 26 per cent increase in

1943 (unweighted average of 14 florists). In view of the large price increases in flowers
(ci. V, 2) it is questionable whether the physical volume of sales changed greatly. In
restaurants the sales increase was greater in 1943 than in 1942,

Many respondents who did not give us annual sales data furnished information
about the trend of their dollar sales in the last few months before the interview as com-
pared with the same period of the preceding year, Of 455 respondents, 55 per cent said
that their sales had increased substantially (20 per cent or more) and only 25 per cent
that they had remained unchanged or declined {Tabie 54). Substantial gains were re-
ported most frequently by sellers of drugs, groceries and produce, women's wear, and
shoes ; least frequently by sellers of men’s wear, furniture, and lquor,

Since we determined in each interview what type of pricing procedure the business-
man adopted, we were in a position to compare each respondent’s sales trend and pricing
procedure, The two are not correlated. Pearson’s mean-square centingency coefficient
between each businessman’s sales trend (as classified in Table 54) and pricing procedure
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TABLE 54
CLASSIFICATION OF INTERVIEWS AccorbinG T0 TREND 0F DOLLAR SALES
Sales Trend before Interviews as Compared to Same Period of Preceding Year
Surveys between October, 1942, and May, 1944

Prr CeNT oF SAMPLE WITH
SaMPLE
Kiwp or Busivess I( Nuwszg oF Substantial Stall No Change
NTERVIEWS ) .
Increase Increase| or Decline
All firms. mm————m———————— 455 55% 20% 25%

Men’s Wear.__. - 46 22 17 61
Thereof : Men's suits and coats_. - 21 9. 14 77
WoImen's Wear e cenw—ccmemn—am.. 57 68 23 9
Shoesand gloves_ oo ] 35 63 ' 17 20
Apparel, general ... _ 45 69 11 20
Furniture. e e ] 46 28 48 24
42 83 10 7
52 48 . 29 23
Groceries and produce______________| 77 65 4 23 - 12
Liquor e 25 32 32 36
ELaundries and cleaners_...——.._.__.._ . 30 50 .33 17

Note: The groupings of the different business fields in this table correspond to those in Table 22,
Chap. XI, where they are explained in detail. Eack commeodity line includes the manufacturers,
wholesalers, and retailers in that field. “Men’s suits and coats” includes all manufacturers of those
-commodities and only those retailers who furnished separate data abount their sales of suits and coats.

Respondents were asked te compare their sales in the three months preceding the interview
with those in the corresponding period of the preceding year.

“Substantial increase” means an increase of 20 per cent or more; “small increase,” 1 to 20 per
cent,

{as classified in Table 22, Chap. XI) is (.04 for the total sample, and is not significant
for any commodity line. If we take the largest group alone, the interviews in which
“substantial sales increases” were reported, we find that approximately equal proportlons.
‘kept prices stable, raised them indirectly, and raised them d.lrect!y.

2. Profit Trends in Different Business Lmes
The currently available information on 1942 and 1943 profits of firms engdged in the
different business lines studied in this monograph is incomplete.3 We shall have to rely
on a few natiopal compilations of corporate earnings, on the published annual reports of-
leading corporations, and on fragmentary information from interviews.
Table 55 shows that the 1942 profits before taxes of the corporations engaged in
the retail and wholesale trade and in the manufacturing of “food” and “textiles and

3 0f 250 respondents with sales increases of 20 per cent or rmote as against the preceding year,
30 per cent adopted pricing procedure A, 36 per cent procedure B, and 34 per cent procedure C
(ef. Chap. XI for definition of the pricing procedures).
" % At the time of this writing the Bureau of Internal Revenue has ndt released its profit statistics
for those years. '
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leather” exceeded substantially those of the excellent year 1941; and in 1943 there was
a further although much smaller increase in most groups. Tax measures appear to
have had a much greater effect on profits than price control: profits after taxes rose
much less than profits before taxes, and in most groups the changes in profits after
takes were insignificant in 1942 and in 1943,

TABLE 55
Estimaten CorroraTE ProFITS (Natiowar ToraLs)

| 1941 = 100
Berore Taxes AFTER TAXEs
Kinp or Business 1942 1943 1942 1943
Trade: Totalo oo 137.3 143.3 109.6 108.5
Retail ——— 145.1 148.1 113.7 1154
Wholesale oo e cmeee 128.1 137.5 104.5 99.8
Manufactaring: Total* s 128.7 146.6 106.5 113.5
Food, beverages, tobacco. .. . _| 140.9 160.1 112.3 116.2
Textiles, leather. 151.4 147.6 14.6 100.5

Source: Swurvey of Current Business, Vol. 24, July, 1944, p. 6.
* Includes manufacturers of durable goods, producers of war wmaterials, etc.

The National City Bank in compiling the profits after taxes of the leading corpora-
tions found the following percentage changes from 1942 to 1943 in some of the fields
discussed in this study: miscellaneous retailers and wholesalers 4 126 per cent, depart-
ment stores + 12.2 per cent, clothing manufacturers + 5.6 per cent, food chain stu.cs
-+ 22 per cent, other chain stores + 1.0 per cent, mail-order houses — 0.8 per cent, meat
packers — 3.2 per cent, shoe manuifacturers — 4.4 per cent, furniture manufacturers
—18.5 per cent.4

That both 1942 and 1943 were very profitable years for the retail apparel trade was
confirmed by the compilations of the Controllers’ Congress of the National Retail Dry
Goods Association. Profits (before taxes) of 209 department stores and apparel specialty
stores amounted to 6.1 per cent of sales in 1941, 7.5 per cent in 1942, and 10.2 per cent
in 1943, (The sales of these stores increased 17 per cent in 1943.)

