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HOW MANUFACTURER MARKETING PROGRAMT BUILD BETTER
DIZTRIBUTOR RETATION' TN THE TOOD INDULTEY

by Carl G. Zander

This thesis purports te discuss the various aspects
of manufacturer marketing proecrams in order to determine
what effect, if any, they have in developing better dictri-
butor relations in the focd 1ndustry.

vaintaining sound distributor zelations iz becoming
increasingly 1mportant in the 19£0's, and manulazcturers zre
beginning to place more emphasis on this facet of business.
This thesis examines the relaticnchip manulzcturers have

with distributors, fthe general feeling distributors e

o

{p1ess
about various morketing practices, and recommendrtions s
to how marketing programs can be improved or initizted
which better serve distributors

Research material for this thesis wuas yathered fron
three main sources: (1) A review of the major food distri-
bution periodicals from Januwry, 1954, throurh July. 1971,
in addition to articles appearing in business, governuent,
and trade publications. (2) Personal interviews with food

distributors and manufacturers throughout the United States

where the author had experience working for “cott Paper
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Company since 1957. (3) Personal observations the author
recorded from his experiences.

The conclusions reached are as follows:

Manufacturers should gilve more attehtion to creating
better distributor relations because: (1) The concentration
of an increasing nurber of supermarkets accounting for the
ma jJor share of the nation's food buciness into the hands of
fewer, but cconomically stroniser, supermarket crganizations,

(2) The need for munufucturers and distributors to work
collectively to achleve greater progress in food distri-
bution in the decades ahead, (3) The need for both to work
cooperatively in capturing a larger share of the consumern's
dollar spent on food.

There are four marketing factors which help manu-
facturers build better relations with distributors. TFirst,
distributors want to sell products which have consumer
demand and return a satisfactory profit. Second, distri-
butors like 1liberal discount terms and more efficient
deliveries which allow them to keep inventory to a minimum
and increase inventory turnover. Third, advertising con-
tracts, deals, coupons, and allowances help distributors
sell more product, but the work involved in the handling
and administration cf these incentive programs often times

offset the advantages of increased sales and profilt. Hanu-

facturers should try to eliminate additional workloezds
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required to handle incentlve programs. Finally, salesmen
should be trained to be marketing

men skilled in under-
standing distributor problems and

capable of proviading
pertinent data and information, as well as merchandising
ideas which increase sales and profits

Inter-industry conferences an

1
s
A

the manufacturer's
willincness to help distributors solve their problews
breed co:nfidence and good wlll and crezate the proper climate

bution network the world h

wilthin which to build the finest, most advanced food distri-
as yet to see.
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CHAPTER I

INTRODUCTION

The food industry is one of the largest 1n the United
States, today. The Chase Natlonal Bank's bi-monthly economic
review stated that the industry gets the largest share of the
consumer dollar'.1 Currently, food outlays are running at a
rate in excess of €5 billion dollars a year‘.2 This 1s close
to one-fourth of the total consumer spending in this nation.
Spending large sums of money on food in this natlon
does not necessarily imply that the food supplier's role is
a so-called "bed of roses." Nothing can be further from the
Eruth. As a matter of fact, manufacturers need to be alert
to the perpetual changing patterns of food retailing in
Order to maintain their respective share of the grocery busi-
Ness,
Mailntaining sound relations with food distributors is
Just as important to the manufacturer as keeping the consumer
}151¥313y. This is especilally important in the food i1ndustry
beea.use of the development of two trends: the growth of the

SUpermarket and the merging of food distributors throughout
_—

A 1"More Dollars Spent On Food," Food Mart News,
Prii 15, 1958, p. 13.

EIbid.






the Unlted States. The growth of the supermarket 1s a

fantastic tale, rich in American tradition, drive, and

ingenuity. Born in the depression, the supermarket has taken

its place among the many wonders of progress which could

happen "only in America." It has revolutionized the American

women's shopplng habilits by creating a new shopping atmosphere

claims M, M. Zimmerman, Editor of Super Market

in which,
Merchandising, "sight and touch buying and freedom of choice

prevail."3 Massive supermarket structures with colorful
decors, soothing'music, temperature and humidity control,
appealing food stuffs from all over the world merchandised

In compelling display cases and shelving, ample parking
facilitles, kiddie corrals, and other conveniences too
numerous to mention lure American women away from the "corner"
grocery store and into the land of "Superama."

In the "960 Annual Report on Food Retailing" prepared

by the Editors of Progressive Grocer, subermarkets accounted

Tor 697 of the total food sales in the United States while
COmprising only 13% (33,200 stores) of the total retail

OUutlets. Conversely, stores with sales of under $75,000 per
Year accounted for 65% of all grocery stores in America but

diq a mere 7% of the food business.u It is clearly evident

\

H 3M. M. Zimmerman, The Super Market (New York: McGraw-
111 Book Company, Inc., 1955), p. 1x.

P brne Editors, "1960 Annual Food Report On Food Retailing,"
=~Xogressive Grocer, Vol. 40, No. 4 (April, 1961), p. 39.







that supermarkets kave become the dominant factor 1n food
retailing and will continue to do so In the years ahead.
Therefore, manufacturers should respect the supermarket
position and strive to market products which lend themselves
to supermarket merchandising if they are to compete for €9%
of the food business,

The second maJjJor trend prompting manufacturer's
attention to distributor relations 1s the number of mergers
which have taken place since 1955 involving the nation's
largest chain and independent distributors. The following
table lists the number of transactions and the total number

of" stores changing hands in supermarket mergers or acquisi-

€ions since 1955:5
Year Mergers Stores
1955 L2 863
1956 34 332
1957 38 438
1958 L7 449
1959 40 250
1960 17 250

Mergers and acquisitions tend to place more stores
Wnder the control of fewer food distribubtors. Therefore, as
the large chains and independent groups grow, manufacturers
Ting that maintalning warm distributor relations is a nec-

S Ssi1ty.

—_—

s PMartin Gottfried, "Chain Merger Rate Off Sharply,"
=Y Permarket News, Vol. 10, No. 1 (January 2, 19461), p. 31.







The growth of large food distributors has been

recelving public attention. The Federal Trade Commission's

study released in May, 1960, pointed out some very interesting

facts concerning the growling power of retall chains. The

report revealed that since 1929, food retailing has developed

into big business. Stores with sales in excess of $300,000

a year accounted for only 4% of the total grocery store sales

in 1929 but, in 1958, accounted for nearly 70%. Corporate

chains acquired almost 2,500 stores by mergers and acquisitions

from 1949 through 1958, Two-thirds of the total stores were

acquired by ten of the industry's largest food firms.” The
Federal Trade Commission's report has drawn the attention of
Some members of Congress who are advocating governmental

Controls to guard against monopolistlc tendencles 1in the food

Industry.
The president of one of the largest food manufacturers

the nation discussed the growing threat of large chains in
Charles G.

in
Ehe company's annual report to the stockholders.
MC>1”‘t1mer, President of General Foods Corporation, remarked
in the 1958 annual report that the steady increase of the
COncentration of buying power in the hands of fewer grocery
dj—Stributors poses a tserious threat to food manufacturers.

Tpklefse powerful distributors, Mr. Mortimer revealed, control

\

Nea 6Marvin Caplan, "FTC Issues 338 Page Report,'" Supermarket
—WSs, Vol. 9, No. 21 (May 23, 1960), p. 1.
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their distribution channels and through strong sales emphasis,

[d

push their own "private" labels or brands.'

Sidney Johnson, marketing consultant, compared the

situation of fewer distributors controlling more and ﬁore
supermarkets to that of a funnel, Mr. Johnson pointed out
that products must pass through the narrow neck, representing

distributor buying offices, to reach the food stores doing

the largest part of the food volume 1in the United States.
Therefore, Mr. Johnson recommends that manufacturers make a
Strong effect to gain the respect ahd cooperation of the

large distributors to insure the study flow of merchandise

"to the market place.8

In addition to the growth of the supermarket and the
Cconcentration of food store sales into fewer distributor
OXxrganlzations, sound relations between manufacturers and dis-
tributors has a healthy effect on the natioﬁ's economy as
wWell., Through mutual cooperation, better methods of dis-

T xribution food can be achieved which benefit Americans
I"esulting in a wider varlety of 1mproved grocery at reduced
C osts made available in modern, efficient, and pleasant

SuUpermarkets. Paul Willils, President of the Grocery Manu-

Tacturers of American, asserted that the food industry keeps

—

7Geor'ge Lieberman, "Supplies Threat Seen In Chain Com-
Pe tition," Supermarket News, Vol. 7, No. 16 (June 16, 1958),

B o,

+ 8J. Sidney Johnson, Marketing Consultant, in an address
O the Food Distribution Class, Michlgan State University,

April 30, 1956. :







(t\\

productlion and marketing facllities 1In high gear and main-

tains a high level of employment to help off-set the effects

of economic slumps in other areas of business. In the past,

Mr., Willis recalled that the food industry acts as a stab-
11izing influence durling periods of reduced business activity

by providing employment and offering food stuffs at the

lovest posslible cost to the consumer. Thus, the manu-

facturer and distributor have an obligation to the American

people to work together to perfect a better food distribution

system particularly in periods of buslness recession. Every

Saving made indistribution costs can result in greater values

for the consumer and, consequently, more business for the

food industry. Relationships between manufacturers and dis-

tributors should be properly cultivated since an "all out"
Team effort and cooperation among all segments of the
I ndustry offer the best opportunity for continued success in

making contributions for the betterment of America's food

I ndustry.
The author purposes to discuss the manufacturer-

A 3istributor relationship in the food industry in an attempt
To getermine how both, through mutual understanding, can
Work collectively to preserve and improve the most efficient

AnNAd economical method of distributing food.

———

9Paul Willis, "The Food Industry--A Stabilizing
][IIfluence," Food Mart News, April 15, 1958, p. 1.




Definition of Terms

Throughout thils thesis, the term distributor will be

used to encompass the following types of distributors most

prevalent in modern food retailing:lo

Chaln Organization--An organization operating 11 or more
retail stores.

--A person or persons owning 10 or less

Independent
retall stores.

Cooperatives --Retailers who are ovwner members of a
cooperative wholesale buylng group
such as Certified Grocers, Associated
Grocers.

Voluntary Groups --Retailers who are members of a volun-

tary merchandising and buylng group,
sponsored by a wholesaler and who

operate under a common name, such as
IGA, Red & White, Spartan, Super
Valu, Clover Farms, et cetera. Such
organizations are commonly referred
to as voluntary groups.

The author wlshes to state that he has had the good
foxrtune of working for a manufacturer, The Scott Paper
Cc:rnpany, whose dedicatlion to the consumer, distributor, and
food industry is above reproach. The Scott Paper Company
ha s expended great amounts of time, money, and manpower 1in an
S I fort to assist the distributor to better serve the public.

Although the material presented in thils thesis does
Not necessarily represent the thinking of Scott Paper Company,
Che author sincerely belleves that an attempt at thils time to

SXPound on ideas concerning manufacturer-distributor relations

\

Ra 107ne Editors, "1960 Annual Food Report On Food
Tailing," op. cit., p. F6.
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in the food 1ndustry would have been most Impractical without
the valuable experience galned while working with this
company.

Information for this thesis was obtalned from a varlety

of sources, and the author 1s grateful to those who unselfishly

gave of their time to be of assistance. However, a token of

appreciation should be given to Super Valu Stores, Inc., a
progressive voluntary group which the author had the privilege
of working with for two months to grasp a comprehensive under-
standing of a distributor's operatiods and problems in the
grocery industry.

The mere fact that the reader may formulate oplnions
and Judgments contrary to those which are to be presented is
Not so important as long as one realizes that the guarantee
to greater achievements in food retailing depends upon an
Understanding coexistence between the manufacturer and

dil stributor.

Pzalm 44:3
. « . For they got not the land in possession of their
own sword, neither did thelr own arm save them. . . .



CHAPTZR II
THE PRODUCT

Perhaps tn2 most important factor 1n developing good

distributor relations 1s the willingnesc of <distrivutor

0}
cr
@]

sell a product which has consumer demand and app=sal and s=211=

fast encucin to produce satisfactory peofit. Zistzibut:os

Interest depends on thae proiuct and the value ths consumer.
sually, a2 manufacturer's reputation is inherent in the

(2]

tion is given to the manu-

‘—Jo
3
%)

Product, and a gr2at deal of adm

facturer whose hizh quality product is known and wanted by
come merchandise wilth wide

the consumer. Distributors wel

Customer acceptance, and more often, they are most likely to

take on the new product of a reputable supplier than a com-
Pany whose name has not been established in the foocd industry.

The major barrier distributors raise when considering

What new products to stock is the problem of space and here

to put the new items in the store. With fhe avsraze super-

Tiarket selling approximately 5300 items, the shelves are

Packed and where to put new

E1 ther the new product replaces an exlsting one or space is
Ma de by cutting down on the amount of sh21lf space allocated

to other products 1in the store. Therefore, manufacturers
< ©Omplete agzalnst each other when introducing new merchandise

roducts posa2s a sarlious question.
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10
and the outcome depends on a number of factors which will be

covered in thils chapter.

When observing the variety of products sold in the

supermarket, one might recognize that certain manufacturers

sell a number of items., Companles, such as Proctor & Gamble,

Campbell Soup, General Foods, General Mills, California

Packing, Gerber Baby Products, H. J. Heinz & Company, Scott

Paper, Libby, McNell & Libby, come to mind. All of these

companies are reputable and their products are purchased by

countless Americans. An analysis of product programs reveals

the principles which are employed by the major companies when

Introducing new products. These principles are summed up by

the formula used by The Scott Paper Company to explain the

Success of a product franchlse--QVA=P. Explained in words

this means quality, value, and advertising, equal profits.

Ea ch principle will be discussed individually.

Quality
Quality i1s the factor by which all products can be

Judged. It provides a basis for comparison. Quality sig-
N3 ffies the efforts and toil of countless employees in various
Capacities working coherently to produce a product which
S A& tisfies the desires and needs of the consumer,

Quality standards must be rigidly adhered to if a
Product is to fulflill the wants of the shoppers. Once the

P roduct is placed on the market, the manufacturer has a

BPUbiic trust to maintain quality standards which the consumer
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expects to receive. Any carelessness 1in keeplng quality

controls may be detected by consumers and discourage repeat

purchases. Unfortunately for distributors, there have been

occasions when consumers decide 1t is more convenient to

complain to the supermarket manager rather than to the manu-

facturer. Naturally, distributors wish to avoid agitating

the consumer and look unfavorably upon suppliers who allow

"inferior" merchandice to reach the market place. There have

been occasions when manufacturers, whose products drasw
adverse criticism, found that distributors turned a "deaf

ear" to new product presentations even though the new items

were of high quality. Even though apparent discrepancies

were corrected, the suppliers found it extremely difficult

to get back into the distributors' good graces.

Va lue
Quallity 1is 1mportant in the success of a product but

SO 1s price. Therefore, a happy medium must be reached

I"e garding how much quality the consumer 1is willing to pay for.
EJ'Cpr-essing i1t in another way, the suppller must ask the
YU estion--how important is the quallty image in the consumer's

MIng, and will she pay a premium price. Often, consumers

wWila pay more for a product 1f the quality advantages are
EEEiESily recognized. However, 1f the quality difference
bet‘ween competing brands is not easlly distinguished, price
be<3c>mes an 1lmportant factor.. If a manﬁfacturer i1s to be

Esll<3cessf‘ul in inducing consumers to pay a higher price for
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a product, there must be a marked difference in the product
which 1nsures the consumer's brand loyallty.

Thus, 1t 1s reasonable to assume that quality plus
price determines value. The more value a consumer receives,
the better the chance a product has of becomlng a success.
Certainly, distributors are anxious to satisfy customers,
and manufacturers who are able to offer products of high
value are sure to reap consumer patronage and in turn merit

distributor confidence and support.

Advertising

Contributing heavily to a product's success in adver-
tising, the stimulus that sparks demand for a product. Quite
frequently, one is attracted to advertising messages bom-
barding the public from various advertising media. Adver-
tlising helps to attract attention, create interest, and
stimulate decisions to buy. Without advertising, many of the
leading grocery products in today's supermarkets would not
have achieved the success they now enjoy.

The advent of "self service'" shopping in modern super-
Markets places the responsibility of making buying decisions
SQuarely on the shoulders of the consumer. This decision
can be influenced by compelling television commercials, color
Magazine and Sunday supplement ads, or haunting radio jingles.
Confronted with endless varieties of merchandlise, consumers
My be prompted into selecting certain brands because a
MaNufacturer spent time and money to create a brand image in

the Shopper's mind.
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Today, most distributors assume or expect manufacturers
to place adequate advertising behind products to insure con-
sumer acceptance. Almost all suppliers in the food industry
advertise 1n some way, shape, or form, whether 1t be a gala
television spectacular in living color, a fifteen second
spot commercial on the late, late movie show, or a full page
color ad on the back of one of America's leading comic books.
The important point to remember 1s that the adverticing
expenditures should be geared to an objective. MNost likely,
this obJective 1s to present the sales message to the largest
number of consumers possible. Advertising merely for the
sake of telling distributors a product 1s advertised without
regard to a carefully planned program 1s a waste of money.
A comprehensive advertising schedule not only blankets a
certain area with convinecing sales stimuli but also lends
Support to promotions and in-store displays at the retail
level. Suppliers backlng products with strong stimuli
Uuswually have a better chance of increasing turnover which

e sults in additional dollars to the distributor.

Profit

The final factor in determining the success of a product
1s profilt, in thils case to the distributor. There are two
basic tenets of supermarket selling--fast turnover and high
CUmulative dollar contribution of low profit items to net
Profi1t, Whereas, low prices reduce the profit on a per case

basﬁis, they encourage a larger number of consumers to buy
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thereby resulting in more profit dollars to the operator of
a supermarket. The moral of the story about a "fast nickle
beating a slow dime" certainly applies to the supermarket.
Lower prices enable more people to buy a larger number of
items as well as spreading purchases over a wider variety

of grocery products assuming the consumer adheres to a fixed
percentage of the amount of famlly income whilch can be spent
on food.

The percentage of profit is important to the distri-
butor, but so 1s turnover. Manufacturers should take both
turnover and per cent of profilt into consideration when
Pricing merchandise to the distributor. However, there are
Still a number of distributors who actually do not quilte
understand where profits come from in the food industry.
How often have manufacturers heard retaillers say that the
Pe rcentage of profit 1s entirely too low wilthout consildering
the turnover potential of the product. Malcome P. McNair in

his study that appeared in the June, 1957, Harvard Business

Bfﬂzlgﬂ sald that retallers have become slaves to percentages.
SCHnething stands 1n the way of clear thinklng. Continued
€Mmphasis is placed on percentages of sales instead of dollar

eaJ?nings and the relation of dollar earnings to investment.

Mr

McNair suggested that retallers stick to making dollars,

Ting out what returns come from an investment, and get to

Knoy and understand turnover.l

\ :
A lMalcome MeNaire and Eleanor G. May, "A Revolutionary
—;gproach to Retall Accounting," Harvard Business Review, Vol.
2, No. 3 (May-June, 1957), p. 105.
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In answer to the question what makes turnover, one can

safely answer "merchandise that sells." 1In most cases, dis-

tributors say that 1t 1s the sure and dependable day after

day sellers that create turnover and not the goods that "move

slowly," tie up capital, and subsequently result in lower

dollar profits. Too often, "slow-moving" merchandise,

termed hidden profilt leaks, take up valuable shelf space

that should be occupled by merchandise that sells in greater

quantities. In the final analysls, turnover 1s what makes

profit in the food industry. Refer to Appendix A for a

mathematical explanation of turnover.

Conclusion
In conclusion, many factors play an Important part in

bui lding a market for a product, however, four basic ones

are usually adhered to by the established manufacturers to

Insure the product's growth: Quallty, Value, Advertising,

and Profit. Quality and value go hand in hand offering

Consumers a product worthy of the prices they are willing to
Pay . A product which 1s able to offer "more for the money"
has a better chance of attalning a larger share of the market

than one whose product characterlistics are not as easily

ldentiried by the consumer.
Advertising, the third element, creates a market for
the product by building a product lmage in the consumer's

Ming and encourages her to purchase 1t when shopping in the

“UDbe rmarket.
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Flnally, profit 1is essentlal iIn the over-all mix of a

successful product. Needless to say, the higher the total
dollar proflt that can be made from selling the product, the
happler the distributor. However, profit 1s a combination

of two things: fturnover or sales velocity and mark-up.
Relying strictly on per cent of mark-up to determine what
l1tems to sell does not give the supermarket operator a true
picture of the dollar profit return 1f turnover or case move-
ment 1s not considered.

All four of the above factors are dependent upon each
other. The elimlnation of any one can adversely affect the
Sales of a product. Suppllers incorporating these basilc
factors into product programming will not only create a
1 rm marketing foundation upon which to build a bright
future but gain distributor confidence as well.

Mr. J. O. Peckham, Executive Vice President of the A.

C. Nielsen Company, stated in the 1959 A. C. Nlelsen Marketing

gﬂlﬁ?ations Report that the new or improved product was the

MO st decisive factor affecting sales gains for a product.

BY new and improved, Mr. Peckham meant any new brand or an
improved version of a present brand that incorporates some
f%lirly substantial added value that the consumer can recognize
Very easlly. 1In addition, products which can be classified
&S premium brands with added consumer values of sufficient
ixnportance to command a higher price than most other brands

Y1 th which they compete have the effect of expanding the






dollar market for the commodity groups 1n which they were
introduced and not merely to take business away from com-
petition. Tonnage, as well as dollar galns, are evident in
many lnstances as consumer usage 1s increased through

product improvement and additional marketing effort of these

new brands.2

Therefore, the product plays a most important role in
galning good distributor relations. With supermarkets
selling nearly 6,000 items, 1t behooves manufacturers to
offer products which give the consumer a better value for
the money and not similar values already received from
existing products. Unless this condition 1s met, the so-
called "me too" products introduced as new will have only
temporary success and at a very high marksting cost.

Needless to say, 1if manufacturers introduce new products
which not only offer better values but expand the product
category sales as well, they will receive a most cordial
acceptance and vote of confidence from distributors. As
long as manufacturers can maintain and increase added con-
Sumer value through product improvement, fair pricing, and
“ell directed sales and advertising effort, they will be
planning thelr marketing operations very well, not only for

the Dresent, but for many years to come.

——————

19 23. 0. Peckham, "Planning Your Marketing Operations for

an59 and the Years Ahead," an address given at the 50th

onnual meeting of the Grocery Manufacturers of America, Inc.,

CitNOVember 11, 1958, at the Hotel Waldorf-Astoria, New York
¥, New York.



CHAPTER III
TERMS OF SALE

Competitive conditions in the food industry have influ-
enced manufacturers to institute more rapid delivery
schedules and liberal discount terms for the beneflit of dis-
tributors. This chapter will discuss specifically what these
discounts are and how they are designed to assist the distri-
butor in selling merchandlse to the consumer at the lowest

possible price.

Discounts

Quantity dilscount. There are certain fixed costs

“hilch accompany every order. For example, there are the
Salesman expenses, clerical and accounting costs for proc-
€Ssing an order, and expenditures involved 1n warehousing
and shipping merchandise. Normally, these costs are incurred
In small quanity orders as well as large ones. However, cost
Savings are effected by manufacturers when large quantity
Orders are shipped, the reason being that the costs are
SPread over a larger number of cases. For manufacturers,
Just as many costs are 1involved 1in selling, processing,

and shipping a 50 case order as a 450 case one. To induce
distributors to buy large quantity orders, manufacturers

usually pass on these savings in cost by reducing the cost
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per case. These savings are known as quantity discounts and
benefit both parties--the manufacturer sells more cases of
product and the distributor recelves a lower cost. Probably,
the larger chains and wholesalers are in a better position to
take advantage of quantity discounts because thelr capacity

to sell merchandise 1is greater.l

Cash discounts. Nearly all manufacturers allow dis-

tributors to discount thelr 1lnvoices if paid for withlin a
certain period of time. The reasonling here 1s that the manu-
facturer grants the distributor an incentive in the form of
a discount 1n return for the distributor's prompt payment for
the merchandise. Most terms of sale glve distributors the
option of paying for goods within ten days from the date of
the 1involce and deducting 2% from the total amount or paying
the entire bill in 30 days with no 2% discount. Some
Suppliers give more liberal discounts such as a 3% or 5%
cash discount while others grant discount terms varying from
fifteen to thirty days.

The Scott Paper Company announced on February 9, 1961,
that during the introduction period for any new product, the
Company terms of sale on the first order will permit a 2%

cash discount if the 1nvoice 1s paid for in forty days from

IManufacturers may grant additional quantity discounts.
For example, Scott Paper Company allows a $25 car loading
lowance for each rall car load order of a single brand.
This 1s an incentive to those distributors who can buy car-
Oad quantities of one brand rather than a car contalning

&Ssopted brands.
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date of involce. Net payment will be due in sixty days from
date of invoice. The change was made so customers can
facllitate distribution and capitalize fully on consumer
advertising for the new brand. In addition, Scott Paper
Company allows the same terms on promotional or deal mer-
chandise when distributors stock up on merchandise to take

advantage of the reduced costs or extra promotional allow-

ances., 2

In addition to receiving prompt payments from distri-
butors, suppliers find that cash discounts encourage the
turnover of recelvables, reduce bad debts, and help manu-
facturers to detect poor risks. On the other hand, most
distributors are satisfled with cash discounts, however, a
few s#tuations have arisen which have prompted distributors
to make suggestions for more liberal cash discount policies.
One 1s the matter of check handling expense i1ncurred by
distributors when reimbursing various suppliers for each
shipment of merchandise received. A spokesman for a large
Midwestern chain suggested that manufacturers allow them to
virite one check per week, per manufacturer covering the total
amount of merchandise received the preceeding week and still
take the cash discount on the total amounts purchased.

PIEsently, this particular chain's accounting department

2Chain in terms of sale policy published by Scott
Paper Company in a letter addressed to the food industry

dated February 9, 1961.



21
remits checks to manufacturers for every invoice on the date
specifled to enable them to take advantage of the cash dis-
count., Perhaps thls means that they write three or four
checks on different days of the week for one manufacturer.
Possibly a system allowing this distributor to write one
check for the four involces due 1n any one week would reduce
the check handling expense for both the manufacturer and
distributor. Already, the Stockley Van Camp, Inc., company
allows distributors to pay for merchandise once every
thirteen weeks and receive cash discounts on total purchases
during this period.

While on the subject of invoices, the test of Trade

Practices Recommendations presented at the fifty-first annual

meeting of the Grocery NManufacturers of America set forth

-

three recommendations. They read as follows:~

1. Distributors have stressed the importance of
working toward a standard involce form on which
all essential information such as terms, discounts,
quantities, and the like would appear in a uniform
place on the invoilce. This would faclilities the
Job of the accounts payable clerk in processing
involces. Such standardization could result in
savings of hundreds of clerical man hours, and
eliminate much of the confuslion that now exists.

2. A distributor committee 1s now at work on this
and will submit a recommended format.

3. Bills of lading should be attached to the invoilce,
Where this 1s not possible or practical, the 1involce
should show the rail car number and routing
instructions.

——————— =

o 3Steve Weinstein, "Urge More Realistic Co-op Allowance,"
SUpermarket News, Vol. 8, No. 49 (November 16, 1959), p. 37.
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Since most terms of sale grant casn discounts on a
specific period of time usually commencing with the date of
invoice, there are times when the invoilces become payable
to earn the cash discount even though the merchandise has
not been received because of a delay in transportation.

Thus the distributor must pay for the product before the
contents of the shipment can be checked and accepted. How-
ever, such complaints are hard to completely eliminate and,
today, all manufacturers willl gladly reimburse distributors
for any shortages and damages discovered in the shipment.

If merchandise 1s damaged in route, manufacturers can file

a claim agalnst the carrier 1f proof can be established that
the merchandise was 1n good condition when loaded.

The Kellogg Company recently initiated plans to enable
distributors to pay for merchandise from the date the mer-
chandise arrives at the customer's warehouse. All of
Kellogg's 1nvolces are post dated, taklng into consideration
Transit time. Thus, distributors can take advantage of the
cash dlscount from the date the merchandlse arrives in the
Warehouse and no longer from the date the goods were shipped
from the manufacturer's plant. Needless to say, distributors
like the idea of paylng for Kellogg's brands ten days
fOllowing i1ts recelpt in the warehouse so they can turn a
carload order before paying for it. Some large distributors
are working on Kellogg's money because they sell the merchan-

dlse before the cash discount period ends.
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A buyer for a large Seattle, Washington, wholesaler,
Mr. Ed Lake of Assoclated Grocers, made an interesting
statement in 1958 about the way cash discounts were figured
on deal merchandise. He stated that a 2% cash discount on
a case of soap powder with a ﬂf off label reduces the case
cost elghty cents (from $5.60 to $4.80). Thus, the per case
cash discount is reduced two cents (from eleven cents to
zero cents). The cost of warehousing and shipping a case to
the stores remained the same regardless of the cost. There-

fore, Mr. Lake suggested that distrlibutors be permitted to

discount an invoice on regular cost and not on the deal price.

A purchasing director for a Southern Voluntary chain
ralsed a technical question concerning the proper cash dis-
count which could be taken on an 1nvolce paid prior to the
commencement of a price decline, as wecll as the procedure of
refunding money. It appeared that the director pald for a
Shipment of coffee on July 15th for $1,500 and was notified
on July 30th that a $200 refund would be paid because of a
Price reduction. Another shipment of coffee was purchased
in August for $1,300 and when the invoice was presented in
early September for payment, the director noticed that the
$200 refund was deducted from the $1,300 August cost, thereby
reducing the bill to $1,100, and the cash discount from $26€
Bo $22. The director claimed that he should be entitled to
& 2% cash discount on the $1,300 or the contracted price of

the coffee. He was losing $4 cash discount by deducting the

:
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2% on the $1,100. With a twinkle in his eye, the director
thought that he might have another argument for keeping the
$4 cash discount on grounds that the coffee company did not
promptly return the $200 refund in July and, therefore, he
may be entitled to keep the $4 as "interest" charged to the
coffee company for use of the $200 for two months. A pretty
far-fetched point but appropriate in reminding manufacturers
to make prompt payments to distributors on all matters, such
as promotional allowances, refunds, discounts, and other
incentives which are due.

The General Foods Corporation announced in 1959 that
they were offering a new cash discount policy on trade and
consumer deals which should remedy the complaints voiced by
Mr, Lake and the Director of the Southern Voluntary chain.
Henceforth, customers will be allowed to deduct cash dis-
counts where applicable from the gross amount of the invoice
before deduction of trade and consumer allowances. Cash dis-
counts are to be computed before any adjustment for trans-
Portation or other miscellaneous charges and allowances.
Standard Brands, Inc., and The Green Glant Company have
initiated similar policies.

Perhaps an explanation is appropriate at this time as
to vhy distributors express so much concern over cash dis-

Counts. The reason is simple--cash discounts together with

( 4aMA Blue Bulletin No. 885, January 5, 1959, p. 3.
Published’by the Grocery Manufacturers of America, Inc.)




advertising and promotional allowances account for a sub-

stantial part of the distributor's net profit!

Prompt Dellvery of Merchandise

Distributors are conscious of the fact that inventory
should be kept to reasonable levels and geared to turnover
of products at store level. Excessive inventory may create
financlal strains for the distributor if he must wait for
long periods of time for the merchandise to move‘eut of the
warehouse. Money tied up in excess inventory might very
well be used 1n other facets of the business and help keep
to a minimum the costs of borrowing capital from outside
sources.

Manufacturers are cognizant of the distributor's con-
cern for maintaining proper inventory controls and some have
taken steps, costing large sums of money, to give better
Service to distributors. The General Foods Corporation has
constructed sixteen food distribution centers throughout the
United States to give distributors delivery on assorted
brands within fofty-eight hours after recelpt of the order.
A manufacturer of fifty-two diversified products, General
Foods now maintains stocks on all of theilr brands in each
distribution centers to better serve the trade. Prior to
the distribution center program, General Foods was shipping
Various products from different mills. It was not uncommon
for a California distributor to walt three weeks for a

delivery of dog food from Iowa or a Mlaml wholesaler to



receive a carload of gelatin and cake mixes from kMichigan
before two weeks' time.5
The Scott Paper Company also established shipping
depots throughout the Unlted States to provide quick dellvery
as well as assorted brand shipments to thelr customers. As
a result, distributors can keep inventory to a minimum by
ordering assorted Scott brands at more frequent intervals.
Advancements, such as these, have enabled food distri-
butors to operate more efficiently. A major cost factor in
a distributor's operation 1s obtaining capltal for expanslon
and the construction of new stores. If capltal is borrowed,
the cost can become quite substantial, especially if the
nation 1s in a period of a "tight" money market. Therefore,
One way In which to release funds for planned capiftal expan-
Sion is to keep inventory costs to a minimum. A study con-
ducted by the Penn Fruit Company, in 1954, revealed that
over two-thlrds of the merchandlse stocked in Penn Fruilt
Stores sold 1in quantities of less than a case per week. This
pPrompted Penn Frult directors to consider a more efficient
method of buying merchandise so as to keep inventory requlre-
ments to a realistic limit. A fifteen day inventory program
was instituted. Buyers were instructed to work with manu-
facturers and establish buying and transportation schedules.

or course, buyers had to exercise judgment so as to keep

\

N S"general Foods Warehouse," Wall Street Journal, XLI,
©. 106 (March 15, 1961), p. 11.




total costs (merchandise and capital costs) at a minimum.
Some inventory had to be kept in excess of the fifteen day
policy 1limit because of the nature of the product and the
transportation time required. Suppliers able to perform
within the fifteen day schedule contributed to developing
more efficient buylng practices at Penn Fruit and at the
Same time greatly 1lncreased thelr own prestige and reputation
with the distributor. The director of purchases at Penn
Fruit revealed that this modified "hand to mouth" buying
decreased capital requirements and reduced capital costs.
Constructing distribution centers requires vast capital
resources and not all manufacturers are in the financilal
Position to develop such an expansion program. Hovever, all
manufacturers should find it good business to maintain fast
and efficient transportation services to distributors. Manu-
facturer salesmen should endeavor to keep buyers informed on
transportation criteria and solve transportation difficulties
as soon as they arlse. Salesmen should check periodically
with réceiving clerks and warehouse personnel to determine
the period of time shipments are taking to arrive. Delays
could be detected and action taken to provide for faster and
More efficlent transportation. Constant pollcing is neces-
Sary if manufacturers expect to provide the best possible
S€rvice. The amount of confidence and respect earned more
tha-rlcompensa‘ces for the time spent reviewing shoppilng
SChedules and determining the most appropriate means of

delﬂlvering goods to the distributor.

y -



Mr. T. G. Harrison, Chairman of the Board of Super
Valu Stores, Inc., spoke about transportation in the food
Industry at the fifty-first annual meeting of the Grocery
Manufacturers of America in 1959. Mr. Harrison talked about
the possibility of manufacturer and distributor working
mutually to reduce warehouse space requirements by as much
as fifty per cent by fast dependable deliveries. Hilis major
concern was the great waste of time, space, and money inher-
ent In current transportation practices. As one solution,
Mr ., Harrison recommended closer scheduling of shipments from
the manufacturer's plant to the distributor's warehouse to
reduce the time between the arrlval of the merchandlse at the
warehouse and the time 1t takes to deliver 1t to the stores
and stocked on the shelves.6

Mr. Harrilson pointed out that warehouse turnover of
merchandise has increased tremendously. In 1949, a turn of
ten times a year was consldered satisfactory. Today, eighteen
turns is unsatisfactory and twenty to twenty-two turns are
acceptable to Super Valu. In order to lncrease the turns
st1ll further, manufacturers must work with distributors to
effect a more efficient system of distribution. 1In closing
his speech, Mr. Harrlson read the suggestions received from
the buyers from Super Valu's five divisional offices as to

how manufacturers could better serve the distributor:

\

6Weinstein, op. cit., p. 37.
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1. Have manufacturer's invoices carry the same
description of merchandise as that contained on
the buyer's order particularly on deal pack mer-
chandise where manufacturers often designate a
certaln deal by merely a code number suffix in
back of the brand name.

2. Buyers like to receive invoices promptly. Many
come in weeks after the product arrives. 1In many
instances the shlipments have been dlsposed of
before the buyers get the invoice listing the
price at which it was billed.

3. The traffic department in the distributor's ware-
house needs manifests of rail and truck load
orders. Even though they may be included in the
cars or vans, coples should be mailed to the traffic
department.

4, If a deal pack becomes available after a buyer
places an order for regular pack merchandise, but
before the shipment, the buyer should be notified.

5. When a warehouse 1n a city 1s served by more than
one railroad, the carrler used by the distributor
should be utilized by the manufacturer.

Conclusion

Making 1t easler for the distributor to buy 1is most
Important to manufacturers striving to better relations with
the trade. Quantity discounts enable distributors to take
advantage of lower prices and the savings are usually passed
0N to the consumer. Cash discounts provide a lucrative

'

SOurce of additional income to distributors, but are not used

Yo reduce the selling price. Both discounts assist distri-

butors to compete more effectively.

"Ivid., p. 39.
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Another factor helping distributors to compete is the

ability of suppllers to deliver merchandise in the quantities

desired on the dates specified. Suppliers capable of

rendering "first class" service assist distributors in main-
taining predetermined inventory controls which keep inventory
stocks to a minimum, yet avoide out-of-stock conditions.
Certalnly those manufacturers who want to help distributors

and try to adhere to distributor suggestions will undoubtedly

reap Just rewards for thelr efforts.



CHAPTER IV
DEALS--SPECTAL INCENTIVES TO INCREASING SALES

Vast amount of money 1s spend developing, researching,
advertising, and distributing a product. Additional money
is spent creating consumer demand for a particular brand.
Thils i1s true of new products as well as those which have
been on the market for some time. There are many methods
manufacturers use to 1lncrease consumer demand and force dis-
tributors to stock items, deals, et cetera.

Deals beneflt the distributor as well as the consumer
and as a result play an important role in distributor merchan-
dising programs. This chapter discusses the various deals
and what they are designed to accomplish. Distributor
Opinion about the manufacturer's "wheeling and dealing" prac-
tices vill be discussed, together with suggestions as to how
deals can be made more effective and acceptable to the

distributor.

The description of deals will be divided into two

Parts: those benefiting the distributor and those benefiting

Primarily the consumer,

Deals Benefiting Primarily the Distributor
rade Allowances)

The glve-away. One of the most popular deals is the

8lve-away, 1.e. merchandise which the manufacturer gives to
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distributors in return Tor ordzrs for a specifizil number of
cases, such as the ona Tree with every e casas purchase
The free goods are eithar ldentical or 4differant cases from
the merchandlse purchased. For example, a canner may offer
one free case of corn with every ten cas of corn ordered.
To promote a differant item, a case of canned peas may be

given avay. Actually, the sive-nnycan be coastrued to be

reduction 1n the cas= cost, sl.ce the distributor recelves

r»ice of ten which reduces the cost

t
)
W
to]

e leven cases for

a

vroportionately. Howevaer, 1n order fo fake advantage of tThe

glve-avay, the buysr must order in auantitizs specified to

receive the free merchandilse.

The glve-away 1is designed to encouraze distributors to

Promote the 1tem usually at special pricez. Fost distri-

butors try to taxe advantas2 of th2 gilve-away. In addition,

glve-aways are used by manufacturers for "forcing'" new
Products upon distributors az 1in the situation of a free

case of peas for every ten cases of corn.

Today, independent supsrmarket opsrators can take
advantaga of give-aays since most wholacsalars reflect tho

deal in the price of merchandise by relucinz th2 cost
&Ccordingly. Thus the indcpendent orner doecs nobt have 6o
buy ten cases to take advantage of thae give-away, which

“ould be prohibitiva for many smaller volums grocers.,

Glve-aways are popular with distribvutors whan thzy can

o

PUy  unlimited cuantities prior o



deal. Thus bthey can either continus o sell tha deal at
reduced retall pricss, or elect to sell ©The items at regular
prices and thereby make a larzer profit.

Distributors prefer loor stock price proftection on
inventories at the beginning of a deal so that merchandise
on hand is given remuneration to equal the deal. For example,
1f a distributor has 400 cases of corn on hand at the begin-
Nning of ths deal period, the manufacturer ould gilve the
distributor the 40 free cases of corn on a one frec with
ten basis to protect the inventory stocks. Thus the distri-

i1

Lutor can remain competitive by selling the existing stocks

at the deal prics uatil thz deal merchandisz is delivered.
I f protection is not given, the distributor may have too many
cases of regular pack on hand nich might prevant him from
taking advantage of the deal price altogesther, since deals
are usually limited to a four week period. In addition,
distributors may have to stock both regular and deal mer-

chandise to remain competitive if no protection is given

wWhich ties up capital in duplicate stocks.

Count-recount deal. A count-recount deal is designed

to pay distributors a promotional allowance on the number of
cases sold during the duration of the deal. Thils method
Prevents distributors from stocking up at the end of the
deal period. It is to the distributor's advantase to
Promote the deal merchandise during the period in ordsr to

get paid a larger promotional allowance, since distributors
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get pald on the number of cases actually sold. An inventory
is taken at the beginning of the period. An inventory 1s
also taken at the end of the period and subtracted from the
amount of inventory on hand at the outset as well as mer-
chandise purchased during the deal period to determine the
actual number of cases sold. For example, if a wholesaler
had a hundred cases of cake mix on hand at the start of the
deal, purchased 300 more, and finished with only 50 cases on
hand at the end of the count-recount program, he would

recelve payment on 350 cases or the actual amount of product

Sold during the period.

Promotional allowance. The promotional allowance 1is

designed to encourage distributors to promote at retall levsl.
It is intended to accomplish the same obJjective as the give-
away. Usually no minimum quantity is required to receive

an allowance. Allowances are pald on a per case basis and
all merchandise shipped during a specified period 1s covered.
Us=ually, floor stocks are protected and the promotional
allowance 1s paid on warehouse stocks., It behooves distri-
butors to promote the deal merchandise in order to earn

higher allowances.

Cost reduction. Instead of a promotional allowance,

Manufacturers may voluntarily reduce the case cost for a
limiteq perlod of time. A case reduction has the same effect
aS the give-away and the promotional allowance, in that dis-

trivutors can sell merchandise at a lower price to the consumer.
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Increase 1in cost. The 1ncrease in the cost of merchan-

dise acts as a stimulant to get distributors to increase
purchases prior to the price increase. Usually ample notifi-
cation is given so distributors have an opportunity to
"sStock up" at the "o0ld" price. Quantities may be limited or
unlimited. It may be to the distributors' advantage to buy
heavily so as to keep a competitive pricing position. How-
ever, the avallability of warehouse space and/or capital may

tend to limit buying.

Deals Desigpned Primarily for the Consumer

Whereas the deals discussed in the preceeding section
depended upon the distributor to pass them on to the consumer
Vila price reductions, the incentives which are to follow are
Passed directly from the manufacturer to the consumer. The
number of consumer deals offered by manufacturers has tripled
from 1955 to 1959, and increased six tlimes faster than the
actual tonnage movement of grocery store commodities as
Presented in the "Twenty-Sixth Annual Nielsen Review of

1

Retall Grocery Store Trends." Of these deals, the cents

Off deal i1s by far the most popular.

The cents off the package deal. The cents off the

Package deal enables consumers to purchase merchandise at a

discount. The label tells how much the consumer saves. For

Ia. c. Nielsen, Jr., "Twenty-Sixth Annual Nielsen
Review of Retall Grocery Store Trends," 1959, p. 21.
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example, the label may read "3¢ off" which means the product
can be purchased at a saving three cents below normal selling
price. Suppliers reduce the cost of merchandice to the dis-
tributor thereby enabling him to maintain his regular profilt

margin while offerling the product to consumers at a reduced

price.

Multi-pack deals. Multi-pack deals are a popular

merchandlsing device. Multi-pack deals contain two or more
items packaged together, one selling at regular price and
the other at a reduced price, of free. For example, soap
companies often band four cakes of bar soap together and
advertise "Buy three at regular price and get a fourth one
free." The distributor cost is reduced to enable him to
maintain a normal profit margih. The products are deal
packed by the supplier and cases are flagged for easy

identification. '

Free trial offer. Manufacturers induce consumer buylng

by offering to refund the purchase price if the label or
Some other product identification is mailed to a designated
address, The consumer declares the purchase price and in
turn 1s reimbursed with a check or coupon redeemable for
cash at any supermarket. In some instances, the refund may
be edeemable only on an additional purchase of the same

Product, Either way, the consumer recelves free merchandise.
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Premiums. Premiums appear primarily in two ways:

packaged with the product or write-in offers. 1In the first

method, premiums are placed either inside the package, such

as a toy boat inslde of a package of cereal, or attached to

the outslde of the package as in the case of a sponge

attached to a package of soap powder. There appears to be

one problem with premiums of this sort, they are limited in
use, Some premiums cannot be placed inside the package
because of health restrictions while premiums attached to

the outslide of the package may be removed by careless handling,
by accldent, or even pllferage.

On the other hand, premiums are used effectively via
the mall method whereby the consumer malls a box top, label,
or other means of identification along with a sum of money
to the manufacturer and receives a premium in return. Break-
fast food manufacturers have used thils type of premium
eXtensively--most notedly the offering of silverware.

When B. T. Babbitt offered the first premium back in
1851—-lithographed plctures for 25 soap wrappers each--he
Started something which today is considered by many companies
an essential part of sales promotion. Generally speaking,
eXperts agree that if a premium is not ﬁnique, 1t had better
be utilitarian and related to the product. On an individual
basis, cooking and eating utensils far out number all other

ppemiums, as revealed by a survey published in the June, 1959,

issue of Food Busilness. According to the survey, the ten
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most used premiums are:

Item % of Companies Using
Silverware 41
Stainless Steel 39
Glass Utensils 31
Cutlery 30
Aluminum Ware 30
Applieances 27
Plastic Utensills 22
Pens, Penclls 21
Picnic, Barbeque Items 20
China Utensills 19

Direct sampling. Direct sampling can be accomplished

in two ways: door to door or in-store sampling. The placing
of samples at the consumers' door 1s extremely costly, yet
Probably the most direct method of getting consumers to try
& product. Soap companies have placed all sorts of soap
Products on the door step of millions of consumers in the
Uni ted States.

Home sampling of new and improved products has become
& Tapidly growing $200 million a year industry according to

& Trecent article published in Printer's Ink. Recent trends

Noted in the door to door direct sampling method of marketing
Ine1ude: a shift away from mailed samples as a result of

P& cent increases in postal rates; the use of holders which
Are attached to doorknobs for home distributed samples, since
the method of personal presentatlion with a sales talk has

become prohibitively expensive.3
\

an 2Editors, "Premiums: The Who, What, and Why Among Food
A Grocery Manufacturers," Food Business, Vol. 7, No. b

(Tune, 1959), p. 32.
3Aber, Goldberg, and Nesfield, "Notes on the Grocery

%ﬁﬁaiie," J. Walter Thompson Company Bulletin 11-16, June 15,
961, p. 71,




The J. Walter Thompson Company's Marketing Research
Department published a few guldes to sampling designed to

bring about greater efficlenty in sampling. These guides
4

are:

1 Include enough of the product fo give a fair trial
but not enough to delay initial sales;

2 Include, if possible, a coupon good for a discount
on the purchase of the sampled product;

3. Distribute only in areas where the proportion of
prospective customers is high;

4 Use cautlion in sampling products which are already
establisned as an antlidote to falling sales since
samples does not seem to permanently halt a de-
creaslng sales curve; and

5. Distribute samples of the new or improved product
after the products have obtained distribution in at
least half of the supermarkets in the area.