Among Chicago meat packers operating profits advanced substantially from 1939 to
1942 and also, but to a smaller extent, from 1942 to 1943. They reported, however,
that their beef and pork departments operated with losses which were counterbalanced
by profits from by-products and other divisions. According to the annual reports of
the “big four” packers their operating incomes, before dividends received, fixed charges,
and income taxes, were $32 million in 1939, $96 million in 1942, and $118 million in 1943
(net incomes after taxes, $22, $43, and $43 million, respectively). The business year

in this industry ends on October 31; in the winter of 1943-44 both volume and margins
increased.

4 Monthly Letter of the Nationel City Bank of New York, April, 1944,
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TABLE 56
CLASSIFICATION OF INTERVIEWS AccorpiNG 10 TREND oF ProrFrTs Brrore TaXxes
Surveys between October,” 1942 and May, 1944
Profit Trend before Interviews as Compared with Same Period of Preceding Year

Per CeNT OF SAMPLE WITH
Declining
Kinp oF BUsSINESS SaMPLE Rising and Unsatis-
( NUMBER and Inter- factory
oF Satisiactory mediate Profits or
Firms) Profits Cases Losses
All Firms _— - 1370 45% 25% 30%
First Grouping: .
Nonfood retailers ____u.____ 151 53 16 31
Nonfood wholesalers _._____ 23 35 39 26
Nonfood manufacturers ..__| 52 44 14 42
Food retailers - oooauo 43 3o 35 26
Tood processors and whole-
Salers o 71 39 M4 27
Laundries and cleaners ... 30 30 43 27
370
Second Grouping :
Men's wear______ . _____ 31 39 16 45
Women's wear___ e 49 49 14 37
Shoes and gloves. . .——_._ 30 53 10 37
Apparel, general . __.__ 34 65 32 3
Furniture and housefurnish-
ings 30 40 23 37
Drugs 26 46 4 50
Meat oo 49 43 24 33
Groceries and produce_—w..__ 65 37 22 41
LAGuor oo eem 21 62 9 29
Laundries and cleaners——_—._ 30 30 43 27
365

See Table 22, Chap. XTI, for explanation of groupings and business fields.

In our surveys all grocers called 1942 2 very good year: with 3 exceptions all 37
wholesale and retail grocers who answered our inquiry said that profits before taxes were
substantiaily larger in 1942 than in 1941; 7 declared spontancously that in that year
profits were the highest ever made. In 1943 the profits of 7 informants increased fur-
ther, those of 16 were smaller than in 1942 but larger than in 1941, and those of 5 smaller
than in 1941.

Although we obtained exact profit data only in 2 few interviews, most respondents
indicated the trend of their profits shortly before the interview. We inquired about
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the rate of profits before taxes “in the last few months” (preferably the six months
before the interview) as compared to the profits in the corresponding period of the
preceding year.d

In presenting the information received it wonld not be sufficient for our purposes
to differentiate between rising and {falling ‘profits; rising profits may have heen sub-
jectively unsatisfactory for the merchant if they were absolutely very small. We dis-
tinguish rather for each business field surveyed between (a) profits that were higher
than in the corresponding period of the previous year and were deemed to be satisfactory,
(b) profits that were declining and were unsatisfactory (including losses),8 and (c) inter-
mediate cases (Table 56).

Differences in the profit trends in the various commedity lines and business levels
were not very great, although it appears that nonfood retail stores, especially depart-
ment stores included under “apparel, general,” were more profitable than other busi-
nesses.” Tor the entire sample no correlation was found between profit trends and
pricing actions. Stable prices were maintained (pricing procedure A) by 27 per cent
of the 166 respondents with rising and “satisfactory” profits and by 30 per cent of the
111 respondents with declining and “unsatisfactory” profits. In two business lines,
however, the meat industry and laundries, profit trends and pricing procedures did
appear to be associated: here compliance with price control regulations seemed to be
more satisfactory among firms with rising profits than among those declining profits.
The question of correlation between pricing procedures and profits calls for further
analysis. This is given in- Chapter XV, where the former are studied under various
conditions of supply and demand, which determined profits, The size of our sample
does not permit a statistical {multiple) correlation analysis involving all these variables.

€ We did not ask about profits after taxes although they may have been more relevant for the
businessmen’s satisfaction ot dissatisfaction with price control than profits before taxes. But during
considerable parts of 1942 and 1943 no businessman could know the rate of his profits after taxes
since tax legislation was pending and taxes were enacted retroactively. Moreover, profits before taxes
varied to a much greater extent from firm to firm than profits after taxes,

¢ While rising profits were often not considered satisfactory, especially in comparison with the
profits of defense industries or the income of wage earners, falling profits were practically always
considered unsatisfactory, even when profits were still substantial,

7 In this group increases in sales volume and reductions im markdowns (Chap. VIII) contributed
to the profit increases.
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