Manwu facturer-Distributor Attitudes on Deals

The number and varlety of deals employed in the food
inﬁllstry is larger today than ever before. Therefore, it 1s
®SSential that manufacturer and distributor work closer to-
gether to reap maximum benefits from them. However, neither
the manufacturer or the distributor is satlisfied with deals.
Malillfacturers feel that better distributor cooperation in
the handling of deals would Jjustify thelr cost and obtain
Ob Jectives they are designed to achieve. Distributors
believe that manufacturers could make the distributor's job
Casier by reducing the amount of time, labor, and capital

Needed to handle deals.

—_

4Ibid., p. 2.
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This is the era of "wheeling and dealing." Deals have
become a potent marketing tool used by manufacturers when

introducing new products as well as stimulating the sales of

exlsting ones. Deals are becoming more prevalent 1In product

categories where quallty advantages are difficult to distin-

guish. When consumers can not notice any appreciable quality

characteristics between two or more competing products in

the same price range, there 1s little chance of theilr

becoming loyal to a particular brand and more reason to
belleve that thelr choice depends upon advertising stimulus

which influences buying decisions, such as television and

radio commerclals, coupons, cents-off deals, in-store dis-
Plays, and promotions.

The trite saying, "We can't live with them and we
can't live without them," describes the manufacturer's
dilemma. Surveys and studies conducted by numerous research
agencies have revealed that deals increase the sales of a

Product temporarily, but very seldom on a permanent basis.,.

One study published in Printer's Ink, stated that deals

USwually produce an increase in both sales and distribution
but such are illusory. As soon as the deal 1is finished,
the sales curve starts on a downward plunge, levellng off at
& point or two below the pre-deal position. Also, there

1s a similar decrease in the number of stores stocking the

ltem,b
\

o 5Wayne Mooney, "Are Deals Worthwhile," Printer's Ink,
©Ttover, 1953, p. 33.
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For a number of years, Mr. J. O. Peckham has bheen

observing the effects of deals in the food industry, and
concluded that consumer deals produce only temporary gains.
In addition, Mr. Peckham observed that deals load regular
customers with cut-price merchandise at the expense of

future sales, result in progressively smaller temporary

galns as the promotions are repeated, and will not stop a

declining sales trend for a product. Furthermore, Mr. Peck-

ham clalmed that deal promotions are now so common in thsz

food industry that he has noticed many instances where even
temporary gains are lackling or are barely noticeable.6

An interesting point stressed by Vr. Peckham concerned

the distributor. While consumer deals or price promotions on

established brands do not provide much aid and comfort to a

manufacturer, they do glve an alert distributor an opportunity

to 1increase retail sales, particularly if the promotion i1s on

& brand with a substantial consumer following. Since con-

Sumers frequently shop in more than one store per week, a
Store providing effective backing for the promotion has a

800d chance of securing added business from the stores which

7

do not adequately feature the consumer offer.
This brings up the question; what can a manufacturer

a1 n by spending money on deals when most results are

—_—
6J. 0. Peckham, Planning Your Marketling Operations for

1959 and the Years Ahead," op. cit.

"Tpi4.
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temporary? The answver depends on a nunber of factors, such

as, the franchise the manufacturer has been successful in

building, new quality advantages, competitive activity,
desire to sell greater quantities of mer’changlise, et cetera.
Normally, a supplier whose products enjoy a high consumer
franchise does not need to resort to deals as frequently

as suppliers whose share of market is limlted. Brand

loyalty most often discourages shoppers from buying competi-

tive items even at reduced prices. A prime example of this

can be found by examining the share of market established by
the Campbell Soup Company or the Hershey Chocolate Company,
both enjoy a major share of the natlonal market. As a matter
off fact, these companies do not offer advertising contracts.
However, very few products, today, command such a large share
Of the market that the companies do not have to resort to
deals or speclal incentives. For most manufacturers, deals
Play an Important role in helpling to malntain a share of
Market as well as bulld a larger one. Therefore, even though
defii.ls produce temporary results, they are a means by which
SUppiliers can hold on to a franchise or initiate "stop-gap"
a'ction, pendling quality improvements or hard hitting adver-
tising programs. Most often, the extent and frequency of
dea 1 activity depends upon competitive pressures from other
SUppiliers.

An interesting study was conducted by the Colgate-

Pa'ln’lOl'J.ve Company to determine what appeal, 1f any, deals
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had to their detergent FAB. A test panel was organized to
study the effects of the various types of deals on FAB sales
over three stages of the product's 1life cycle: 1inftroduction
in 1951, maturling in 1953, and establishment seven years
later.8 In FAB's first year, three different deals vere
promoted. Two deals were run during FAB's "Maturity" year,
and finally, three deals were offered after FAB became an
established product. The results proved interesting. In

the iIntroductory stage, the volatlle nature of FAB was sig-

nificant. Consumers looking for bargains temporarily abandoned
thelr regular brand to buy the FAB deal. People tried it for
the first time because of the deal. Through this hectlec

experimental traffic, the product, accelerating 1ts exposure

by means of deals, began the long Jjob of selecting its

market.

As a maturing product, on the market for three years,
deals helped to improve FAB's position, but it was apparent
that the market's responsiveness to FAB's deals had grown
more resistant.

Finally, as a maturing product, deals did 1little to
further the growth of FAB's market. In fact, sales declined
after the duration of the deal. 1In contrast to its earlier
©lastic responsiveness, FAB's sales stimulation due to deals

has become 1limited in scope and duration. Deals were unable

—_—

1

8Mac Hanan, "Does the Deal Produce the Big Sales Gain,'

Food Business, Vol. 18, No. 5 (May, 1960), p. 1
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to continue increasing and holding sales advances above pre-
deal levels as the product became more established.

Perhaps something of value can be learned from this
study. Three general implications may be worth examining
by manufacturers and distributors stated, Mack Hanan, con-
sultant to Colgate-Palmolive Company and originator of the
FAB study. Filrst, there may be a polint of diminishing return
in the 1life cycle of every product beyond which deals faill
in significantly altering 1ts long term market position.
This would suggest that deals are marketing tools of primary
value only to new or maturing products for which deals best
ffulfill their two major purposes: to attract new users and
then to hold as many of them as possiblz. Secondly, adver-
tising and distribution may render a product eventually
undealable. Whether or not familiarity can be saild to breed
Comnzumer contempt, 1t apparently discourages the consumer's
attempt to associate herself more closely with the product
Through incentive purchases. NMr. Hanan thought a new truism
1n marketing may be conceived, 1.e. the longer and stronger a
Product is advertised, the shorter and smaller will be 1ts
eXpected sales galns from deals. Thilrdly, i1f an established
Product is no longer responsive to deals for itself, how else
can 1ts sales be rejuvenated? DMust 1t be tied in with
¥YOunger and successfully maturing products? Are premiums
Mo re likely to add a sense of newness to the product than

PTrice or offers? These are questions which must be studied
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further in order to give marketing men an 1dea as to the

true effect of deals in helping a product to gain a larger

share of the market.9

A word of cautlion should be injected at this point.
Manufacturers should not mistake deals as a panecea for
bullding a firm foundation for a product's future grovith.
The real key for development unquestionably lies with
research and the ability to manufacture new and better
products whilch offer higher values to consumers. Deals do
not provide a "short cut" to market development. Nelther
do they take the place of intensive advertising programs or
an efficient and well trained sales force.

As one top executlve put it:

Cents off deals, deal packs, premiums, and special
promotional allowances do not build brand loyalty

nor do they convince the consumers. Instead, con-
sumers are persuaded to purchase because of deals.

In essence, deals merely borrow consumer demand from

a competitor's brand. The patronage 1s often temporary,
however, since the quallty advantages are not strong
enough to prevent these "borrowed" customers from

buying another brand offering a better deal.

Glen Martin, a wrilter for Printer's Ink, wrote that,

Wheeling and dealling companies who rely on deals,

premiums, deal packs, etc. to build a market suffer

from a habit forming oplate from which few escape.

When will these companies reallze that customers can

be bought until somebody buys them back with a new offer?11

9v14., p. 42.

v 1oEd Walzer, "Significant Food News," Food Business,
©1. 3, No. 12 (December, 1955), p. 24,

1lg1en Martin, "What Price Brand Loyalty?," Printer's

Ink, vol. 257, No. 13 (December 28, 195G), p. 84.
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Clarence Eldriage, former Vice President of the Camp-

bell Soup Company, said that high quality products and

consumer acceptance achleved throuzh product development and

market research, respectively, are the basls for a sound

consumer franchise and not marketing objectives based on

deals, give-aways, premiums, et cetera. "Deals are a sub-

stitute, an expedient of temporary and illusory benefit,”
sald the executilve of the world's largest producer of soup.12
Speaking at the mid-ysar meeting of the Grocery Manu-

facturers of America on June 24, 1957, Harrison F. Duaning,

Vice President of Marketinz for Scott Paper Company, remarked
that more substitutes exist today for hard selling than ever

before., Gimmicks, deals, allowances, prizes, trips, and

Oother shot in the arm techaiques that seldom ever builld a

Sound, continuing business for the supplier are most preva-

.
k]

(%)

lent these days. "Such substitutes do not sell, they bu

they don't breed respect betfween supplier and retailer, they

breed distrust; they don't make products cheaper for the

Ul timate consumer, they make fthem more expensive; they don't

reflect strength among America's promotion mindad men, they

- 13
e flect weakness." ™~

12 P . . . A ,
Clarence Eldridge, "lYarketing--The Key to Campball's

Expansion Drive," Printer's Iak, Vol. 250, No. 7 (February 13,

1955y, p. &3.

1 . . ) . -
m 3Harrison F. Dunning, in an address to the mid-year
lfeeiﬁing of the Grocery MNanufacturers of America, June 24,
59556, White Sulphur Springs, lWest Virginia.



J

Continuing, Mr., Dunning claimed that distributors are
slck and tired of the number of the preposterous force plays
which are presented to them by suppliers, such as the one
free with ten, deal packs, premiums, et cetera. Buyers
recognize the fact that deals, when employed by suppliers to
encourage the distributor to promote products which have
strong consumer acceptance and intensive national advertising,
are of value to both suppllier and retailer. However, when an
increasing number of manufacturers use deals primarily as a
substitute for natilonal advertising, consumer acceptance
programs, and market research, distributors begin to view
deals with suspicion and skepticism, thereby imparing the
Impetus or effect deals are expected to exert. +

Despite efforts by some manufacturers to recognize the
limitation of deals, there is every reason to expect that

"wheeling and dealing" will become more intense in the food

industry. Julian Handler, Editor of Supermarket News,

Observed that deals are running rampid throughout the

Industry as a result of intensive competition in all levels

of food distribution.15

Mr. Ben Swartz, Executive Vice President of Food Com-

Pany reported his chain is continually "flooded" with myriad

rpag.

155u11an Handler, "The Editor's Corner,'" Supermarket

SiﬁﬂfgL Vol. 5, No. 51 (December 17, 1956), p. 2.
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of deals. 1In one day, Foods Company buyers were offered six
liquid detergent deal packs, four soap powder deal packs,
three shortening deals, eight cake mix deals, and two bleach
cents-off packs. All of these 1n addition to three promo-
tional allowances on tollet tissue and six premium offers
on breakfast foods.16

Mr. Swartz's predlcament keynotes the major complaint
that distributors volce against deals, i.e. they do not like
the way suppliers are handling them. This was brought out
at the mid-year meeting of the Grocery Manufacturers of
America in June, 1958. Distributors complained that not
enough time was glven by manufactursrs to enable distributors
to plan for the deal programs. Lead time 1s extremely impor-
tant to distributor merchandising programs. Buyers need time
to reduce 1nventories before the arrival of the deal merchan-
dise, warehouse personnel need time to plan floor locations
for the deal brands, and the merchandising department needs
time to schedule promotions and plan in-store displays for
the deals.l’

Serious problems can develop when not enough time 1s
glven to distributors. Deal pack merchandise may arrive in

the warehouse before normal stocks have been depleted. This

16"yestern Chains Air Views on Promotions," Supermarket
News, Vol. 7, No. 17 (April 28, 1958), p. 2.

S 17"Heavy Consumer Dealing Confined to Few Products,"
2UPermarket News, Vol. 7, No. 1 (June 30, 1958), p. 4.
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creates two separate Inventories and requlres distributors

to tle-up capital and warehouse space in the form of dupli-
cate stocks of the same product. Strong national advertising
exerted at retail level encourages consumers to purchase deal
packs which temporarily "kills" the non-deal pack merchandise.
Dis tributors plead for ample lead time on all deals, partic-
ularly deal packs, to enable them to sell out current non-
deal stocks and prepare for arrival of the deal packs.

When speaking of timlng, an important element to be
considered 1s the time of the year the promotion is offered.
Certainly, a soap company would find distributors more
receptive to promoting soap in January than in December,
when attention is devoted to holiday items. Occasionally,
Manufacturers exercise poor Judgment when determining promo-
tlona 1l dates for deals, particularly those products which
fave g tendency to conflict with seasonal ones. Without
Prope r c¢glendar timing, distributors can hardly be expected
f0 do g good sales job on deals.

In addition to timing, buyers require pertinent infor-
Mation such as cost, how deals are packed, case contents,
order’i.ng requirements, time interval for ordering at the deal
pricei, extended credit terms, and many others. The difference
' the qumber of units to the case should definitely be
Coverseid with buyers to prevent over or under ordering of
quant33~ties. Where possible, buyers would like to have more

th
an O ne opportunlty to order deal merchandise, since they
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cannot always estimate accurately how much deal merchandise
they can sell., Also, "one-shot" deals requires distributors
to tile-up too much space in the warehouse, particularly 1if
buyers over estimate the sales potential of the deal.

As an aid to warehousing, 1t is suggested that all deal
pack merchandise be speclfically flagged by manufacturers
so 1t can be separated from regular stocks. This will help
the warehouse personnel to make immediate distribution on the

deal packs when shipping orders to stores, thereby benefiting

both the supplier and distributors.

Conc 1lusion

There are various types of deals offered by manufacturers
each one intended to accomplish a specific purpose. They can
Pe classified into two main areas: those benefiting the dis-
tributor and those benefiting primarily the consumer. They
broduce temporary results and are effective in obtaining
Short range sales lncreases. Many suppliers believe deals
are most effective when introducing new products or quality
1mpPOVements to exlsting ones. Manufacturers should realize
that deals are a means for obtalning marketing goals and, by
themsiealves, do not build lasting consumer franchises.

Trade incentlves or those deals designed for the dis-
tribllfSor have not made all manufacturers using such deals all
toget3k1er satisfied with the results. Perhaps a major com-
plair1t3 agalnst these deal incentives hinges on the practice

orf
SOme distributors "pocketing" the promotional dollars

) -
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without passing the savings on to the consumer. This 1s
particularly true with promotional allowances. For example,
a few dlstributors may feature the product once during a four
week promotional allowance and then continue to sell the
ltem at regular price for the remaining three weeks, or some
dis tributors may not bother to reduce the retail price at

all and do nothing in the way of merchandising displays, yet
collect promotional allowances on all cases purchased durlng
the promotional period. Naturally, manufacturers become
annoyed with spending promotional dollars and not getting
distributor promotional cooperation in return. Because of
these disappointing responses, some manufacturers are placing
more emphasis on consumer incentives,

This concern over the distributor's lack of interest
In trade incentives agaln emphasizes the point that deals in
themse1lves do not build markets or franchises which are
lasting. Manufacturers should always remember that the
Product has to be established with the consumer first before
distlﬁibutors are going to find 1t good business to promote
1t 1n the first place. Too often, manufacturers who condemn
distl’ibutor follow through with trade incentives are
actll&lilly placing too much emphasils on them in the flrst place.

Both manufacturers and distributors agree that deals
are A n important marketing tool and, when used effectively,
¢an B roduce results acceptable to both. However, a better

u
ndeal‘standing must be developed on behalf of manufacturers
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and dlstributors as to each others' problems and suggestions
in order to maximize fully on the obJjectives deals are
. Intended to achieve. A list of recommendations concerning
deals was adopted Jointly by both distributor organizations
and the Grocery Manufacturers of America and presented at

the annual meeting of the Grocery Manufacturers of America

18

in 1959. The recommendations read as follows:

1. Manufacturers are requested to give distributors
from four to six week's notice about forthcoming
deals 1n order to give them an opportunity to
dispose of thelr regular stock, and so they can
plan tle-in promotions.

2. Distributors feel that manufacturers should allocate
enough cases to each distributor to stock all stores
with sufficient gquantities of merchandise to justify
promotion. The proper quantity can be arrived at by
the manufacturer and distributor working this out
together, thus avoiding under or over buying.

3. There should be a fixed policy on the part of the
manufacturer covering the following points: termina-
tion date of deal; whether distributor can place one
or more orders; what manufacturer considers final
shipping date; and assurance that the deal is over
at the termination time for everybody simultaneously.

4, Distributors have expressed annoyance about over-
lapping deals on the same product. Having two or
more different deals on the same product in the
warehouse and 1n the stores at the same time creates
confusion and 1rritation. Sometimes overbuying
brings about such a condition.

5. Any deal should be practical and desirable for the
distributor as well as for the manufacturer.

6. When distributors take in the speclal pack merchan-
dise, their regular pack becomes dead inventory.
This tles up money and uses up warehouse space. They
feel manufacturers should gilve them sufficient
notice on forthcoming speclal packs to enable them

\

Sy 18Steve Welnstein, "Urge More Realistic Co-op Allowance,"
~—Permarket News, Vol. 8, No. 49 (November 16, 1959), p. 37




to reduce regular pack inventories aand give them
extra dating on the deal inventory, or on the
special pack shipment.

Distributors are particularly concerned with over-
lapping markets where deals are offered to one
operator through hils buylng office or wholesaler
in a given area without similar benefit to

another operation whose buying office or wholesaler
serves him from another area. Thls glves one
operator a price advantage over another and works
hardships on the distributor. It i1s recommended
that when such plans are made, especlally for
selected test markets, manufacturers should advise
distributors in the adjacent arecas concerning the

tests.
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COUPOIE

what Are Coupons

Coupons are o means by which muanulicturers stimulate

)

sales as well as introduce new products. Coupsns have z

- T

certain redemption value which, wnen presented to retzilers

or mailed directly to suprliers, entitle the holder to elthsw

5]

o

a cash refund, free merchandice, or a diccount from the cur-

rent retail price of o particular product.

ailable to consumers by three main
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metlriods: printed in newspapers, marazines, wnd publications;

Placed inside packages or printed on labels, wrappers, boxes,

1o

and contailners; and direct mail. Coupons printed 1n magn-
Zlnes and newspupers as well as those mailed to the home
enable consumers to redeem them on the next purchase of the
COuponed product, however, those placed inside packages or
Printed on the wrapper usually require the shopper to make
3% . . . .
© Purchases: the fi»st time to obtain the item and the
Co - . .
UPon and the second to redeem the coupon especizally when
the Y I " 3 ¥ -}
Coupon specifiies a cash saving "good only on the next
Pur
Chase" of the same product.
Although coupons are primarily designed to stimulate

jhg
Cduct sales by appealing directly to the consurer, they
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are also an effective means by which manufazcturers induce
distributors to stock and prowmote brands, some o the

ra)

first time. Since coupons afford conswners monetary savings,
most distributors, particularly retailers, want to muke

sure that the couponed merchandise ic avallable for slioppers
especially when the coupons ore backed by poveriul and com-
pelling concumer advertising progroms. In additicon., coupons
provide merchandising opportunities for distributors. The
vast amount ol consumer advertising placed behind @ couponed
product practically guarantees a fine sSales dncrense fov

the product particularly when distributors support the
coupons with active in-ctore promotional activity. In early
February of 1958, a local New York Food Chain featured nine-
~teen ccuponed grocery products for one weelk and emphasized
in their zavertising that conswurers were beilry; oiffered
coupons tetalling two dcllars. 7o successful was the promo-
tion, that the Dilbert Quality Super llarkets recorded o new

high in sales volume for thelr fifty-seven store chzin.l

Problems Concerning Coupons

Basically, there are two problems confronting the use
of coupons in the food industry. They are (1) the distri-
butorg complaint about the cost and trouble of handling
COUupons, and (2) the manufacturer's concern over mis-
I1ed€3‘mption practices. Botn will be diszcussed together

be o - . B
€Cziuse of thelr relatlonshlp to each other.

e oo . 1"Dilbert Features 19 Coupcns in Ads," Supermarket
“S ., Voo. 7, No. 7 (February 17, 1958), p. 17.
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Altheugh most distrivbutors wgree that coupons stimulate

product sales and land themselves to exeifing =znd dynamic
prroniotional progrums, there are times when distributors
question their value. Periaps the nijority of distributor
complalnts center upon the problem of coupon honaling
especially at retall level. There are three main stages

in which coupons are handled before distributors are reim-

bursed by suppliers. Firct, nundling is reiuirad

ot the

1
m

checkout arex where shoppers pay for merchandise. C(Checkout

Q
W

shiers must count the coupons, deduct tiie monetary value
of the coupons from the shoppex»'s grocery bill or give them
cash for their value, file the coupons in cash register
drawers or some other container, and in some instances,
inspect the shopper's orderw to see that thie merchandise

for which coupons are belns honored is purchased. On crowied
Shopping days when customers must walt in line to be
"checked out," checlk out personrel are most lilkkely to for-
get about inspecting the merchandice so as to speed up the
Check out operation., Therefore, 1t i3 not uncommen for
distributors to redeem coupons for cash thus causings manu-
facturer protests.

The next stage of coupon handling encompisses coupon

accounting. Coupons muct be sorted and counted before

2iling them to chain headguarters, wholesaler accounting

Un

departments, or directly to the manufacturer or clearing

house. However, thls step is a tedious ocne for many




nandling prosram

distributors not having an organized coupon
at store level. There are many independent supernarket
operators who keep coupons in cigar boxes or cother containers

and wait until the box is full before sorting them.

term "cigar box" accounting has been given to this dis-

organized system. Progressive minded retailers count and

separate coupons at the close of each day, some of the =2id

of coupon sorting bins as devised by the Grocery Manufactur-

ers of America, in order to conserve mun hours, reduce

coupon handling expense, and mazintain accurate coupon

zccounting records.
The third stage of coupon handling involves the billilng

tion

iy

and mailing of coupons to manufacturers or redemny

agencies., fome distributors walt a lons time before

recelving reilmburcement for reacons of pure carelessness,

y return address, znd

~ e

Such as improper mailing addresses, n

¢

a difference between the actual number of coupons
and the number recorded on the accompanying distributor's
Coupon invoice. On the other hand, manufacturers may take
en unusually long time payine diztributors beczuse coupon
Tedemption departments are improperly manned to take care
of the coupon redemption claims., Time 1z of importance to
distl"ibutor‘s since sizeable sums of money may be tied up
in CoOupons at any particular moment. Therefore, prompt

Payment enables distributors to avoid Ttying up capital

for .
? long periocds of time.
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Aside from the nandling problem, another criticiscm

manufacturers hear from distributors is that coupons "force

distributors into selling brands they do not want to sell.

Consuner demand for couponed mercnandise may be so grezat

that distributors must find cpace to stock the item even

though sales may drep to o level lower than that pricr to

Distributers point out that the reason for

the couponing.

the increase being only temporary is thaot manufacturers do

not ways follow throurh with strong promotional efforts

1.7te» the couponing is cover. As a result, dlstributors may

be left with large stocks of slow sellins merchoandiase which

v could be devoted to

takes up valuable shelf space whicn

better profit items.

Because of the variety of problems inherent in coupon

promotions, a few distributors have openly dennsunced them.

AO,
Mational

o
e

the

Pa)
|

The late Patsy D'Awoctino, former President

o]
)

Ssocliation of Retail Grocers of The Unilted States and a

=S

Buccessful supermarket opverator in New York Cilty, chnorged

D)

that coupons bring "Nothing" 1into his stores and that they

rely switeh customers from one brand to another. Lir,
D'Asostino contends that, "Cuppliers use coupons as o device
to force retailers to stock merchundise." Continuing, Ir.
D'Aéhlstino claimed, "That there are retailevs who redeen

¢ . . . oA
CUPOnNns on other brands or strictly for cash rather thon £0
ne

t.‘{ . .
hPQ‘lgh the trouble of checking the item against the coupon.

2”Significant Food News cof the ifonth," Food Business,
o

Vol. 3, No. 11 (iovember, 195%5), p. 27.




A past president cf the Zupermariet Institute, Joseph
P. bMott, revealed that fifty per cent of the merbers of the
Institute (requirement for membership: supermariets wlth
annual volume of over one mwillion dol
in casn repardless of whether the customers vurchased the
couponed. M. Mottt zssalled coupons as "beings

brand beilng

3
<

outmeded in the self-service s!
markets." He pointed out that there are too many delays atb
checkout counters while cashlers redeem coupons o customers.,

Also, the accounting involved in processing coupons take too

much time and cost the retailer noney in terms of the time

)

and labor devoted to coupon accounting.

Jules Trieb, an associate editor of Printexr's Ink, ha

a word to say to manufacturers contemplating coupon promo-
tions in the food industry:

No one can blame distributors for trying to discouracge
the use of cash redemption on coupons which merely
Switech consumers Ifrom one established brand to unotner
via price cutting. Tooc olten, the manuflacturer is
trapped into couponing campaigns by well menning szles
managers, Pressed for volume, the price cut via the
coupon 1s a quick way to impressive orders. The end
result is deep disappointient on the part of the sales
department and a waste of money. Coupons are an effec-
tive and highly profitable part of advertising when
they are used effectively and help to increase o»
continue to increase the already climblng sales curve
o1 a product.”

[

and 3"Grocery Expert Eips Cash Discount Coupon,"” Editor
=2 Publisher, Vol. 89, No. 20 (iay 12, 195¢), p. 20,
U . .
"Jules Trieb, Food Chain ”erae“s Forecast Problems in
o € tising and Marketing Methods," Printer's Ink, Vol. 2205,
T0. 8 (august 24, 1959), p. 23.

Adv




While trying to find wuys of minimizing the handling
problem asscciated wilth coupons, diztributors have employed
two methods of redecming coupons which have caused concern

to manufacturers. One method was pointed out by iiessers.

D' Agostino and tott--that beins the p?Lftice of cashing all
coupecns regardless of whether the couponed nmerciandlse is

sold in the stores. Levrally, manufacturers are not obligated

to redeem coupons presented by distributors when sueh dis-

1

tibutors did not or do not 1ntend to stock the couponed

1tems, Some manufacturers may be hesitant to dewmand proof

t
from distributors for feaxr >0 antrronizine distributors cnd

Occascionally, manuizcturers are confronted with dis-
Eributeors phycicully cemoving coupons from merchandise and

[e]

~ice

(o]

Sf'fering "couponless" 1itens to consumers ot —educed
€duivailent to the value of the coupon. anufaicturers froun
Upon gnis proctice because distributors turn tie eoupon
Promotion dnto a "cents-off" deal (described in the previous
Cha{)ter), thereby ovreventing the manufucturer from obtaining

the results o coupon promotion is desirned to achieve. An

.

Stateq previously, an on vackage coupon promotion encourares
COnsumers to buy a product twice. Coupons removed from
Palckares may give the product an undesiruble appearsnce and
"2y  even give the impression that something is wrong with

the proguet. Shoppers should be given the opportunity of

de 1
ei(ﬂing where and how coupons will be redeened and not be
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promotions which couse problems for distributors as notea
be 1low, hcowever, the objectlons ‘to coupons were charceable
to handling difficulties and nct €o coupon promostions as
such,., Preblems occurred in the following areas:-
1. The increase in recent years in thne nunber and
variety of manufacturer coupcn promotions.,
A

2 Differences in size ana condition

handling problems. Coupons torn out of

paprers, and packoges appear at the checkoutbt counter with

)

edves and in o dilapidated state. Distributors

(o)

PaENse

recommend thot coupons be 1ssued in ctandoard silzes wnd Torm:
30 thoat they it in cash rericter drnwwers. ost distoibutors
do naot like to handle couvons witiel have L2 be cut out ¢

[Si9e

packaces,  Coupons should

Aewispapers,mazn2zines, or eurdbon
be painted so that distfibutars have little troublie deter-
"IN nes the nonetary value 23 well s the produet o wnich
the Coupon applies.

5. The gboence, 1n m2st casez, of a »enlly efficient

Method of handling the increased volwse of coupons =t the

< N o .
Utv‘ € wna warehouse level,

= . N . . . - .
“GIA Coupon 3tudy, A Report Prepared by tne Girocer
N Y

g : ¥ e
A Coceturers of Anerica (New York: GLA, 195¢). p. =.




4, Variation in redemption metiods of runulacburers
such as sonme manufacturers redeem coupons only throush
zalesmen, others rejquire distributors to meill coupons to
the manufucturer or coupon redemptlon acency. The problenm

of prompt redemption, one of the moot important 1n the

ing operation, was concentrated amon sumnller

ir

'3
()
U
“

Nt
re tall stores where the volwrne of couvons on =« Individu:l

offer was omall and where cnlesmen's cewlls e irrerulas o

menanticne of the GUA Jtuay were

(0]
62}
3
®]
(@]
e
Ht
I
(@]
N
D
(@)
]

Manufaceturers

1. Coupon types wiid slzes:
17 ize counonz (a5 larser than
e

a. Use uniform s T 3
slze 2 stock of sufficlient w
and texture to wsosure easy nnnalinog.

) ins on coupons--¢iving the space to
essential information about the coupon.

) Coupons in newspnpers and mavrazines,

) Couvons pasted on packare, or part of the

packaxe, or rvedulring mutiletion of the

packare.,

Eﬂg Customer o» retuiler s

) vultiple attached coup

attached to an ad.

irnatures on coupons.,
Q13 0 CoUupons

c. Wherever practicable, establich foce value
denominations at easy to ownnute standard
amounts such as Eﬂ, 10¢, _,ﬁ,

d. Wherever practicuble. establish an eybily

A

identified "faumily" format to be used in coupons

for all company products.

(@)Y

Ibid., r. 5.



2. FRedewptlon Practices

a. Make avallable to dict:ibutors cell
envelopes for malling coupens and provide mallin

and snipping instructions.

b. Fedeem coupons proumptly.

i3 handled theoush the sales-
redemption in cosh or draft
1

c. Where redempt
: e
ly practical

5
men, pi viqe f;
2

d. Permit the grocery distributors To submit coupons
for redemption, sorted in any vay vwhich fits his
operation,

Distributors

Tne distributor coan reduce handling

1. A simplified system of wccounting, sorting, and
»eporting at store level.

-

csyotem of
hemquu;L

auiiting cxllating, ond
(3 u.

AW
=t
0
) l—i‘
03
*._l
e
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e
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ct

The 1950 plan scratered e surlface but aia not vut

o

an end to the redemrption of coupons Lo cash., oaulacturer

.

complaints continued to mount over this practice. ne snnll
Comonny =leost went out of business becwuze of couron miz-
Tedemptions. Pum Industoies, Tne., o ocmell corpoany. pub a

nevr cookins discovery called P Dry Fry on the marlet with

L 224 coupon in the reader's Direst un well as selected news-

3 throughout the nation. A few ronths later, the
Ziny was hit so badly by 2 plosue of misredenmptions,
mairﬁly cash redemptisn, that it stopped the promotion and
as Sblizated, in some cases, to reimburse retnillers with

er o . ,
€33 ts or stock instesnd of cash. Lpparently droves of

Sr )
PP pers clipped the couvons, did not buy the preduct, zuve

T e s oy



tihe couron to checkout clevits, znd rvecelved
checkout clexks, in many instarces, Just 4did nct bother to

check to cee whether the prcduct was bousht., But even whe:
clerks were aware of this irresularity, they loatii to
of* fending customers by »rejectinge the coupons. wWoen quizoed
about who wao at fault over the misrzedemption, one of
o P Indaustbries, Tne., thoushit 16 was due to twe Tactions,
The shopper ctarts it with ne> "ianocent decepntisn” wnd the

e taller abets 1t with his expedient oversisnht. The

e tzilers' orientation 1o townrd the shopper's satisifaction

and the idea of »aising 4 auection aboutbt the shopper's
nortesty ot the checlrout counter 13 not o pleasant nrospec
Mlsredenption has become so serious since 195¢ that

My rroaufacturers may have to drop the whole business of
Couivandins and g0 buck to the 014 "send in the box topn and

cht in Apxril,

[N

S2T your woney back' offer. This came to 1
130, when Paul Williz, President of the Grocery anufactur-

ers of America proposed = direct zcetlon cuampailin to stop

Il

CoOupon misredemption in the stores. L. Willis explained
that couponing was bils business in the United Jtates. Almost
ten pi11ion coupons gare distributed in this naticon annually

for Tredempticon at one billion dollars. I the misredemption

l’?«.te is E/_"

[

a hwe swa of woney is involved., It can malke

[

e (John Lyneh, "Coupon FMisredemption: ¥ach or Fletion?
D”“- Pam Dry rry,” "Food Business., V:1. 8, 1-. £ (May. 1900),




or brealr o manuracturer

Because of the serisus proble

micredemption,

S

omething cbout it. In Murseh,

aled the Grocery anulncturers

combat unethical practices sueh o

()

the G:ocery lanulicturers of Are

aoe ol Parn Tooiustoies,
ms resulting from coupon

»ica decided

.
13

19..0, Pzul wWill

of America's plan to

o

wnts of

~then Conne s

£o cash in on the coupons withoul buyine the sreciflied
products., The test proswam s Lo be run In Doutiheorn

alifornia and would be hishlichted by concwumer zavertising
campalisns dlrected woninst enshias of coupons wilthoub buyin
the couponed itews. Ads uld be run in the newaprrer
reminding consunmers of thelr cblisation to redeen couvnona
only on specifidied itemn., To oaiition, Int-store litervafture
desicned for check ctonds ~uld be posted und send: "Plense
present your coupons {1zst., Checke cve pemmiitted to

edeen ccupons

naoy poestens

Plzced in appropriate spots in the

The Grocery lManufzcturers orf

g0t Tor one thirs, the

SUpe rmarket Operators Committe, com

for syer ninety per cent of the foo

C2131 forntn, sbjected to the pla.

k]

o)
“Tes Gllbert,

dere "GITA Offexrs Plan
1P tion," Superw::ket Hews, l.arch

According

Anerica's prosram never

soubnern California

2

3

posed of members acecountinge

4 business 1in Southern

to operntors

r

to Cut Coupon
28, 1970, p. 1.

&



present in the committee meeting, an overvhelmin: majority

of the members voliced vocilerous oppoizition to the bazic

b i Several wmenbers sussested that the prob-

o

lems arisins fron

|_J
e}
-
< ~
lox
o
o
®
ct
o
2
(o3
o

promotional device., Tn essence,

upo
endiyg the practice of thics

the menrbers felt thot manulacturezrs should not atteunpt

[l

'clean linen" without first tenling to theilr oun wnd trying

to eliminzte the many malfuncticns inherent in couponing,

The menmber»s were Just Tired of bothering witn the hoandling

ol 15 choracteriaotic with couvoning wnd felt that they

hould not have to be burdened with tryins to educnte the

consumer for something that the munufacturer wos responsible

for in the first plauce.

Ia)

The Southern California distrzibutor committee countered

the Grocery anufacturers of America plan with zn eloht

point proposal designed to zlter certain manulacturer

couponing practices. Their feeling was that the monufactur-

exrs should help to eliminate the costly handling costs and

inconvenience for distributors before tackling a consumer

@ducation prosram. Along with the eilrht point proposal,

the committee stated that eanch distributor would strive 25
!

I ndividuzls" to eliminate coupon misredemption but A1d not
' be:lieve thnt the initization of the GUIA conswuer educ:
. —

pl”Cngam would be sultable at this tine. The elant point

Proposal program submitted by the committee, and luter
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In Jonuery, 1901, Paul ¥Willic announced thut the dis-
tributor's cost of handling manufocturer promoticne on
coupons will be the subject of =2 5tudy lzounched 1mmedia
under the sponsorsnaip of the Grrocery aonuflscturers o7

America, The anclysis will take about five months ana cover

ties acrcas the country.

e

Ce

o C

supermarizets in several ma

The study will be congucted by the Arthur Andersen Conpany,

o

Chicago menasement consultant firm, Once this study is cow-
pleted, 1t iz hoped thaot valuable concluslons can be
cbtained which enable dicstributors to reduce coupon handling:
co8ts and inconveniences,

Yention was made in the elegnt point program zbout
coupon clearing houses. Suchi houses were estublished to

Cacilitate coupon handling for both manufacturezrs and dis-

Rl b}

[

D
[
o]

tributors. The A. C. Mielsen Company was the plone
Chie ¢ ipon cleamins house business when it cet up o house
early in 1927 The Hilelsen pluan was aesirned to get dis-
Cributsrs ta contract to send wll coupono to the Nislsen
Company Clenring House (UCCH) for redemption. The clewsings

Nouse sorts the coupons, irmediately returnz ore chneck

Manufacturers os well as dist-ibutors wondered whether the
°d§Jao increnses achieved was more than offset bv distributor
21 Eation and 111 will.

- Steve Weinstein, "Coupon Push Recaptures Timelisht
SOm Stamps," Supermarket MNews, Vol. 6, No. 4 (January 28,

)

1. . D . . .
Les Gilbert, "GIA to Sift Retailer Cost in Processing

ons Supermarket Hews, Vol. 10, Ho. 3 (January 1lo,

p
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1
The NCCH makes 1t possible for mznuflacturers to shut
down theilr own redemption services. Jcore of the manufactur-
ers using the custom service are the Armour and Comvany,
Corn Products, Inc.. Helene Curtis, Aluminun Corpany of
America, Reynolds Metals Corporation, Kinberly-Clark
Corporation, lorton Salt Company, and mony others,
lore than 425 manufacturens are using the cooperative
plan. This involves only receiviir, counting, sorting, and
redemption of ccupons turned in by mewbex dictributors., 70
reports are prepared otner than total counons redeered.
Jome of the companies who have used thic service =re the
H. J. Heinz Company, Pillcbury »ills, Inc., General Foods
Corporation, and Coca-Cola Company.
In 1ts initial six month plan, the Nielsen Clearing
House plan charged dicstributors one cent per coupon redeemed.
Tt sought to get half of this cost from the retailer and
the other half from the manufzcetuwrer., This would have
resulted in an increase to two and &« hall cents in the manu-
facturer's handline payments wnd they generally balled.
Nielsen then attempted tao foer services for o fee to non-
Participatine supplierc. Tnils zttempt 2lso fizxled and
Tle Isen now sets 1to entire handling chorce Trom the dis-
trﬁltﬂltors. Distributors are charged on a sliding scale
danalﬁding on the number of coupons redeenmed with an estimnted

1 — X 12
lfe’”-we charee of a2bout a penny @ coupon.-—

T leotua-t o 1ryer, "The Nielsen Coupon Cleswing House,"
L O: = N ' et < .
22494 Business, VJL. €, Mo. & (April, 1953), p. 13.

) -y




7e
Three banks are also in the business using the precent

Nielsen formula of charglig only the distributors for the

redemption for a charge of less than two cents per coupon.

The banks are the Bank of America on the West Coast, The

Federation Bank and Trust Compuany in !Mew Yorl, and the La

Salle National Bank in Chicazo. ©Mr. Thomas Purcell, trust

officer in charge of the coupon clearing service 2t The

Tederation BRank and Trust Conpany in llew York feels that

banks are & "natural" for hondling coupons becuiuse they dezl

vith bonds which are likened to coupons excevt that coupons

in the food industry are of smalle» denominations. Lo,

Purcell believed that with trained personnel wnd

~

experience in handling bonds, banks are in a good position

to offer a fine service to the food industry.

recently there have been several snaller Timms setting

up clearing houses on a more localized basis,  The manu-

facturers are concerned over these smaller houses charcin

highe» handling rates thereby upsetting the relztively stable

distributor-manufacture» coupon relntions with distreibutors

2t tempting to have the two cent allowance increwsed so they

W11l pe left with some money over and above the face value

©1 the coupon after paying a clearing house. With this in

mi A o
Mindg, the Grocery Manufacturers of Americnn attempted to

3

D)

oo -~ 4=
W80 &S TO

(

8T  up standards for all clearing houses to fcll

13- . - . . . L
o °John Kovae, "Coupon Fedemption Broadened by Rani,”
AP ermarket News, Vol. 12 No. 4 (March 24, 1938), p. .




prevent if possible thwe »ising cost of coupon cleswing

operations. The procram covered six points: (1) cleasins

Pel

nouses should keep dictributor and manufacturer services
completely separute transactions, (2) that the manufacturer
should not pay more than the two cents handling charge he
pays when dealing directly with the distzibutor, (3) that
there should be no dilscrimination between the handling of
coupons of different manufacturers, (4) that the confidential
nature of redemption ctatistics must be observed carelfully,
(5) that the clearins houses must accept some responsibility

for policing redemptions, and (<) that the clearing house

financial ability to support warranties mnd guarantee
. . 14
obligations.
The Grocery lLanuflacturers of American Coupon Committee

noted that 1t 1ooks with favor upon the basic 1dea of

coupon clearing houces established €o sirmplify distributors

a
handling problems and hasten reinxbursement provided there
WA s no decreuwse in the manufzacbturer's contrecl of coupon
Pederption and no incwreace 1n the manufzcturer's »edemption

CO=sts, The group recommended support of any clearing house

"hich met the Grocery Lanufaccturers of America's standards.

14Steve Weinstein, "Coupon Clearinge House Do's and
) P g

s - - o . N » T g
Don ' &5 set by GioA," Supermarket MNews, July 14, 1959, p. 1.




74

Coupon Redemption at Super Volu

In IMinneapolils, Minnesota, Super Valu Stores, Inc.,
discovered that many retailers were not redeerinz coupons

with manufacturers becuouse of the inconvenilernce and exesslive

(]

cost of mailing coupons to enxch individual supplier., As

]

sponsoring wholesaler, Juper Valu considered 1t 2 duty to

2

their dezlers to seft up 2 coupon redemption aepartuent to

3

nandle coupons for member stores in order tnot the retailezs
could gebt quick turnover on their coupon investuents. The
coupon redemptlion departiment huis been revamped severzl times

since 1ts birtn, the 1last time 1in 1950 altex the Grocery

Janufacturers of Americu's study on coupons., Super Volu

W

recomrends that declers sort coupons daily and mail them to
Super Valu's coupon redenmption aepartment every tuwo weels,

The ccupon redemption departiment then makes payments to the
retailers within one week of the »eceipt, retaining only a
Cwo cent handling charge per coupon for this service.

The coupon redemption department strongly encourases
dealer cooperction benind coupon promotions and recommenis
thit they argressively merchandise the coupon items in the

Stores. O0ften times, letters znd sales bulletins are pre-

Pareq by the coupon redemption department and sent to

dealers concerning coupons. Super Valu's enthuslasm for
sent

COUpon promotions 1s evident in the following letter
to Super Valu mewber stores in June, 1957:

Presently, there are around 3C0O alfferent merchandise
Coupons in our seven state area, not including local



-]
[

companies, which are being distributed by 132 manu-
acturers., Of tnis zmount, more than 100 of thriese
are to be found in the shopping area of any given
sStore. Yet, an aralysis conducted by your Suvply
Depot's Coupon Redemption Sewvice, seems to indicate
that the number and wvariety of coupons redeeried by
our member stores varies a great deal. Thils holds
true for stores of approximately the same volune
class, as well as all stores generally. This lends
us to conclude that either maximum utilization of a
important "sales cimmick" is not being exploited to
full advantage, or coupons Iin general are a nulsance
because of the additional work entailed in their
redemption. In either case, we feel that a changce
is 1n order.
The use of manufacturer coupons in your promotion
and merchandising pros 15 represents maximum usace
of an important sales gimmick. Your cost of utilizating
his sales promotion tool is insignificant compared
to the capital outlays made by the manufucturer to
promote hils product. Why not capitalize on these
promotions, then, by follcwing through in your ovin
operations? Iost manufzcturers provide advance notice
of a new item belngs couponed. Let's use window posters,
store banners, prominent in-store displays properly
pricea for the promotion perioa to inforn the public.
With the proper follow through on all coupon items,
ve feel certain that a "trarfic bullder" will be
created.
This may well be true, are probably ycur thoushts
ot this moment, but these coupons are still o "nuisance."
I've forgot to redeem them through 132 different manu-
Tacturers in order to get my money back; besides, the
time involved in communicating with each other cun best
be utilized throush other reans o»f promotion., "Wait a
iinute" is our resvonse, "Jend all your coupons to
Our Coupon Redemption Service thus you are deallng
With only one concern and besides you have coupon
Capital turnover on a very frequent basis.
Yes, you too can be known as a Coupon rerchant by
Y our customers and profit by it. ore dealers e=ach
day, our service indilcates, are becoming consclous
O 1 the fact that coupons are here to stay and thus
Ere turning a "nuisance'" to their advantage. For the
Period September 9 through December 31, 19545, our
Y*edemption service handled 399 1lots of coupons from
Our affiliated stores. For the first five periods
This year (throuch lMay 18) we handled almost 1,400
lots, representing a retail dollar volume of  $47,366.
Our total volume amounted to only $34,742 1n 1955
and $50,857 in 1956. Further analysis of this service

n




indicates that there are conly 279 dealers who have
really taken advantase of our '"nuisance eliminztor."
This means that there remains approximately 400 of
you who can al1so become coupon pinded without

entalling the nuisance factor.-~

-

Super Valu helps their dealers in handling ccupons
by providing coupon sorting bins for sorting coupons
with which to 1licot

plus redemption reporting forms
total cash value of coupons by den

orinations.
Further progress 1In stopping malpractices in couponing

was reported after an agreemwent hetueen the Grocer Lanu-

arid the lNational Association of

facturers of America (GLA) an

Retall Grocers (NARGUZ). The merchandising conmlttee of

and representatives of GLA Jjointly approved the GLA

oint provocal (baced on the Southern California Dis-

D
o
7")
bl
e}

tributor Committee's platfom:). In oddition, the NARGUY

other points for the GLIA'D
aticn of coupons

newspapers

o)
D

d minirun use of coupons ix

ey o

pasted on packases an
and magazines. The committee also aslked that the 2 handling
charee be reconsldered so that "adequate compensation" can

be made to distributors to cover handling costs. All buyers

should be notified of all coupcn deals at the same time so
Attention

a5 £o eliminate possible competitive advantaces.

WA5 &2l so focused on the possibility of the manufacturer

puttﬁirﬂg premiums inside packages and not outside since the

1@tt€31? type of premium shrinlzs shelf space. Among other

COUP o N recommendations, the NARGUS committee reccmmended

\
Ho 15" mhe Ccoupon Merchant," Super Valu Disest, Vol. 1,
* 7 (June, 1957), p. 5.




that manufacturers do away with requirenents of a s3ig

of either ccnsumer or distributor; establich face value of

Coupon in ezsy to compute amounts; keep rnultiple coupons to
s

2 minimum and do not attach to ench other; instruct salesnen

cularly

'

t

o

j%)

rain from suggesting to distributors pa

(%)

to re
store operators the "mishandling" of coupons; encourage
everyone, from store personnel throuch consumers to handle

coupons a3 currency; and to indicate clearly the value of
a
the coupon to the concwier.”

Chy

Jupplier Consumer Educatlon Program

Three manufacturers attenpted to lzunch a consumer
educational program in Southern California with the
"qualified" blessings of the Southern California Supermarket
Operators Comnittee in the fall of 1920 desirned to reduce
nisrepresentations of coupons. The Proctor and Gamble Com-
bany fea tured grocery basr stuffers offered to distributors
wlthout charge along with o special leaflet ericleosed in
Coupon envelopes mzxiled to the home. The leaflet's front
Pafe 15  themed "Don't Embarrass Your-3elf or Your Dealer."
Inside tlie lenflet 1s this message:

D0 Play rair. our dealer will be ¢lad to redeem your
COUD S s when you buy the brands called for and you wWill
EevaEL\Jing money on top quality products. Coupons are

S VAT, of gilving you a chance to try our famous products
at coispy savings. We want to continue to send you thece

—————

INGYT
market i New Accord rReached on Coupon Practices," Super-

~‘~___gﬁ§ii§, May 1€, 1920, p. 8.
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in coupon ac

Journnl rer

100 million dollars wortn of ccupons ar

sumers a year, Stucart Shryer, moanacine e

Pusiress, wrote that over one blllion me:

viere redeemed 1n food stores in 195F.19

Coupons benefit both dis

Manufacturers coupon merchandise to ctimu

ibutor wund

&3 dInduce aictributors to stock and prrons

brands, 0n the other hu

, coupans provi

with excellent rerchandisine opportuniti

take advantare of effective manufrncturer

SUpporting the couporied merchandise.,

Hovever, witn the tremendous incre

“Ctil ity in recent yeurs,

granted to

ditor

ote

N

ae
o

[ShS}

(SRS

ase

eha

o
QL

ndise

riznufzcturer.

with

in

e
eandD

coupon

two problems developed.

On one

hand , manufacturers complained about consumer and distributor

TlSredemption activities partlcul

CoOup ons for cash without purchasin

retaliate that coupons are somevr
the cost or handling them in add

OUtVHEiAyl the advantares vwhich

Vil

j-1

9Shryer, op. cit., p. 13.

ition

coupons

arly consuners

2t of o

1€ pressure 13 applied from manulicturers,

redeeming

"nuicance"

1= tiie couponed product.

distributors

to inconveniences

wre designed to
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Attempts have been mude by the (Grocery lianulachburers
of America and various distributor trade associations to
foster joint manufacturer-distributor conferences to
out! difficulties characteristic of coupon progrums. Strides
are being made 1n alleviating many coupon malpractices. 1In
19-0, the Grocery tanufncturers of America together with
dics tributor trade associlations set forth an elght point
program established to eliminute the costly handling p»ob-
lems and inconveniences encountered by distreibutors when
redeeming coupons. In addiltlon, the Grocery Manufacturers

of America is currently conducting a study to determine

dls tributor costs in handling couprons in addition to devel-

O

DIrng methc-fs. to keep such costs to a minimun.
The advent of the coupon clearing house has been
bene f£1cial to the food industry since it plays an important
role 4n facilitating the handling of coupons for both the
MANUufaocturer and distrlbutor. Ilany clle':xzﬁin;_:; hhouses have
SPrurig up since 1958, and development hus prompted the
Gpoeery Manufacturers of America to set forth a list of
Sta—n’dards designed to keep clearing house charges wilthin
the 24 allowance given to distributors for this purpose.

Some manufacturers have taken steps to test consumer

ti . .
Ces If such programs prove beneficial, the Grocery

Mg L.
Mafacturers of America may recommend expanded application

of . s . .
CoOnsumer indoctrination procrams throughout the nation.
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Despite all of the dissention encountered in the food
industry, coupons are here to stay and will continue to
pexrform an important role in focd merchandising. However,
maxiImum benefits are yet to be achileved through closer
manufacturer-distributor understanding of the problems

involved and each side's willingness to work mutually to

alleviate the pltfalls encountered in coupon promcotions.



CHAPTER VI

COOPERATIVEE ADVERTIOING

The Advertising Contract

1

The advertising contract 1s an agreement betfween the

(

-

manuacturer and dis

ct
b

ributcr in which the dilstributor agrees
to @dvertise the manufacturer's products in return for a
specified sun of money. The advertising can be done in
newspapers, radio, television, or handbills. Payment to
fthe distributor will be made upon recelpt of a proof of
rerformance as stated in the contract, i1.e. dated tear
Sheets from newspapers, a copy of a handbill with the dis-
tributor's certificate of the number distributed as well as
the date and method, and a copy of the text of each anncunce-
"eNnt with certification by the station of the date and
dumz tion of the ad in the case of radlo and television. The
Contract may establish particular time intervals during the
Jear 1n which distributors must advertise, that is on a
monthly, quarterly, semi-annual, or yearly basis.

The amount of money pald by the manufazcturer is deter-
Mned 1{n three major ways. The Tirst ond most common method
is & Specified sum per case on all merchandise purchased by
the Qi1 striputor during the specifled time limits designated

1 - .
1 the contract. The amount of monriey pald is determined by



o
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the quantity of cases which tne distributor buys. This

me thod 1is based on volume, znd the more cases the distri-
butor purchases, the larger the sum of money received. This
form of payment 1s characteristic of the majority of adver-
tising contracts i1ssued 1n the food industry. A distributor
needs only to advertise a product as often as stated in the
contract to receive compensation. TFor example, 1f a dis-
tributor purchases 2400 cases of facial tissue during a
three month period and signed a contract which paid 10¢
pPexr case advertising allowance, the distributor would
receilve $240 for advertising according to the terms of the
conmntract.

Distributors like being pald on a per case basis since
the amount of money earned often exceeds the actual cost of
advertising a certain product. ILet us assume that a one
Coliunn inch ad in a full page newspaper ad costs approxi-
Nate ly sixteen dollars., If two ods are placed for a product
ON S eparate dates as required by the contract, the distri-
buto spends 332 to perform according to the contract. If
the distributor 1s paid on a per case basis, sales volume
o1 the particular item may return an advertising allowance

far £ reagter than the cost of advertising the product.

The second type of payment made in advertising con-
trac ts 1is done on a national line rate payment schedule.
Again, the distributor 1s paid a sum of money based on

cag .
~€ purchases, however, he must show proof that he actually



spent the money granted to him on adverticing the product.

Payments are based on a national line rate and there are
no requirements as to the number of times a product must be
advertised. Taking a hypothetical situation, suppose o dic-
trivbutor i1s entitled to one hundred dolla»s as a result of

buying a certain number of cases butbt spends only fifty-five
dollars advertising the product, the manufacturer will
reimburse the distributor only the actual coczt of adver-
tisdng which 1n this exanmple is fifty-five dollars. Because
off dncreasingly hicher newspaper advertising rates in recent

years, this method of paymnent 1s becoming less effective
for small volume distributors since the cost of an ad may
cos t more than the allowance earned. Large volume distri-
butor*s can accunulate some savings by placing an ad at

~e usually lower than

W

loca 1 advertising »ates, which

nati onal line rates, and billing the manufacturer ot the

nationalline rate.
The third method of payment is o flat »rate paid by

MNUuTacturers rezardless of the nuuber of cases purchased

T, —~ . PERA'Y ‘el
b o the 3 strlbutor. With proof of pexrformance, distributors

A

2y

ca; A s .
AN eollect a flat rate s speeified in the contract.

EXtra- - . : .
ti“euzely omall volume dGistributors, particularly individual
€ operators, 1ike thts rethiod because the amount paild

dqerend o onicereoos, T puvennses were the key



QO the three methods of payunent, the fizst ore dis-
cussed or relwbursing dictributors on a per czse basils 1c
by far the most popular among d
can be earnca from the nonuflsebure over ond cbove The coo

of advertising.

Purpcose of the Advertisins Contriet

Tundwientally, wdvertisins contracts nre deslined to
create a product's lmace belore the public viz the distel-
butor's cavertising prosruis,  roanlaciurers wndin Incrvensed

sales and producet recosnition Cicouwrn dictrilutor pronotions

On the other hand, distributors reco-nlze the ivipor-
T - - L R N R K v e o Ty ey ey, - =

viiice  of thelr enhonceins the stile of mercenaindise ond feel
elr services chould recelve Jjust compencation from

}\ = ey o } . L L. .~ PR B a1 .
the monmucacturer vin the cdvertising contract. In addition,

the - . . A \ 1 . .
' Contrret provides 2 source of revenue. Oome distributors
U. @ oy 5 e 4 . . 5 o
S¢Sl T ownnces wnd cooperntive advertising funds to pay for

1

entire advertising budeet, othews nmolie o profit over
and o . B, .

1T b ove thelr ad expenseds, oSome smaller volume overators
rels . - . . -

¥ On sllsuances heavily in order to afford advertising in

the fﬁizvgt place,



Feasonsg

Stlmulate dealers to cbart
Tnerease Retall Advertisin:
Ztinulate aenler interest
Tells consurews where Lo bug

() N

e
o

5. Zupports nwtlﬁn@l wavertisin:,
v, Helps meet compntition.,

7. Cther reasons,

As ailstributors oo loes
fevier stores aceountine Tox the nation's monjor share of the
busiriecs contintes. there 13 meason ©o expect That dictei-
butoz* pressure will be exewted on nonufacturewrs o wmore
"lite »al" wivertiszine contoeets desirned to it the neels
24y, Some manu-

~1_1'

frcturens view zdvertioing contracts os o marzketing "mus
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brosziames wnd new product introc
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NrE T e pricing and othes
T'er their appreciation for much "bigrer thircs" via

ay ~ . . 1]
SQAVerticing contract.

Pal

S fhlg “??pentey "What's Ahend for Co-0p Adve
= Vol. 253, o, 3 (February 22, 1957),




Qe

There ore 2 few munulocelurers who resurd contracto

25 a "me tox" device. llerely because corpetitors offer
advertising contracts 13 rexson enoush for some suppliers
to offer the same. What type oFf conswrer response 15
received from the zdvertising proczam 15 not neariy as im-
portant as lkeeping competitive with other suppllers wnd
15, Qulte vosasibly this line of
could be interpreted as nothing more than "hond-
cuts" to the trnde.

One spowesrman for o lavre 7003 vrocessor franlily
stated that re wos arfrald to "ovive" to distributors con-
cez*riing poox contruct perlronnnce fovw fear that distrl-
butors would discontinue his proiucts.,  This 1s pazticularly

truae wlth thesce monulacturers whose products compete  with

o~

Lovinerilety of similiar ones, Tn instances where a brand does
not hiave strons consumer acceptance, the manufacturers must
"plivy alone' with distributors hopins to et promotions o
dlspliiy s not specifically called for in the wdvertising
cont=raet, wWhile wiiting for a promotion, the manulacturer
continiges to py cdverticsing allownnces.

Whether or not advertising contracts are bvenefilcial
for SUppliers or just a2 waste of money 15 & controversial
Westy oy which ench supplier must decilde fo» himzself. How-

cun untdevstanding of the aistributor operations and

L2 dngs costs are affectine the cost of doing business



no.

IrxPouver

exprenses of obtainins cuapit:l,

~ppenditur wnd expensi

»)
as other costs are siucezin:
As = result, distributors look
3’

tance in introducing, promoting

Besi des

. N
e A

& Zerneral feeling amonys food 4

Risins

ve expans

the

mere libernl cash discowits,
vertising
sources of

Alstributor

1=2b

on ocosts, hiishew

materinal, and

to

an

terms of sale,

contzact provides

Sh o113 be paid for by manufacturers scince they benefit Trom
Lt eiputse advertisin 17 progeams, boo.

Adverticzins wllownnces e usunlly reconied us Other
ir“3aJre cnd eontribute 2o hish 23 seventy-I{ive per cent to

putos's fit.

net pro

more dalstributor

stributor advertisings

pressur

st>ibutorrs continue

is =»encornable to

e on monufacturers to sub-

and merchandicine pr Rahd(¥s]

3 SN
1224 BTore

cperations,

an undextore

Ciitraversial Subjects About fdvertisin.s Contracts
By now, the render his probably detected

O T . P 4. ) s L
= mmonufzcturer discontent wit

cooperative cdavertisings



Pre sently, 1t is o subject of wide debote o expected,

The e are still a few spolesuzen in the Tooad industry who

»Cising 1o takine oway o dorilar necesonry Lo esctaiblich

2mdd maintain v concurer froncenlse., This fooncnize muct be

Nz Guiced 2nd ept ~live -3 vital by conabint wttention.,
e ccegponsibility o bulliines o consumer Creehise rests

wlth the manufacturer whille bulldine sales fox o prnctlenls

SUupezsnriet 15 the wesponoibility of thint store, 07 couns

PY  C aupbell “oups.  Thic ds o exceptlon tthes

Ule . 2nd most manufacturers with not nearly th

Sume

[

ronenioe wdvantose must
Ter advertising contrzcets.,

Cadnly, the controversies ascocliated with

T2 Tver o not cetbinge o satiofuctory retfturn on the money
Do s = . N . . . |
T LA ge distributors and the distributors counterine with

crplaint thnt cdverticine contracts, as o whinle., are

-

be dolarence E. Rldsidre. "nzlketinrc--The Key to Crunp-
(= 1 ‘5 prunsisn Dolw ninter's Inln, Vol. £50 h
Sbruiry 18, 1922), p. €3

s

c.




A5 a2lrendy pointed out, there are a variely ¢f reasons

s ¥al

winy manufacturers offer advertising contracts., Hovever,
the z2e 1s one controversinl matter which, resardless of monu-
fac turer mobives for usings the contruect, 1s characteristic
ofr Inils cowplainte: thaet is the cooperwtion receivel [{rom

1o tributors siicning the contract.,  anulfactusers clainm

Q,

thha € distributors are only tod enver tH earn wmaxiauwm allow-
ances, but wre less willilme to pevlfomn to tne subls
of the supplier. ome et Lie impuression thnt dlotributors
restrired advertisines nllowsnces oo Upennies from heaven'--n
oo osense, dexlling with sone dilsteibutors ia like
Condwuectine two types of business tronsaeticons: sellins
Mez*c iandlse and nesotlzatine o contract.  The ndvertising
lrectsrr for o locere voluntery s~roup 1n the idwest stated
tha + distributors tule odvantzire of supplie:s since they
Are 45 4 owore cdvantoseous booainiars pooition s aiszcussed
€0 Jer in tle ci:apber, Ao o esult, the contruet iy be
LT ten more to saticfy the distributor thoan the suppliew.
FO s . B . ' , ,
= cxample, 1 no mention 1s made in the controct =o to the
mihil‘:xum reJuirenent of the slze of a newspaper 4, mere
Ment on of the proaduct--no mattter now small--is proof of
pebf‘ol’znzznce. With thne loarce varilety of products to adver-
tiZe , Alstributors find it 4ifficult to at lenst mention
tl‘lel"ﬂ in the newspaper ad, let alone devote feature space

Lo T hem.



Unfortunately, @ practlee has developed wnereby 4Alo-

. ]

tributors 1lst products in ads strictly for aqunliflyine pur-

-

po o es and not for prometin brands ot fenture vrices.

botttom o the pore, 1o devated to vroducts which nre beins

cdwvertised to qualify e 2llaerces wiie» the fequin ol the

J
"
ct
]
o
Ui

cornt:act., Thls type ol 2d 15 relerred

~i Zdnce the contracts of sonp companiles, o yenes,
reallired distributors only o 1ist the berunds 27 5onp o

quaal iy Tor wmaxbawn ollowances.,  oxnds Doavison, Vice Preni-

Sent of Purvex Torporction, TEd.., reflerred tH this section

< : " - PR LA, N N e
w5 The ore-inen product oblbuney,t

A

Cbhriously, the "coup box" cdverstisine was not the
Intent of the supplier, bub Lhe woodiies of wost contracts
& 3 R
oS ymde 1t lesal for disteibutors to Tollow tLindls peructilcee

1tos,  Some distributors

,_.,
(&)

et e o AL o rmaded e 3 e e mpes
1 Qulify Tor adaverticin, payue
lite 1vnlly un on advertisine "eollection sheet'" to obtain

D . 2 . 1 s}
11 Svunces wntien thon erenbe nis desicned prima-ily for

ma . - . .
S zraen customer appexl, Ore Factern chaln uces o dquarter

[STRIE B P - . P -
el advertisement to list brunas so oo to aunlity oo

o]

lC"-*.‘:.‘nces. As a moatter of Tneb. thils peurticulz chwin
\) i) > . 1] . . fal
llecuea mecsimwn case allownnces o one suppller fox

t
L B . . ..
=L yeos and yet aild nothins more Lhon list the products

Val. 7, 10.53

Vo

.
‘




Technicenally, dicteibutors cwnnob be blaved 7o poow
coopreritive adverticing perfornnnces becauce wlmont all
advertising contracts are so wrltten thot the distributoer

1 - 3

needs to "aevote only that amount of space nomnnlly devoted
to feature items once w aunter" to collect allowances on
-1 1 the cases purchased rom the supplier durins the con-
tcict perioda.  The phrose, "wiount of space normnlly

de voted to feature items," is construed by most manufacturers
to me-n a one-inch coclumn «wi o 2 suppliex»'s brands when
thie contraet does not speclfy exiict amounts of space larcer
tharn one column incnh., Almost always, the manuilzcturens!

contracts cnll for o one-inch colwin ad perlorsmance fo dis-

tributors to qualify for allouwnnces

i—jo
! .l
H
o3
c
ot
\”)
Q
2
et
Pl
e
o
cr
0
ct
t
o

averane caverticinge
contzmmzet 1o too binadaine o restrlctive foo wdvertisings pur-
Pote s becuuse the provisions 1o the contruct reaulre certain
amounts of space be devotedi to products at specific intervils
durin.~ the conbract pexlod,  This situstion, cloim distei-

butows | 14mits the Tlexiblility in preparins ol loyouts in

inite part of the veelkly newoprper wa muct be

A spokesman for Marsh Teosiliners, Inc.. expressed
cor e - n o , .
Itern gbout the problem of sterectyped newspaper ads wnd

a3 others do, that monufacturers! contracts are

ituation upon the dalstributors. With the nwn-

Contracts in effect at llarsn Foodliners, tne spokesman



sald thint at lewct twenty itens muot be proantel enwch veeck
to keep up with the cowltments o provisions ¢l the con-
trocts. Twenty 1tems pev weelr, he continued, 15 entlirely
too many to feature 1n just cne ueelr,

nlichard Waxenber, President of ¥osle Food Ceinters

wirdeh showed that the averzarce fo0a chain was offered 300
Of thie 300, 260 wewre nccepted and
SO vejected. Rejectliont were bused on such reasons b

Insufficient sales moverent, buridencome reaulrements, and
thie perfommance provicions weore too zizid.,  The contincts
LIe too conplex thow it L, Warxerbers., The €0 contracts

XCcepted by the avernre distributor in a yes» meunt thot

L, 040 promoations hod o be selheduled wileh svernired o

Ewerty per weel.

e andverticines dlrcector of Juper Volu Jtores, Ine.,

Ar-tg Leemiu, =zecomuended thot adverstincing contrrnets be

e wvised by wmonuluzeturers to enuble distoibubtors to cccumulot

Efi\ﬂértiaing moneys (based on exse purchices) until such
Cime ns wn effective wdverticins Job can be done for the

1 ] ) . , .
m“Jlllfacturer. When the wmoney zecwnulites £H 2 certain sunm
J 2

_ ueilotein "Urge ove Realistic Co-op All-owance,"
P . cit., p. 37.



the manufrcturew's colesoyy nrd adverticing. director of th

0

chaln would sit down ani plan an

l—\‘J

mutual satis

i35 linked to the amount of purchoses instead of cifiice
o dvertising dotes under present controcetc. Dilctributors

azrre not reduired £ spena money within o cextodn time and,

with slover sellins itews, con wllow advertioins allouances

to sccunulate for o lony as o yvewr beloare spendins it.

"211 out" promcotion to the

ction of both., Thus cooperative zavertisin:

TLeenls surrested thot restrictive clzuces, such as specific

dates of pers

ed to o bruna fenture in an aavezrtisement be

A

cl
v
o
D
(@)
0]
6
ct

Scrriitchea from the manuicturers' contracts altocether 8o

ct

O eliminate cluttered up zas on
Nended thaot the distributor and manuiicturen's salesinn

e

._.

aNd  arbitrate os to the best time to zun 2 fexture promotion.

TEurally, i o product 10 o cood selles, distributors o

—y e [

Yamnt to promcte the product more thon the nunber 0f tines

Stated in the contract.”

In conjunction with Iz, Teewio' line ol thlinking, the

p“’-"tJiCJ.p,.‘tu in tre Motional Assocciation of Food Chalns

o ~ . . 1 s . L o -
‘Nagrement Clinic held in Atlunta, Geowrsia, on I
1

lareh 23,

—

O

(D

>

\

/
em .. - . ex
be - 12, 1927, Super Valu, Inc., Hopkins, “innesota.

)

Statement by Art Leewis, personal interview, Jept-

Tormrnce and delinite anmounto of spoce reauilred

nd so-cazlled "soup box" type
2AS from food store cavertiszsings. v, Teemis further recom-

1tain close commmunicative tiec 5o thot both con olt down

H\A(

expressed dlosatisfaction with the »igid requlirements



L

)
'
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ranulactures's

'S oecontonets,

that provils

tributor

iono

be chiniired

to pernit

of the

mealin

and

dis ~dvertising

e chaln personnel recoumviended co

~11low a wider rinre for satisfylns the requirzements o cn-

opermatl viverticias by eliminiins provisions wiien
stlpulate that cevtrin caowits of linewe be used up within
o rmonth or» other speciflied pericas of tive. ITn aaiition,

prrticipants thourht contirets could be 1mproved 1F

N . RIS
agellie vwnetler

5l

stributors to

1—
(&)

jon
=n

manufsetusers would

Tuncestblons would be preferable

no1re

cladivad ot

wnd distributor couls

Lo econperutlive advertising 10 1t were venerwlly revinped

to rmeet present dny needs. Tne clinic participants noticed,

mcliczted problem

|
]
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W0ve ver, that chancing

Cce manufacturcrs! cont:acts must be made zwopplicable to
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tributors to thie le.onl

-Potiman Act.

A spokecman Tor o larse food distributor 1 the United

Ceg who wishes to remnin anonymous, owld thot he cets
“"T - B q A
LCls sng tlred" of henrins manufacturers complaiin about




not wetting thelr money's worth fom wdvertisiig: coitracts
arid lz21d bluane at the feet c¢f the suppliers. le contended
that 1 a2 manufacturer does not obtnin value received
the money which 1s expended (o cooperative uwdverticing, 1€
1= probably the fault of the munufocturer. The trcoubl
1ilcely arises because of the tezms of the zdavertisinge con-
tiract which may be Too broad, and moy not reiulze speciflic

pe xrIormances on the poart of the distributor in ordersr to ezrn
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PO 3 sible results throucsh the expenditure of the coocperative
cdvertisine dollaws,

The spokecoman furtier stited oot alstzibutors in
21 nre interested 1n cocperntive advertislns arruanse-

e
"ents with suppliers, but tnut the interest goes beyona nny
ine swme whieh moy be received which comes os nosuacrifice of
Marloetins »esults. If distributore are to performn on ndver-
Cisg . Job Tor e manultcturer, distributors should be
Compens.ted for out-ol-pocret costs ws well s widninistutiv
CXDenses, corsts of materinla, andeonvensation aves and

2Ve these costs for trhe support and cooperntion which

>ibutors place benind the

In conelusioson, the anorymous

Fet g 3o

S omwicaty tirved of hezving and rending ctatements by

Nan . . v . X s . oA
“tlifhacgurers that cooperative advertising 1s 2 waelet, ond

The . . . - .
St 1ittle or no value ic received by the supplier. He

o]}
3
()
!
ct
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believed that viic 1o an 2311kl on the nart of the manu-
facturer for not oving set up the necessary suvervision

over expendltures of coorverative uzdvertising woney and not

hawvine provided the idens, wmaterianloc, and proreanm to male
tihhe exvenditure of these wllowinecen truly effective.T

I the Fifty-Tfiscst snnucl Deetine o the Grocery
Tarurlacturers of Amerlcen In ovenber, 1929, the subject of

c ooperative wivertisins oo dlocussoed, nna o3 comelete text

o7 the truue practlice zecommenintions wns presented.  These

(@]

N . . - le)
recomnrenantions, briefly, were tThese:”~

1. nose Teooperative
covering: any
nromobional
and dilctsibutors,

evidence o perfornance must
payment 1s nade.

3

&
.

Arreenents"” which renernlly 1linmlt proot?
o newsprperss, hanabills, and winac
should be broadened to 1lunclwie radio, belawi:
floor dicplays and outdoor promotions.

. Distributors feel that current "Coopverntive owo -

b, Distributors snd nulectultews ais
must be performance of contruct -
performance submitted belore tiie
should be expected to vuy

g e

=. Gtlanufocturers contend that they shoulad not be ealle:
upon by distributors to puay "extm
ipating in their speclal events., For such extra
payments lezally oblisate minufacturers to offer
proportionately equal pzyments to all competing
denlers, which 1s 1mpractical.

T

i (Personal interview
TUreTriymous.,
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i
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e
=
-
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-

, 8Weins-tein, "Uprre More Rezlisotic
oo ) ve 3
—=C1it., p. 37.
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1s expected from the distributor.
In addition €2 making chongses in
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pe x> fornonce from

w1 th the rmanufacturers!' cnlesren.,

" c turers! com

co11ld be ectified 1T the salesren wewve
Al s trlibutors to wavetice in o 2ioanew

Jnlesmen

"to0l" 4n

solely on allowances to obtuin alstributor
Even thourh o distributor sivns ~n advert

scieosmen must 5till be nble to sell promotion
above th2 minimun redulrements stated

The key €0 ¢oining effective dict:

the controct centers

in principles which must be followed. Firs
10Ul renlize the importance of selling val

thedi:» preducts in o monner thot malkes
CoNslder 1t to be £o0d busiress to wdve:
1
the e zreohingice in the firxst pluace

o’

wands. Too often, zales
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with salesmen,

incentive
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Distrivutors have no obliy 2

contract demnnds, hovwever, salesmen can be successiul in
securing satisfactory cooperation by cellings tie reasons
fTor promoting and featuring theil~» products ond then

portraying the advertisin.s allowunces the distributeor can

e~>"n by dcing so.

1
Pooe>» Corpony belore the conporny Initinted one, bub, who

%)
H
¢t
O
s
D
(@)
ct
jte
e

16, ooid "Tontt stop selline e . .o L owun
advertisin: contrnet never yet whilspersed to me 2 new lden

and an exclting merchnniising

e
3
B
o]
'
J
b

ocntroet, N, Brovn, but cevernber, 1t 10 no yprnecen

salecumznship,

Cus sed about coocperntive wivertising, confructs wre here o
Stay . Whether 0 nat mnulwcturers wre havvy with the con-
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bPUrD ose 16 15 intended to cecomplish, e, James Zankin,

i 3w - - . = . 2 ~ Y ~
POoTe 21y o Viece Presiient with Pillsbusy Corporsttion ond
Pr-esident of Foremost Daiey Comporction, mnde 2 stute-
N.e ~. -1 - e 1 . -

T trhich pretty well swis up the ovinion of most wanu-

to sdverticing controcets.  dir.=anin

P. 5.
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sa2id that cdverticins contracts help munufacturers, portic-
ulazrly those of small or medlun clze, in attulning dictri-
bution for thelr products and maintaining denler interest.

Thhe days are over when manuiacturers can expect promo

cooveraticon from distributcrs on Lhe strensth of an

e

21ling of diotributors about cooperntive

>
w2
ct
)
S
o
)
0
©)

A wvertizing, perhapns Jones Cooke., FPresident of ACTY Weisley,
Swms 1t up thic way. A moanufmcturer's notlional wdavevtisine

counterpuart local adverticin: to close the snile. The dis-

Crribubtor's mencer proflit marcin cannot poeovide o the
amowunt of advertisins o sell the manulacture»s' wultl-
firrrdous products. . Cooke believes thot advertising

211 owances ennble distributors to =dvertise on o owoave

Spectacular basis and make a larger rund more coumpell

e
._)

0

Lrpzession on the public which ctherwise would be impossible

"ithout the ndvertising allowince,

, penkinge of Food Business,
, Mo, 2 (Febwuary, 1975), p. 10.
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Lo manufactbure:
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» wnother.,  The »owth
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coupled with keen com-

hoo Influenced some monu-
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Tonas

Cc mony o0 theoe unfalr activities have been
detected und orders issued to cense ond desist.  The purposoe
“fEhils chapber 1o o help the revies underst.nd the neces-

o~
]

Yo ITor sound and falr supplie
vrier  t5 adhere to the law. as

well wos emphns

c-dicteibutor cooperatlion in
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e the a2ctive

“ile ©he coverument will be Cakine in wmonths whead ©o
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of the Zobinoon-Potran fct will be helpful. The Act
passed by Consress on June 19, 1937, as an arendrent to
section two of the Cluyton Act. Under the provisions of
the Robinson-Patman Act, there wre a nuwiber of trade prac-
tices vhich are declared 1llecnal nnd subject to Juricdictlon
of the Federal Trade Commission (which shall be referred to
ass the FTC). Gilbert Well, gcene-al counsel Tor the Associ-

ation of Natlonal Advertisers, Tnc., explained that the

O‘

sic purpose of the Act is to

Interpret the viscious cycle thot starts when a
arge purchaser uses its economic bargaining power
to pry preferential tretuient fom suppliers. This
in turn enhances 1ts competitive position arainst
its smnller, and hence less favored coripetitors.
It thus attains an even moere dominent position in
the market which enables it ta compel still grenter
favoritism from suppliers. The movenent towards
monopoly is readily apparent. 1

The Act oppoces the trend toward monopolistic position

IS

Fal

by pronibilting certain dicscerininations in favor of one cus-
tomer us aruinst 1its competitors. Cub-sections (4). (e),
and () are the pertinent sections of the A-t which bear
Upon  canperative zdvertising althoush neither usces the
terms  as such. Sub-section (d) covers the situatlon in
hlch o seller of goo0ds becomes, in turn, the purchoser of
PPOIMo tional facilities o» sewvices from dealers. Tn other
°rdi3 ,  the denler, for compensatbion, supplles advertisin.:
CfMerchandising, or facilitles for the munuracturer's
Penefy ¢

\

LGi1vert H. Well. "Tegral iopects o
N, " pssocintion of National adverti
* P. 1. (Phamplet.)

I Cooperative Adver-
sers, Inc., April,

=t
O
NIRe)

9

Gk



Sub-section (e) covers the converse situstion ¢f sub-
section (1) and deals with violations in which the selle-
supplics promotional services to the buyer.

Briefly, sub-section (4) states "that it will be un-

Qoewiful o . . topoy o . . Tor any cervices or foceilities .

. to discxinzdinate . . . Ly .. . Tuenlshine Lo, L ony
sa:*vice o> Tucilities . . . upon ferms not accorded o =211
puiIrchasers on propoztionnlly eqpuel ftermic o L . Both

cection (1) zna (2) svecify thot allovinces wnd voyvoents
s J N [y,

nus T be mude to competbine cuctromers on proportionally equal

Tub-section () stutes that Uit shell be unlalul .

The wajorlty of couwplaints iosuel by The Feneral
de Comsission in bhe Tood industry seewm to cover three
maln types of violotions: (1) where wmanufacturers 11l o
male o qlovances availlable to competing customers on propor-
tlonately equrl temms; (&) distreibubtor pressure for illeinl
Piymen s reom suppliers; nad (3) unlawful manufacturer
allavnlrlees toy Individual aictributors, thereby encbling

SUEN e L
“CY Mz yracturers to

\

“lee Appendix R,

meet coupetition.
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Perhaps the meot publicizel cose to come berore the

ederal Trade Commicsion in recent years was tne complaint

i—_lj
-

s oued aoainst Clant Pood Shoppilng Center, Inc., operator

o

o B2 supemmnnrkets in Marylond, District of Columbia, and
Virginla, and eleven nanufacturers., Gilant Foods was
chiarced with violation of sub-section () 2f the fobinson-
Pootiman Act when the chaln denanded and received illegal
prronoticonal allowances f=om 1ts suopliers in connection
wi th special annivevsary sales when both the chizin and
suppliers knew similar allowances were not belng made
2 2llable to competing dlstributors.  Proceedines acainst
1aont Food Shopping Center, ITne., compmenced on Novenber Z1,
1952, and not until June, 19¢1, did the Federnl Trade
Corminicolon officiclly issue o cense and desist oxrder To
the chnin to stop "lknmouinely" iodueins 1ts suopliers to

pay discriminatory promaticonal nllownnces., The Commicsioner

Muling upheld the exnminer's initial decislon in liazch 23,

u
150, The Fxaminer delenared.

Gilant's officiols munt 'ﬂ"e nowin thoat many of its
Suppliers executed the contracts and pald the

e quested wnounts in due couﬂae omly becauce oHf the
Czrenendous buyine power of Giant., It regquires noz
Crrent seer to know that a concern doins even $C0

MI 11ion worth of business can exert an ecwnomic

D ressure upon it's rslc] UOIWﬂBU. aryve and small

EO  obtaln concessions That no small competitor

Could possibly attaln. - every supplier who
Congributed anyvhewe from 3250 to $1,000 to Glant's
1§955 anniversary sile, Glant well knew that in the
COst ocecounting of such supplier, that expense item
Y7ould have to be considered and reflected ot some bine
gfl the cost of the merchandise bourht by other srocers.
“WUceh gmounts, even thowsh infinitesimal, would ultl-
Mately not only incrense the cost to sther crocers

5 fxl
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concessions wnount Lo lirvroper cnd undu
upnn 1‘05 supplie: ; o )
polistic typegs ti
to p*"evem;. I
were all pemnltte C.

Giant witnh the to iL o G}'p"GSS approval
he small grocery corpetitoers 1In this area o
petition that are n-.::t Trstantly throttled wonld
surely suffer o 5> cond poinsul donth,

shtman fet
C Iy
the same

el
)
pre
e
ct

The Commidloscion's coaddionc in0 the Glont Toooa Snoveins
Center, Inc., cuioe crrcrlien o0 pencltics bat nles Gle
ciizin 1iazble for penclty prooceedinss In Totderrnl vt

[ T L YN .

o o ruture wislobions,

ood Chovpine Centerr cone 011l by ten aontihin o the s
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Cornmiscion's owcsder ooccinst sie Goand Undon Covxoeay Do
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Mmooy Bt s 11 ceas ere ot
C1lomially exu) Sownn Lo (e Union's eornets
Al Terent fivms particeipited in wivertinin: on the Teo inny
“Pec tueular sisn cnd ot lenst ©F of them were Grord Union
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and cther promotionnl gervices provided by the Grand Unilon
chinin,  The payments for use of the sign were not nnde
= wvailable on proportionally edusl terms to &all otner

t omers o>f the suppliers the corinicsion declor

pliers Involved were charysed with violafGing sub-sectlon ()

S 1 the Zobinoon-Patman pet.’

An Interestin: cose Lroouht belo:e the Meder:l

Treode Commilasion chareed seven cuppliesc gith alleaely

chicedns In the llew York City zcea The networ

opprooched the chielins to et the:n to

sTore promotions of unnpecified products in return Tox
and television conmerceliazls on which to ndvertise
the store ond thelr own private lubels.  The netwosrls
So0ldlcited the monufacturers ts buy Htime at rerular rates

e iy A nn addea inducement tne in-store promotions




Corporation, Sunshine Biscitus, Inc., Piel B:nmthers, Inc.,
Hudson Pulp and Paper Conpany, P. Lorillasd Cormpany, =nd

Surkist Grovers, Inc, The exwminer of the cuse, Abner B.
T.dipscomb, found that the suppliers were renlly paying Tor

72ree advertising time the chalns were getbing from the net-

o ks even thourrh such payments were not pald directly to

tihie chalns. Accordiie to the findines, such arsransements

i olate sub-sectlon (d) of the
ffradlure of the manufacturers to ¢ffer broradceastines time to
competing food dlistributors, M. Licscomb saild that smaller

volume custoners who were competing with the choins ana

o

-

21l 50 bought merchandice from the seven suppliers were not
e tting compuirable benefits, therefore, nukings the aiscrim-

Iinatory allowances unlawiul., Tne exaniner concluded that

9]

o o

section (1) mikes no distinetion between o benefli conferreid

il rectly and c:re conferred iriirectl

and the Grand Union coses. ceazse and desist crders huove
been riven to J. Welncarten, Tre., Heuston headauarters
Ch&jjd, wnd the Benner Tew Compuny, a thirzty-four unlt chaln
wlth headauarters in Burlincton, Iows, by the Federal Trude

Ssion for inducing diserloinatory allowsinces Treom

YPP1diens, 1t the s-we tiune, the Commission alss issued
3

Q
S
I
3

£es apainst the suppliers =2z well for giving allowances

\

.
_— “"TTC Outlaws Supply-Chaln Alr Ad Tie-Ins,” Super-
Werket News, Vol. 7, No. 21 (ray 26, 1953), p. 35.
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Events since 1955 clenx»ly indicute thut the TFederal
Ta=ade Conmission will be taklny a wore wctive role in

1 foreing the provisions o the Robinocon-Potiran Act Co

o Juce discerininctery prouctices in the focd industry. I
1O, John W, Guoyrie, rmetizslins Chzaiomen. of the Federnl Toade
Commission, publicly reprinanded the food Industry for
Trraulvio: 1 11120al conpetitlire pructd . 53
cornins to the fo2d dndustey Lo "elean house" befove the
Teder.]l Troade Corndssion nowved In Lo 4o thie Job. . Guyine

- B N B -3 N I T L ' s -3 oy o T.r oo ey
Tlos concerned wWitnh Tdoubtiul’ practices, as well 23 1llec ol

€ . ' . . -

Harry Pleknell, "Tupplie» Poomotlion Fee to Welnoorten
. "' Supermarlet News, Vel., 10, No. 5 (January 20,

s p. 1.

"
}_l

Nawro f"BTC Acain Cautlons Toude on Practices,” Cupemarket
0B Veol, F o, b (January %, 1959), p. 1.
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This section will expliie T8 polCeduLes woeld LY

chains and wholeswlers in buyin:s new prooducts rort Tienpt to

make an evsluntion as to hwew bobh Chie oolessyr o alotol-

butor can wo:rk mutunlly Lo weonleve o ellectlre

procedure,

The buyings comrnittee. Dictodlbuveons ooocilze buyine

)

committees to castubliish weore ellectlve nenns 27 Juasing

-~ : -

products. Unfortunctely, 1ittle fetunl Inloror gl

1
1

avallable explaininge the inner-wozicines o0 coundttees nd

[
.
brt
b
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W
o
)
-
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D
=

. . e Y - PR § 2 Ly
how menbers grrlve o0 decicion

cr
b

1
Ly
l ]
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9
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the author has been able to oo
coasp o better understonaine o buyin: cvwielttesn,
hl ¢ N e 4-

Firet, saleomen usullly peesent L pooaguet T Dhyo s

Who aetbs s an dinterviewer,  Til ooe dnnitrnces, Uaie buyoers

mey have the authosity © cecect - reject D2l P 5
sithout tolcdlne 1€ Irnte vie wuyias eomnmiitico. RS 1

Used
buy i

e dils 1o on buyilins

05
»esulte of two ?ep ceite stuliien

mlttees, one by the Ealtor o ARURASEE
and the other conductad WL DR

and trade counsel.

Mr, Jicut o
impoztant cnuiln s
stuay. Hz1f of the

n on buyline comiittee ueOLwr
Suve ket compnnies
mennies were cmone Ghe
leading 20 foad chnins. "Tniee vere mmons the ooy
two were anon '

flve euch 1oc

Trie smalliest

VBuye:S 40 not heve the ~athodity £ wecert cupplis o'z
offerin:ss indepencent;y but C7 ¢ oive thels Live o ouba-
ority to reject them withont submissi-n £o buriys conmiitices
according Lo nn axticle cppew-l:e 10 Tupsunabon les o
discussed in "lNotes on the Gurocesy s, «2ps 0 publisied



Buying commnm

o
o

i1ttees

e

205C
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REVISR
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of buylng products, ceclecting periuct promotions, ~ond deter-
minine which products are to be alopliyed 1 th.e superm.et,
In many distributor orgornizwtion, comnttiees review
product sales flgures and aefe:mine L 1ten 2 Lo be
dlscontinuel. Products bt b beloe Lo conitien 2
no>t necesswily new 1temo., Yy © est Toler Ttens 1ob
cnreried by oo dlstelbutory 1tens ce ¢cnoried, alone
1d no econcidered; et hlloed 1tens wrodiovle Ao
“pecinl aewl o promotion; i ecvbiicien die: 1 Kl
sizes, new contdne o, o0 10 new [oomic, colirs,. 20 cene .,
e Lo oceventoen
Tin o seen
ool TlA,
pending upon the number oF produets Co Le conasliaeed, fThe
meetings 130 Drom core Lo ol noucn,  Uoor iy slneteen
1tens wre contilder=ed .0 e ression ith s opreomiasitely oix
minutes deroted to eneii ono. 2 Lo eoriittees 2 sl
exactly the onme woy wnda wany veorle with wooslons e tlons
in the orronization comprite tie oroup, ome T Lha poople
likely to be found on the cormittee hnve thn Joilowins
titles: Vice President In ciaorre of Males, Jerccraadlotn:
and Adverticing; Vice Presicernt in 2 Ttore Nreomtiongg
by the J. Walter Thiompson nroetlns heserreh epotrent,
Pulletin G6-vl, oreh 21, 1901, p. 3.






Operaticns; Advertlising loineer; derercndlolins L

Cales Promotion anccer; o Lhe followines oo

grocery, meat, produce, Irouen Toods, hen 1l i wenaiy

aldss liquor, wine, nnd beveruares; housewrneln; ik

£00dSs.

Jiy ToOT Densong e Leen civon Lo oonr
crebion o buyins comnitiecs., Houevo s, oo B
mrin ones:

1, T2 owemove The buyio seciaion Dooouw :
c red enctionl wTmoop e e Lt LTmospan e ERARY

buyer

~ r—

. 7o prevent o buyes's veooon 1o Lilles oo X

Prom unauly iafluencing o

a better recnsin:s from o commlttee thvn Do oo 1ioad

buye-

or rotating porticipztion 1n cornmittee meetineo,

ment of some choidin oreanizations think

mportant becnuse of tlie falce ona »iaiculous stoo-

a company's buying policies told by suppller olen

tatives to ot
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— M 2 . 5 ~ PO B .o ~ .
Z. To provide for the orderly continuity o7 the

buying operation and the perpetuation of « woll troined
Fal

and experlenced buyilng stuf”,

To handle the horie of new praoducts presented

Ch

to distributors each veelr., The ltional Acsociation of
Food Chains estlmated that, in 1990, ac mony oo 0,000 1ltems

were offered buyers.

;.__.

Buying Committee mweetine: proceed 1n the suse nnnew

viilth nearly all food dictributors,  uouples o
passed among committee merbers wlions wilth sueh bosdie Inloiwn-
coation as 1ts cocst, per ceut prolit, ndavertioc
point of sale materianl, promotlionsl o 1lowminees, terno of
sa.le, how 1tem i1s packed, competing: dictributors brindlinge
prroduct, comprrable products, 17 nay, hanaled by the cncin,
nov/ shlpped, and specinl Textures of Thie nroduvet. ozt dio-
tx3ibutors ejulre salesmen to couwplete product in
Fforms containing the information, ouen an thaet ITisted above.
Ac tually this sheet is z v.lucble sules =id for 1t nllows
Ssalesmen to marshall all the pertinent inloration not
limi ted to the product that the comsittee should huve 1in
arriving at a decicion.

-
|

When considering o product, = commlttee usuilly tustes

18, in the case of food items, compares its aunliity, color,

appeti te appeal, consistency, side by side with coupetitive
r N . 2
Produc €=, Ccommittees us ually get reports on the item from

o .
“1itﬁy' »esearch labs or the home economics aeparstrent.



At Cines, the wmajority 22 Che conmittee uorle o ao not
approve of o new product, but, becruce of the buye~'v {oith
in 1t, the committee uwsrees to test 1€ in o 1iwmited munmbe::
of stores. There seemc to be & swowing trend wunons com-
mittees to let a product prove 1ltoelfl wt the point

whenever there 1s a doubt, et cetern. Tome dict-lbutors

have designed a test ctore «»oup where cuch vroduct tects

e

are regrularly scheduled, while in othezs, The buying com-
mittees select the stores ot the Time they niree on the texnt.
Finally, a vote 1z towen iIn a cdemocratle process ond
1T the wmajority approve, the product 1o cccepted. The coum-
mittee decision 1s binding in that buyers cnnnot over ruls
o 1gnore a committee decicion. Usually when an item i
turned down, distributors regulre munuiuwcturers to wnlt o€
least cixty dnys beflore reconsideringe the smume 1ten,
Manuracturer»s often ool the yuection, wno snhould mols
the product presentation, the l-oenl siles representitive oo
a salesman f»om the hionie 07Tlce?  Accoxdins to Bi1l Nicut,
most buyers prefer that tre loeal salesunn wale tle presen-
Cation. In this motter., buyers dicploy ~ loy=wlty to and =
Sympathetic understinding fov» the szlesman who "pluso aoay
at his job, week-in and weelk-out, faithfully peformin:
Poutine dquties. They believe thot when o manufocturer hos
& news pwoduct to be presented or some importunt in
to be brought to thelr attention, the local solesmnn and not
AN of £ 1c4nl from the "headjunrters" cshould be entrusted with

the =
A S signment.



Since buyers are the beot Jjuidse of mouulucturer cules
practices and techniques, Bill isut listed some 27 Lhe
ma jor errors that buyers believe minufocturers mude in
presentling thelr products ond porromotions.  Tizot, o monu-
facturer should neve:r pvesent o prdiuct Tl s not been
properly conceived, properly tested, wnd properiy moweled

in the conswnex's interest. "econdly, o manuloctburer must

Al . . T N s ST . PO . o . RN B
"think retail." He cunnct sellishly thinic -7 the supe:mzrlet

simply as the point of sule o his product.  He must
recognize that a store ic the point of sule Tor- the
retailer and develop his (the manulacturer's
strategy anda plans wccordineiy. ZTiazlly, maolwciburers
must find and develop new tecuninues o interpretlins o

cuyers the short and long rance glqnilicarce oF tiheirw

national and local product advertising campalsons 1 terun

of the buyer's interest. Tar too muny prrduct presentatlons

o
—+

or "sales pltches" lLiave been bullt entirely nzound product

4

advertising. Buyers have become irmune ond inailferent to

S
3

such presentations,

Decisions of the buyins committee. The deecici-ng of

the buying committee =re just ns confusins o wonulucturers

aall

as the workings of the comnittee. Tis iz o o notural rezction

=

to expect from a manufacturer whoce product has been turned

8
“"William Migut,
vol. &, No. 4 (April,




down by a buying committee. Iminedlately, manulactburers

b

questlion why 1t has been rejected, particularly those who
spent time and noney researching and test marketing a product.
As mentioned in the preceeding discussion, manuflacturers
cdemand, and they have every right to know, why their product
was turned down. Perhaps there 1s a good reuason for the
committee rejecting 1t, however, there might have been vital
information withheld or even a qualitfy demonstration for-
gotton whilch, if considered, could have enccuraged the mem-
bers of the committee to accept the ifem. Again, one never
knows what goes on in the committee. Just as a salesman
forgets to show a qualilty demonstration to a buyer, so might

ar

the buyer fall to reveal essenticl facts which are extremely
important to the committee to consider in order to grasp a
better understanding of the potentlal profit earning pover
of a product.

The one ancwer which buyers most often give a manu-
ffacturer seeking to find reasons for a product's rejection
i1s the problem of space. With the shelves of the supermurket
bulging to capacity, the question arlises az to wnat 1tem in
the same category must be dropped in order to make space for
the new one. Thils reasoning is logical at the moment, but
hardly sultable for the distributor who wants to take advan-
tage of the vast opportunities which are coming to him vis
new products. Perhaps a better approach should be taken to

this problem of space and 1its inlluence on the acceptance




151
of new products. When one thinks in terms cof replacing one
product for another within the same product category, he
might be 1imiting the dollar volume and pxrofllt Le can eam
by makling the swiltch.

For example, suppose a distributor was presented -
napkin which was revolutionary in quality and designed to
increase total paper noapkin sales 1in the paper departient.

The distributor has the choilce of buying the nopikin and

2
2]

squeezing 1t into the paper depurtment or else discontinulng

(
¢

another paper napkin brand. oot likely, the adaistributor
elects to discontinue ancther brand vather than ad znother
product to an already crowded department. Again, it ic thic
Idea that something has to go 1f 2 new product is acceptead.
If all of the napkins are selling well, the distributor may
be reluctant to discontinue any brands and may even decilde

1s diccouraging

€2}

to delay approval of the new napkin., Thic
to manufacturefs who have gone great lenzths to perfect
products which will product szales and profit for dictributors.
Perhaps the fallacy lies in the distributor's reasoning thuat
something has to go. Perhaps an alternative might be to
enlarge the department or look to other product catesories
for possible discontinuance. 7Todo many distributors do not
go beyond the category in whilchi the new product belongs to
look for products to dlscontinue. There might be o posslbil-
1lity that the new napkin might earn more dollar proflt pe:

dollar invested than a certzain brand of canned Trult Julce,



1.0
1.2

Ia)

soap powder, dos fooed, or prmey oI cundy.  Olree Alstrdibutors
are Interested 1in increzcsin.s cales and proflits, thins
searching out into other deprrtments wnd developing o mebhiod
of comparing profit contribution per dolln> invested of 11
the products in the store, with any new praduct misht be
worth exploring.

EE

An znulysis of the Von's Ctuly, publistied by up

®

market Merchandising in 1900, mevenled that Zo1 items out

of a total of 3,431 stocked in tre wrocery ocection cceounted

This is only 117 of the totnl items ztocked el 27

weceording to dollir contributicn Lo totil prolit st ting
L

from one wnd golins all the wy down Lo rmwber &5,.-51. Then

with thils mooter scheet, buylings committees couli convae the

poterntial proflt contribution with osimilar 1texms to deter-
mine whetne» o product chould he diveontinuel., eiltiner it
o without the category 2F The new product wilceh 13 been

Eal

approved. There are o Tew dlistoibutors whio hvave inotalled
electronic computers capuble o ronking indi~idin~l items by
proflt contribution, lovever, s yet these convanies have

not seen it to use such annliysic when moliine bhuyine

decilsions.

9 he Editors, "The Tabulo :
llerchandising, Vol. 22, o. 5 (August, 19.0), p."73.




There have been occusions when dictributor buyins
committees turned down a revw product for meuson of opnce
even though test market studiles proved that o 1lorie per
cent of the consumers initizlly bousht and repurchicsed the

7 ﬂ.:_" consg e s 15

I——l)

item in the test aren. Certainly satls
always kept in mind when buyer»s Jjudre new proiucts, but the
problem of where to put it cn the shelfl often ocver »ules
conswmer demand,

It 1s intercsting to note o survey tulien by Jupeniirlet

lews concerning buylne commitfees which coulda pesasibly shed
licht on why dictributors thinlt in tewrms of ailscontinuling

an item in order to tuke on & new one. Thils survey revenled
that over tuwo-thizds of the averzce buying committees con-
sisted o7 conmittee members having responsibililities in buylng

and arehousing operations. Only 217 of the members weie
= v

concerned with Marketing wnd lerchandlsing, 10 Peri~ps this

=

1s an 1ndication that not enougn members recponcible fon
Selling merchandlise are represented on the committees. Some-
times, 1t 1s easy to evaluate store cperations in o cold
analyticzl term when asctunlly distributors shiould be putting
more emphasis on the felling function. Perhizps the buyings

procedures are becoming too routine with too much emphnsic

(-

being placed on space and not enougch stress on sales. Aftex

all, 1t is the sales whici. 12 the paramount cbjective of

10m15tes on the Groce: 'y Trace, J.Walter Larketing

Resenrch Department, Bulletin o-0L1, iloreeh 31, 19ul, D. 2.



food distribubtors and %11 depuriients snould be genred Lo

support this goal. In some instunces, mlcht oot the "toll

be wagcging the dos?" Certalnly seems thot iy, Judcins Soow

the buyling committee cdeclcicns these auys.

lr. ®. D. Arney, Vice President of the Genive A,

Hormel Company, belleves thot munulucturers sh.ould be slven

the renson vwhy buying comtiittees ze jeet proiducts submitien
B o = S

for their approval. llany products presented Lo buying com-

mittees have been umarket testei, i, o o result., nonu-

facturers feel confident that they wi1ll be successul,

Y.'.
3
e
(@]
O
-
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(e
()
)
Ui
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M. Arney advocates that buy:
xaetly why o product is =z jencteq.,
would do two things: buyins commlttees woulid ioove o olve
the proper appralisal to the itern berore mejectins 1T, ani
secondly, tlie manufzcturer would know Ghat

had been given his pzoduct, whiich he wileht hiire spent

millicns of dollars developlng., This helps tie nulucturen

) 11
know wnat to do next.

-

b

Mr. Harrison F. Dunning, addressing the 1001 ation:

ation of Wholesale Grocers, ureed thot dlstuibuteors

}_l-

Assoc

should accept an obligaticn to become "morket enl- rrenrs,

1

In this role, distributors would mike an efforst to Tind the

"right" new products to sell and promote und selze upon

them as opportunities for extra volune rnd bullding custo

3

1T menufaectureres

No. 2 (Februsry, 1957). p. ;0.

~

115, D, Arney, "A Proposil," Jupemniiiat Vevehandist i,
)
fad
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traffic 1nto the stores, rutiher than revnrd Lhen oo problems,

He declared that manufacturers who do competent rescorceh and

make large 1nvestments in product development

"

]

7e "entitled"

to have this product see "the 1lisht of day" withoub 5o much
resistance from buying committees and individusl buyers.

Mr. Dunning surcested that distributo:rs uce »epresen-
tative stores for testing new items. "It seenz to me,"
said the Scott Paper Company execubive, that,

in these new products lie:r & great dezl of
whilch distributors are looking for and whi
you can find within the cﬁLLile) of the s
and at a price which will keebd costs and
prices far lower than they are tW~ vy when
literally have to "faree''new prod fieto into 41
by expenslve nmzneuve ang 12

Treoturers
stributlon

A novel approach to solve the 1lnceir of personal celline

by szlecmen during buying committee meetin:s was initicted
by the Wasninzton, D. C. branch > fafewny Jtrres, The

P
%

'T"
|_|.

branch experimented with the use of trpe recoriders to
salesmen to be "heard" by the committee. ir, J. A. Anderson,
Vice President of the Safewny branch claimed that the toape
recorder affords the salesman an oppertunity to get his
messace before the buyling committee, and at the same time
bring Safevay manazement up to date on what 1o new in the
food business. Lir, Andexrson pointed out that daiscretion
should be used with tape recoxrdings, as 1t 1s 1impossible

to listen to all sales presentations beczuse of tiue

12"Clo ser ouppll er, Retailer Ties Stressed," Super-
market HNews, Vol. 10, No. 12 (iarch 20, 1Qb ), p. 3%,




limitations., Only when the 1iten 1s considered to be of suf-
ficlent importunce should z »eduest be made to use tihe
recorder. If this method 15 successful, perhzps other
Safeway brances will find 1t advantarecus to use the
recorder.13

Aslide from the shcertecominges voiced zbout buying com-
mittees, they seem to be here to ctay wndg manufzcturers hod
better lewrn to live with them., If the nwnber oF new items
continues to multiply and if the variety of products sola
1n trne averagse supermarket continues to mount, 1t seems
quite likely that the importance of the conmittee will
become greater.

Tince 1t was recommended that dictributors view new
products «s opportunities not problems, then s> should sup-
pliers Took ot buyins comndttees in the soane Troome of minag,
Actually committees offer tiiree unexcelled sules cpportuni-
ties for manufacturers: (1) There 1o the opporbtunity to et
a hearing for a product thet is properiy concelved, properly
tested, and properly mariketea in the consumers!' interest.
(2) The opportunity to capitalize on and ~et full —alue for
the trade sellling Job that a manufzcturer had done in the

past five, ten, or fifteen years. I one manufacturer hoo

worked dlligently at creating warm trade »elations and hos

13 _ ‘ .
~'sgfeway Suppliers Taping Item Sales Presentations,
Supermarket News, Vol. 10, No. 5 (February 1, 19¢1), p. 14,




a2 record of food service with supermorlets nnd choln otore
operators, then this manufacturer has no caune for concern.

1

On the other hand, if 2 supplier has not done these things,
then his competitors have an important advanta (3) The
last opportunity and challence that buying comittees offex
is the modernization of sales metiwods. There wre two areas
in which manufacturers nay be vulnezrable and wiiich rejuire
immediate attention: the traininge of the scles Torece--buyers
report that many salesmen ao not know how Lo sell, they beco,
coax, and whine; and sales plannln:, tecimiques, ALL suver-
markets are not alike, neither are Adlstributor croounizationo.

They 2ll differ from one arnctier 2nd becuwuse of trils d4ifl-
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Terence, they connot be sold il

the suame tools and meth

,,,
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mittees are bored with the T1lip curd and/or the sllde-r1lun
presentations. Dictsibutors went to be oold oo inaivicuwlo.
If manufacturers cre to be successtful In the Tuture., they

4

must know the differences exictins bet.ueen dictributors ond

how these dilfferences cun be zdnpted Lo the wnanulcturer's
advantage,

The i1mportance of buying committee: e bte swuned up

lchard G, ZImmerman, publicher 22 Juper-

oo
=~

in the words of

market Merchandising:

o product or promotion can gain admlssion to ot
leust 229 of the nation's supermurket's without the
express consent of the buylng comumittee., Yet no more
than 800 of these buyilng comsittee members pass jnd,-
ment on prd>ducts that ¢ Lurowgh (,”Hl stores ﬂ"*TJl

—

%o i
annual sales of 7.E bill n according to the resenreh



sample studaied by Juperuevicet erona:
Here 15 tne power td moteh e of
manufacturers. Iood retalline is n
federation of aproned grocers.
inaustry Just as the croceny m;nlf
production 1Industry. Wien the boar
the nome brand corporations of Anerzica deli
hich policy, they would do well to conoside:
of similar high policy mulers who o1t on o
committees. . . . In tl 1w5t analyocio, 1t
buyling committee which hclis the lewce on thot
franchise,l4

(s

[=5

The Jalesman in the Sixties--A Professional Jaleshan

Picture the dilemma of the food distributor, to

Manufacturers are marketing new products for 32le wt

~
323

.
Lo

rapid rate.,  This means that, In addition to tie troaitionad

tasks of buying and maintrinine brlinced inventorles,

and buyins committees must devote o 1ot > time to ©n

evaluation of new products ona the re-evalunition of
ones, mufthorizing new itens thot will sell ona mnie
inelly, alsccontinui:n: thone thet 4o nst sell,

Thie Cupex Valu Study, puvlichnen dn Peroorescie

grocernr

1958, brincs into chnrp Tocus the new piouuct pletuse

the buyer's leval:

New Products 17 Weels
Number 0ffered to Juper Tonlu 1127
MNunber Accepted =23

Durl lhe twelve weelr pericd, 1,152 new proau

offered to Cuper Valu., Projectins thic fifty-tuc we

127"3. . ¥ K . N . " . )
Richard G. Zimmerrown, "Inoia

Supermarket Merchandisine, Vol., 22, Qio.
p. ©O.

cts

2005



means abecut £,000 offerincs o yewrr o o Ulcure

‘‘‘‘‘‘‘‘‘

the average number of ifteinc the averire supeie

today. If Super Valu or any other» oriarization

accept every new item offered, ctore cnd wiren-use

would hwwve to double each year., Obviously, il
products were not cccepted but 223 items vere.

over a yenn's time, “uper Velu zaas cbout 1,270

-

to tnelr pre-printed orde: book,. Thils 1o the 4

salesmen in the sixties. ~
A sirn hanss in the of

Super Valu's branch in Minnexvolis, whilcn aputly

the salesman's approuch Lo mode: selline: T

sell your product to Lhis cowmprny, outlline your

a way that 1t will show us now we cenny ey v Letu

and so that we will be more anxicun ©o buy T

Certuinly this cicn wceurately points the

which salesmen must folleow 19 they wre €2 be suc

the 19:C's, The salesman's role uvill be = aifficult

.
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and obtaining the gozls and objectives will rexulre

study and determination. Perhaps the sellings

be broken into two maln areas: provicding pertinent

and Information upon which Aistributors cnn mzie

l\,, ~
“The Editors, "e

Supex Valu Study," Prorress

~
A

Sounn

mueh
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one,

Januvary, 19582, p. ©.



buyings and merchandising decisions end inltictins 1dews

vhich will adad sales and profi
business, Ruyers and buyl
nation's leading food aistributine oreonizeticns e exeecu-
tives, and, «s such, are expected to wue decisions,  They
are tralned to avold emoticonnl Chinkines and ocbicw Lo the
facts. Refore any skilled executive mzkes ' decision, he
must filrst feel confident thnt he hos suifficiont Tmets on
vihhicli to basce a decicion. After he hoo made =z decicion, he
must be sure that he wode tlie correct one. A3 o vesult, the
modern food executive wants and needs help 1n uaking
decisicns, Hereln lies the salesman's primnry challernse.
Joday's salesman must be an expert. He wust te w con-

1

sultunt to nis customers ol practically everytiing from

e

Tinancing to shelf managerent. He must be auall

present and discuss every detail cbout his product, hico
progrum, shipplng dote, prices, dizcounts, et cetern. Ie

should be able to show why his products are prolfitible o
the distributor to stock and feature them., Zinally, the
salesman should be quelified to offfer i1dews Lt will bulld

wles znd 1Increase concwner traific throush the stores;

&)

suggest hizh margin tie-in items that can be fetured with
his particular products; and vrovide crentive promotion
and advertising ideas and othe» helplul services,

Calesmen can help buye:rs structure the buying situxtion

when they make buying decisions. They can present pertinent



information to help buyexs feel confident To midie sound
decisions. Eventuzlly, buyewrs will learn to "leun" on
salesmen who help them colve thelir mo3t pressing problems

by presenting facts and data and so structuring the situatiom

so that buyers can intellicrently onalyse thelr» pocsible

courses of action.

]

ne auestion arises, what do buylne conos

I

believe to be the most imocrtant Toectors they themoelves
Py v

must bezr in mind vhen conductine their bus

b
~
i

recs cetivities

Lte
t

Tilwst, there 1s the orowthy factox The entire Tcoa 1ndustry

has a positive minic for growth cna Inalviiu.
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e no allferent. All declsions puct have a dlzeel beirino
on the ¢=owth of the oanizatlon., JTececond, kKeepins pree
with ccmpetlitors 15 on essentinl fuoetor.,  Food retoalling
seems to be o fruntic business with guickkly eclvnsines com-
petitive condltionc., Food adictributos do not likce to fall
behind in wnything they consiier impoztant to the
therefore, decicions must te mde which enzble dictributor:

to keep ahezd of competitors.

prroducts oz promotional prx , buying comrnittees evalunte
the program in terms o0 1ts volue to thie conourmer, hey
want to compare 1t with competitive offerincsc. 11 eszence,
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they want the facts upon which to bace soun

Hereln lies the fundamental concept of profesclional sellins.
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betunlly professicnal selling
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a refinement of tlie most basic aspec



approach a salesman uses vien presenting hic swle 1o impor-

zoper Timing “hen clocing the zzle wna

asking for the order. Fau:lly as lmportant 15 tie wbility
of the salesman to handle cbjections., In other words, the
basic steps of o sale, 1.e. the cppronch, developine inter-
est, creating o desize to buy, ~nd closin: the sule, still
apply in professional sellins, The cne thine which profes-
sionzl sellins doss 1o to wmnlie o oajustment to the "execu-
tive climate" of modern consumer., It 1o essentinlly =« "Toet
and ficure" zppronch desicied 2:0 "It ond
exXecutives.

rundaumentally . there e five oteps involved 1n
professional sellingc:

1. Knoviledwe--A11 kinds o knovledwse, £ oSulesman
must know all the fucts about his procduct, mocbet, connwne:s
buying hablts, customers, et cetera, before he con elfec-
tively cell distributor executives.

2. Jetting objectives and soals., Jalesmen nunt know

heir own problems and what muct be done To solve tiem,

3. Plannings steps to achieve these objectives winicen
involves applying knowled:oe to these objectlives., 7o the
professional salesman, this usually involves vrepwring o
visual, written presentation fo buyewrs.

. The sales presentation must be made to tho

reople, in the right mood, in o business-1like manner, with

an zir of confidence.



5. The fellow-throush 1 the Tinnl cten, ThT s
involves calling on executives to make cestnin thilt eieh

uncerstands the program and the part exch vlays in 1€,

This may include coordinating the prograzm with stove

personnel as well,

g

The success of professional celling depends upon Ghe

manufacturex's ability to furnish salezmen with rvertinent
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information to be incorpcerated

ome munufuzcturers use sales plunne:rs

planners even prepare indlvldusl customer reports of o

fidential nature for present.tion by civicsion~l o-len
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One wvora of coution should be inject

on "fact and Tigure" selline. TFeporbs owree celline taol:

and not a panacea o cure-nll, Jhen woricinge with Zucts, 1t
is easy for salesmen to concentrate entirely on the antsa

and forret the humzn or emotionoel side of selling., Tnlesmen
must reme:mber to avoild ¢lving buyers the impression thnt

MTeoagpel." They should not try to impress

the report is
buyers that they know all the answers, Tt is ixwportant ©o
bear in mind thzt the buyer milkes the decision, and the

facts are to assist in malking decisions. There hzve been

instances where buyers actuzlly turned down a szilesman's

proposal even though the viritten report contzined infornmation



-

Yle galesman's reconmnaonantion, on LThie eounan

o

to juntify
that the salesman's attituie was o0 wn worooant ntuee
when presenting the report. RBuyers e hnunnn i heed to
be treated with respect ana considerition., 17 they 4o not
personally care fo» o siledran o nis Toed
report or factual information will —eceive the wtihentlon 1€
deserves, Salesomen should learn to get alons with buyers
firzt, then develop skill in using facts and Tiures ws

one ¢f the mnany cellins Lrols o cuccessfully oeil nio
cuntomers,

Just as important os facts wnd fiocures, 10 another
celline tool which the professiontel calesman Wnows ow to
use effectively--the product. Nuny reports and studies hove
reverled how 1lttle szlecuen ~ctuzlly demonct—ite their
products. Time after time, buyexrs are Juoted oz coaying
how ineffective scailecmen n~re, particularly wien they 40 not
even bother to demonstrite = product's zelative wdvantases,
While working 1n the neadiunrtes> o0 Juper "7alu JTtoves in
Hopkinsg, Iinnesota, the wuthor hod the opporbanity to obhoerv

-
|

and licten to gqulite a larve nunberr of solconern presenting
products ond prosrams to Juper Tolu buyers. It owes shocelilne
to listen to the quality o7 the wvrewrnire presentatiom thot
wos clven thie buyewrs, o3t of the sulesunen were olnply

not prepared to adequately rresent thel: prcoducts witn ony
conviction, because they did not apren to kimow anythine

* = Fa e v e . ® e Ay N YN s Pr ety ey 4= .
imple facts zboubt 1iem: of Lhelrs widl conpetitorrs.,

w

but tnre



Mone of them ever sugrested how thelz product misint 2dad
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additional sales dollaxrs to the chain's bust

U

more, there war not one presentation during which the ciules-
man even bothered to open the package so buyern could taste

or test his products., After hearing such 1nsadezuate sales
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presentations, one could understand the g»
chains to by-pass the salesman by keeping thel» contacts as
often &s possible to the phone. The buyers, znd partlcularly
the promotion managers, are just too busy to have thei-r

valuable time taken up by 1dle convervsztion and ineffective

presentitions, The quality approach hos becanme non-exicstent.

Jalesmen readily quoted dewls, promotion allowrices, premiwns,

and other incentives, but no cre »really cold the product's
quality advantases to get the buyer interested in selling
1% in the first place. As pointed out in an exrlier chupber,
deals rarely build o conocuner Tranchice fo 0 product., It
is the quality of the vproduct which wttracts conswmer pur-

das additional profit and sules to the distri-
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butor's business. Therefore, quility and product charmete-
istics should be sold first beflore presenting cdenls and
allowances. 1Moot likely the buyer will be "=ick and tired
of hearing about deals anyway and would welcome o ounlity
demonstration.

Commenting on quality presentations, 2. W. iueller,

4_~

Eaitor of Progressive Grocer, thought that the time 1z »ripe
for salesmen to tell the quality story about their product:z.



1
Many distributors do not reclly know too much about nuelity,
performance, and characteristics of the many items they sell
dally. They are fairly well informed about conswier wiver-

. &

tising, consumer sampling, coupons, dealz, discounts, allow-

(]
3

ances, and everything under» the sun exceprt how goxd 1t 1o,

Jueller belleves the public 1: ar2in beconminge value and

B
.

-
=

quxlity conscilous and dicstributors a2 the fiw-st Lo zenlirve

it. He said:

The public wants automobill
aren't deliverea with m*st
wear, toys thot won't ol

quality consciouscness zalsc zarplies o food znd ¢ro
products. Periiaps this i g ne o

(und retallers) to stren
methods by talizing about tle quility and volue of thelr
products and stores.tv
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A humerous story, yeb cpproprinte for caleswen to
remenber, was related by Charles . Royle, Executive Cccre-
Valliley rood Distributors Association.
There once was o successful, experienced scalesman who, given
a package of a new soap powder, dubtifully currled 1t in hic
sample case--but never toosk 1t out--never shiowed it to =
customer., Finally on one call, & customer went throurh

nis man'z sample bag--dlscovered the packazse of coup and
said, "Do you carry this 1tem; 1've been looking all ovex

for it; why dilan't you show 1t to me? Jend me Tive cases--

T know it will sell."ti

R T e e o
Loa, w. 1ueller, "How Good Ts Tt9," Poseressive Grocer,
Tol., 27, o, 10 (Qctober, 1922), p. o.

Lithnrles R. Boyle, Bulletin Ilo. 2. tissousl Talley
yod stributors Assccictlion, June <, 191, p. —.
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Profescional cellings shiould be used =t Lot the head
quarters and store level. Grocery mraufacturess should
develop a sales force equal to the toox of mulking ey con-
tacts with distributor executives 1in ordex to meet the
demands of modern Tood distzibution. iz, Everett Juoith,
Directorr of the lecHinsey markesing resewschi Ui, vointed

out in a speech before the Forty-ninth Annusl eetings of

T

the Grocery lMonufacturers of Americz it Coany's alastidet

sales manace» earning, 33,000 = yeor wus hordly wble to fom

a relaticnshilp with o distributor executive ernins 250,00
and that manufacturers shceculd place execubfilive c2liber sale

men in the field capuble of dealing with problems on an
1R

executive level.

E. H. anderson, Vice President of General Mills, hnod
this to say about executive type persornnel runiiing the
ratlion's largest supermarkets:

Here's one area that can put money in the pockets of
the manufacturer. “uke a good hord look «b your
coverare and the men who are calling on tihe 1awe
supermzriiet operators. The manase»s w»e bis businecs
men, not corner grocers. It tukes 2 differernt lonvrunce
as the Super Valu study pcinted out to do business
wlth thiese executives. It 15 imperuitive tht silecmen

\

[orm

[§5)

be equipped to talllk the lancucce cupermariet cvewatorw

understand today.l9

181 0u0h Costs, WOO Public GIA Told," Jupermarket ieu

ovembex» 19, 1957, p. Sou.

191b14., p. 36.



ranufacturers are bezinninsg to realize tnat feves yet
more highly trained personnel will be reiul-ed in Tood dioc-
tribution tomorrow. IMr. J. O. Pecliium, Vice Presldent of
the A. C. Nlelsen Company, declared at the Annunl Jeetins
of the Grocery Manufacturers of America in 1972 thot o
mere 127 or 4/,500 stores in the United Jtates do nearly

-

70% of the nzation's food business wnd estimateld thnt by

U)

19450 fewver stores,or cbout 38,000, will do even o ireater

share of the food business. (Thi:c estimate wpproxinntes
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the 1940 fisurves 11
thesis.) Therefore, munufocture:s will not need =znd cunnot
afford to cover thousznds o7 stores mepresented in the 2270
of the stores dolinz only 207 of the food sales ~olume.”

Sidney Johnson, writins in “ood Buniness, woreed wWith

-

ir., Peckham by statines thut suprliers w11l probibly r~ectolct
their store coveracre to Lhe top supermarizets and reucn the
remoining stores throurh whclesclers nna thus oo iliy redue
theilr cost of celling.
The cost of mulintoining o soles force reaules conztant
surveilliunce 1f manufacturers intena to control celllis

cocsts. A study conducted by “un's Feview wnd Lodewrn Tndusti

=03. o. Peckham, "Planning Your Marketine Operations
for 1959 and Years Ahead," Address before the =0th Annucl
Vieeting of the Grocery Hanufacturers of America on Hovem-
ber 11, 1958 at Waldorf-Astoria Hotel, New Yook,

21J. Sidney Johnson, "liore Complementary lezirex

“alesmen Due in Next Ten Years," Food BPuciness, Vol.
(July, 1955), p. 16.




in Farch, 1927/, estimated izt euncn sulecman's ewll on o
g b
food store cost the munufucturer $17.24,  Todwy, this Ticure

22 .
oser to $20 per call. There woe too mony sbtoses wiieo2

e
2]
|..l

c
sales volumes are too cmall to wovrront o salesnam's cn1l,
anufacturers viant salesmen to spend more time cxlilines on

the lorser superniarkets where rerchondlicoios

formed by salesmen recult 1n creater sules, theveby Justifying

the cost.

Cbviously, 1f manufacturers intend to employ the poo-
fessional approach to selling, they will need better t-aired
ard more skilled salesmen than they have now 1f they are to

secure distrlbution for» their products and keep the interest of

t of the nation's food sales.

O]

ffood distributors controllineg wmc

Willizm Applebawn, in on ax:rticle wppearins in The

Harvard Business Review, states that less selling will be

}_1
'.)
ct
e
v

necessury in the retoiler-wholesaler wnd supplie

1"

of thie future. The "Drummer» type salesmun 117 be —epluced

by = retail merchanaicer who will worls cut opeclel aloplays

J

o2k, Jellins Groceries Fetil, o otatement wihlen 13

cimilar» to "r, Applebown's recsonliac., i, Fnoser belleves

A~ . }
< hamas Kenny, "0 Time wnd the Cnle Jven. Dun's
Review and lodern Industey, Vol., ©5, lo. £ (la: ’_ I057),
T
p. “C.

23 . .

°Willicun Applebaum and David Carson, "Jupermuvlots
Face the Future," Harvard Business Review, Vol. 3=, Mo,
CIO“ch April, 1927), p. 131.
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that the future szaleoman will
trained and ejqulpped to shice key dlstributors now to cell

merchandise moz rofitobly and in grenter voiwne. oot

o’

salesmen will be cble to set up complete preoduct depirtments
as well as compelling dicpluys in supesnazkets.  Tuwrened out
to pasture will be the old "drwmer" whose stock in trade
s the latest crop of funny stories withh o finsl apprecl
for an order "Just to prove he'd been zroung.'

“his decline in "hard" selling o2 hich pressure tech-

nijues assoclated with the drwmwer type salesien is not only

&3:

charmcteristic of the food industry but for the econony as
a whole, A number of important marketing procedures, atti-
tudes, und tools have been develcped o perfecfed in the
decade since Worla War II., The media of ftelevision, use of
improved packoage design, motivation research, supermairlket
marketing philosophies, matnemztical concepts wnd methods.

IS

2vallavility o date

o

expanslon of operations resemnrch, anc

processing edquipment are major ITuctors In de-eupnosizine

-

alearmen neced to be well fralined to au i

A
- uJ

dising experts. The selecting and training ¢f the »ioht

calibre of men ic a difficult task, Charles T, Lipsconmb,

Y. . - . o -
2% Tom Raser, Celling Groceries Rotadl (Philadelphin:
The Curtis Publisnins Compony, 19-2), p. -0C.

:I s Hord Selling Qutbt of Dute ? " Lianaseroent revies
= s 3
XILVT No. 1 Januar 1 9 9] 1 . = 3 o
2 3 2 -

-~ e - I,
JOLs mercnia-



Jr., President of the J. B, Willizws Conpany, revernted tiont
each milstake in hiring sulesuen costs the company cboutb
$6,000, Add to this figure un estimzted $-0,000 diilerence
in sales betvieen an experienced man and the
the total cost of one mistoize approximates the yearly salury
of & top e:~cecu‘m'we.26 I'>. Lipscomb believes, a3 do many

top manacement executives, that cne of the most 1xportant
objectlives for top muanarement ic the proper selection of men
for key Jjobs and proper development within thece jobs.
Buciness boils down to manpowver., Since manncement 1s petting
things done throush people, the success of minusement is

based on the caliber of the people employed.

When setting up training development prosrams, manu-

1" n

facturers should endewvor to emphasize the "sex»vice concept

to salesmen according to Jidney Jonnson.,  Ur, Joinson

<

thinks salesmen must understand how to increcse the sales
of an entire commodlity gooup 1n wnich thelr produet fallc
and not merely present retailers with promotions or merchorn-

1» own bronds., Tolec-

|_|.
(@)

dals ideas which emphucize only tn

®

Pionh unocelfdioh

€]

men ohould be troined to assure o

attitude so they can understand problers of supe:munriet

oy
1
D

operators revarding brands ond offer ways to eliminnt

them e Salesmen ino < e ter 1 omations buittg oo 13
nem, calesnen Wno can present promartions pul Lt o arounad

2084 walzer, "Sirnificant Food Business,
>, 1 (January, lQEQ), p. 21,

to Overcome Dict=ibutor

J. Zildney Johnson, "How
S Vol, 3, lo. 12 (Cecember, 1992),

sm," Food Business,




variety of products desi-mned to uchleve moaximun sales wnd
profits for distributors will nmdoubtedly play o more
important rcole in tomorrow's supe:mnaicet than those salesumen
offering promotions whose only purpvosc iz to incrense the
sales of a purticular supplier's merchiindilse.

Hormon Ruabb, Vice President of Ztop und Thop, Ine.,
described the salesman's role in one sentence, "Distributors
are human beings, and they recpond with appreciction to
considerate treatment on the purt of those sules:en whd ceo
their problems and t»y to help them colve then

Bringing this cection aboubt profeszicnal celling to

discuss the obscervations of

N

[
3

t

O

a close, it is fitting
Harrison Punning of the Scott Paper Compony. Upon asswning
the duties of Vice President 1n charge of marieting fov

Scott Paper, IMr, Dunning traveled five months throughout

the United Ctates talking to countless heaxds of retzll food
organlizations, merchandlsing men, supervicors, hewd buyers,
store managers, and stock cleris., He Tound thot the sopidly
growling chains and independent czoups contwin scund, solid,
hard headed business men who it to conduct theilr of
on & high level of nonecty, failrness, 121ity. ~nd profit.
Thelr patlence is worn thin by the hours wuasted on the co-

“ 1" B I . " ] ‘v e Lt - N ey e R i
called "order taker’ snlesmun who cnill every weelk Ih» on

‘8Iormﬁn S. Rabb, "What Stop and Thop Expects of
Salesmen," Food Business, Vol. 4, No. 2 (February, 1920).
p. ©.




order, ure thlrty to forty-T"ive minutes ol the bu
and rovely 1f ever offe:rr a constructive new 1dew to help
- .29
distributors do a better Job.®
Mr., Dwmning advocated that the following wetiona be

taken by suppllers to develop nrniore effectlive snlesnen to
better serve distributors:

1. cenufacturers chould select znd traln selesmen o
cone over:ll marketing rmen whio underctaind the

e
1stributor's merchaniicing pf?bl“Wu wnd present
intelligent coluticns {or them

N

. Salesmen should be tralned to multiply Chelrs
tiveness by elinminatine routine cwlls on custorers
merely o the sulke of recelvings on orcaer wniich
could be mailea to thel: nonmes o offlce.

5. At cvery oppo ”tuﬂitv srleswen shoulld oeelr cut the
"do S\mﬂt‘ln”' persond in the dlstzibutos oopniso-
tion buﬂw Nl promationcl decloilcono,

}eoe Individusls 113 be sowsnt ot o fhe uounl
besis of, "lJoy ne, I'w oin oo red hiot contest--con
you 11cin me oub with nn extra cnec?" bubt on the booio
of, "lHere's zn idew thot cnn Lalo you bo inerewnse
store Toni'fic, cpeed up S1ow moving items, o
malke more profit Do youl'

Y. The new cra marketine men zhould be wble to discuss
Intellicrently the inter-relutioncnlips betveen
product turncver, shell spuce, worenound:is, promo-
tional polnt of s2le mobterizcl, and netlonnl wdver,-
tisins canpaisns,

S. Zaleswmen need to be findins wuys to be o
to distoibutors to mnlie or exceel silles ehe
earn grecter bonuses. They need to seil gquility

faith, philosophy, and a concept.

., Dwannding concludea tnat the wedtines sooms o dio-

tributors are full of salesmen waltines for orders whilceh

29Harrison 7., Dunning, Vice President of Jcott Paver
Company, an zddress to the mid-year meeting of the Grocevy
Tanufacturers of America, White Julphur Cprinss, West
Vizcelinla, June 24, 195/,

1l e



most buyers would prefer to .11 to tLoe coles:rn's hone oo

office. PButbt the smuart men. tie nanwsement

"result retting'" men nre not in these offices b all,  They
are seekins the "do somethine" pewson sonevhere else; they

are givinge him an cetion ldew to help nlun; ond they ure

lems, give better cervice, i »2aliize moce pealit, With
the advent of a relatively Tew 1lnree retodl oorin
suppicznting o multitude <of 1ittle stoven, o new ern will

develop offeriny new chillences to colcumen. Juceh enzlicnieo

training ana necessity, be crentive. The e of the stereo-
type or stindardized prowmction nt retoll lowvel
prosing avay.  The moan withh idens buacikied by sounit promotional
plans custom made {or each custome:r will most ikely vet

the business. The salespin's priumary objective will be to

viork in hormony with Adlstoibubtoss ©o better merecivindice

nis products.

and has been ceverely criticized., A 1o 1line o philoocovhe s

from Drogenes to Thoreau and ahatma Gandhdl hare proclainmed

CIbid.

(O]



the doctrine that it 1s betbtter to wunt 1itLle thon to
miuch.  Homer in Booiwr X7 of the 0dycney expressed the con-
Eempt of the Greeks for the greedy merchnnt ven o5 Proencla
vho were bent on increaxsinge the stondrx=d of Livin: ¢ the

Greelks throwh tradains., Pliuto consciderea tradesten to be

the 1owest oxder of scclety. Ilopoleon contenpricunly refer-
red to the Englichi s o zoce of shopw=2epers.,  Jaint Thomns

Agquinas wrote 1into canonicwel 1aw o philosophy oF corntempt

for trading and rules to circwnsczibe 16, boatihy of whilch hove

affected enomnously the attitude townsd
the Western cilviliz.tion., Indeed, befoze the niven
modern tradin.s wnd commerce, the strusrle of the church nnad
of the princes agninst the growling povers of the traders
is well known and aoscumented.

Even today, 2 large percentage of the population of
the United Ztates has a deep susplicion that selline 13 a
wasted economic wetivity, at lenst a necessary evil. Predu-
tory activities of vendors have prompted the consuner to
view selling with a jzundiced eye.

Properly understood, celling 1o a humen elTort which

can be applied to desireble ends. CFulecronshdip, tie =t

of stimulating trade through the creation of 2nd
throurh economically serving them, 17 needea toduy. lellins

performs the task of Gransferring the title of coonds., The

man 1s the intermediary in the ftrunszction., As 2

@)

sale

[_l-

runction of marketing, selling 1s a productive process. The



crecztbiorn of thie utilities - ¢ine, ploe

ae involved. ot
Groups of thougrhtless sellers,
have developed practices whileh

Fa)

but to critize the whole

(1
<
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it

e ro2d practioner of tiie

deavors to understond is custoiers

needs, motivetions, =nd hablts., He to

in such & wiy that the customer w11l coa

factions. However, the ¢oo0d salesuinn

Fel

tomer will crave grewter sauticlactlions

2
Do

o

€8}

satisfactions and not thie sxlesian,

certain tralts to become 2 success,

<t
:
0l

covered, most can be noarzovea axwn to
Gedication,
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be the one outstaniing
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salecnen., Talth not only in the cectarian sense, but ful
in the salecman'c country, coumpetitive oycstem, comoany,

products, and himcelf, o» these, the salesmun muct have
faith in God.

Zuccessful celling cuan be deflned as those men who

dedicate their lives to better serve not only their cus-

tomers but family, community, and God ws well, Owen Ellis

writing in Printexr's Ink, profess, "After o lifetime of

selling, T can tell you that the thing whilch gets »esults

1s doing something for others."- - The Golden Zule is jus

as applicable in sclesman-customer »relationcnip ws elievhere.

One —ery cuccessful szlesman remarked, "That when ¥y

Vo

meet people, you must be sincere 1in trylinc to help Lhenm in

any way you can without seeliing their business, I7 you

cincere to youwrself as well as to othewrs, you will not hoy

t> sell--pecple will buy From you."”

7o distzibutors, the shilesmon iz "the cowmpnny" for
many never get on opportunity to meet othier corpainy nmen,
Tt is not uncomrmon to find aistributozs owmalre cpinionc

about = manufzclure: strictly on the basis >0 Lhelr »eln-

tionship with salesmen. anuloecturers e cornizaant of thic,

ks

Choulda Kno

““Capitan Eddl Rick
About Himself (Chicago:

]

L. :.

22 ..
Z20wen Ellis, "Advertisers Proflt I
Printer's Ink, Vol. 24&, MNo. o (February £, 197°4), p, do,.

JL‘lG. . Loeb, "Sincerity--Basis of Jalesman's Tech-

)

nigues, The Commercial and Financial Ch”WDLCWL, Jol., 170
Mo. E272 (Wovember 12, 1953), p. 12EL.
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and strive to select indiridusls who will portrey the com-
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pany imarme. Hovever, sele
man" 1s not the complete answer., This selectee must be
properly gulded in his dally ende=wvors., This moral guldance
snould come from the company--rrom the president through

the salesman's immediate supervicor. TFembers of manarement

are responsible for settin:: the proper policles znd examples.

Whenever a sales manacer oz company official receives a

salesmen, they, too, schould Jjustly feed proud for more

than likely ocuch complinents z:e thelr rew:

hizh standa»ds of business cornauct and beharicr:,

Conclusion
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Of the many prolessic

men 111 theilr places in our econcowle cystenm, selling 1o

)
.
-
@]
t

one of the mocot important but 2ften lesct underctcood

too lons o the success of o gswleonin rested on nls capaclty
1

salesman wus merely to vet the coods into the customen's

1ands and the money into the s-lesuian's pockets. There

——
..

are stlll czlesmen whose experiences origincted in thooe
daays, and they still try to win by luck r=zther thuan by

careful application of selling principlex.



Toduy's professilonnl morieting mon s sn entizely
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different attlitude ubout nis prof

v

the very essence of calesmznshlip 15 parsucsion--waich
implies voluntary varticipation by the perocon persusied.
To him, sulesmuanship 1s the povier or ~bility Lo inTluence
people to buy, =zt o mutusl prolit, thoet whilcn e ws to sell
cellings moy be clasal
profeszion, depenains on the skill, lkmowledre, and ztiituce
of the person doing it. Tellings =5 & Job o» Lrude 13 oluple
and commonplace, bubt as wn analyticel ang caviscry service,
1t has the stundings o7 4 profescion,  The question as o
vhether, in ony buyer-seller» elntionahlp, 1€ renchen the
professional level 13 up to the individusnl solesmnn,

The salesnan starting out in search o success in the
food 1nductry should bear in mind that the proper nental
attitude is essentizl to cuccess. The proper mentwl atili-
tude in selling is simply this: when the caleonmzn brincs
another person comething that contrlibutes to thiat person's

Ty 1 > r

well-being, the salesman rend hiim o sewvrvice., The desree

D

of success & salesman &ttains will be in dizect proporvtion
to the amount and kind of service thaot 15 given. In other
words, salesmanship and service o hiond in hoand.,

Thus today's selesman 123 o painstakdng, well foadined

individual whid concilders nimsell in o profession Just oo

(o

much as a docctor, englineer, o luawyer, Ilo sonl 13 €0

create and satisfy his customers! wants, ana e zeschen



presentation,

odern szlecmanship 1o buesed on the princivie of

Cf‘
e

customer s1tisfn on. It conciders the onlesny not only
as an instrument of the szle but cebtunlly oo o pect of the
picture, fo= alons with the product, « custore buys the

:

services of the szalesman and the manulazcture:r,

Calescmanship is a profession establiched on the baois
of service. When the concevt o0 the saleoomon 1s thznt of
giving the maximum of catis
customers, he 1s rendering o prefescionzal uscefulness In
life. When every scle must be wmutuzlly profitoble, then
sound and l=asting relations betuween the customers oni the

estobliched ana the

[¢)

salesmen evresenting his company ar

alesman serves his cuctomers and hils comprny Tully by

o’

rining them torether in o continuines {uvorable zelnt

merchandizing speciulists trained wad edqulppod bty show
distributors how to sell more profifebly g in oroeter
volwe., Zulesmen must ctrive €o understond the dictributor's
aspirationc, wants, nceds, vroblems, -nd motive.tisns In
order to better serve thewm. lLanufacturers who ore successful
in impressing the service corcept upon thelr sziesmen will
reap the benefits of distributor cooperation ond o lasting

friendship a5 well as justify the exictence of salesmen.
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Tne Americuan way of 1ile hoo lven

opportunity, greater securitfy, «na the
of living ever achieved by any people

has taken the cooperation of worionon,

1
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Nishest ofounae

N oLhe worla, 0

ists, 1nventors, scilentistos, wnd the conswmers Lo muie

possible. RBut the cpark 52 necessny

groups to action 135 cupplled by the Pk
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CHAPT=R X

CONCLUZTONZ

The need for developin: betiber manulacturer-dictoibuto:

relations 1n the food Industry has never been mose
Both have a responsiblity to the nation «s well 3
other to effect the finest food alstribution system

world. As Americn hurls itoel? into the "sonrine

\1

and new horlz

je R

owe

ent.,

in the

Sixties

"

ons in scelence, econormics, and worlid relations

manifest themscelves intoy reazlity, 1t ic imperative that

America successfully meets the challenyes che will

4
.

Clec

»-~

Each facet of our diversi ust be prep:

®
o
]
3
=
C:

encounter,

’3

to

make 1ts contribution to this nution'c continued crowti.

o

The United “tates food dlastribution meciizniom, known to be

the finest in tne world, will be callad upen to further the

growth of America's prosperity by pe cting an even better

method of distributing food to «ll Americans ut the

possible cost. Certainly thnis responcibility to Ame

be accomplished with manufacturers and distributors

side by cide to achieve these gonls,

The supermarket inductzy has made many outsto

contributions to the growth of this nation, It has

1o

workine

p

~ica

1=

viest

naings

ovider

the American people with the mest food for the smallent

share of theilr dicposable income 1n hictory. I0 ho gliven

Americans unheard of aquality in fresh foods and perlioha

can

[ON

2



Yet,
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Convention
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til

soid

thie

butecrs

d; oxnd it nas enriched the {food
er woges, more bererllts, unag bz

tomorrow all of these wccomplis

dreans corie true., PBut vt

CA

must come true, too. They cnn

wovlk tovether %b

M3, When the President of Jup
rd Woxenbery, addressed the

~boutbt

has opened for farmers ond neoulacturers Incrensingsly
ozder markets; 1t hos lavicnea the Amerdicun women oo anve
cholce, convenience, znd values Lhnt 1z thie envy of the

Industry enployees

orLaer?

opportuniities,

mments will be yester-

TOMoO 2 ov ' 5

hopes?

if

, suppliers ana o -
out stlill crewter 1nns-

of the Institute in oy of 19.1, his zemnrko
ty well sums up tre need I'or excit company to contribute
1 o finex» performance in the yenrs wthenwvi., L, Woxenbers
Belng averace isn't vood encw i, o . . Alter 11,

e averase 1o me:eLJ the bect of the worst ond the
worst of the best. e o« o This 19 un industzy that hoes
aluays scorned the aversn:e. 1t6's an inductry where
the uncommon man, with wn uncommon iaen, zoucht the
uncommon way to cuccess., It docsn't propose to zettle
fer the so-00 way or the stitus-quo iy, no mtter

now touich conditions are. . . .
LyerunTe manosemensc, ploaaning oan
eueJlel” cel to 1ncreunse tne
capital, ana facilities to the

more and more people unaer th

¢
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2long with each other. In 1973, t

President's Conference of the Juti

Chains brought togcether the presi

the top executives of the supermo:

ai relations could

o]

scu how better

-
=)

was known as the "swimit meeting”

Jod

and talked, many for the first tim

prcoblems. The recults were report

successful.

dents

D

. .
e Leetin

anuael

~—~
R

I
Mt

onal Acsocelation

et

This

naterialive.,

%8 inductry lendercs met

e, about thelr particular

ed to be dramaticully

The 1959 Annual Veeting of the Nuoutional Association
of Focd Chains provided o manufzcturer-distroibutor punel to

exchange ldeas and express dissati
marketing practices in the industo

voiced the hope that continued in
the tuwo industry levels would leand

of industry practices.” The Annus
Manufacturers of America

manufacturer panel to further tihe

in 190 al

with scomrme

sfuetior

)

y. The gcpezkers z11

1

[a]
D

terchanse dexs betuween

to improvement

ol the

1 leetinge Grocery

I3
A

™o o
o0 L

provided

opportunity to exchunge

ideas fo» the benefit of those atfendings the mestines,
“~ipen wnd Jtone, "Joint iadustey Talis Hels Cuccessiul
Supermarket Hews, Jol. |, No. 10 (Mawrch 10, 19-%) p. 1.

J”T;’C Annunl Veetins
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The auvestilon us Gl
butors with thelr operaticons and thereby promobe betterr
relations was brousht out in the preceedine chuplers. Th2
subjects covered at the viurious inter-inaustzy conference
and panels mentioned above hirhilichted the muteriul
presented in this thesis. Lunuflccturers wre wuwnre cf the
need to create a warmer, friendlier relotlionshdp with dic-
tributors and many hove alrendy given the zttentien ©o
distributor needs vhen developine murizeting policy.

o longer» can manutracturers think in the strlet tewm
of selling but must emphuasize marketing. The diflference

betreen marketing ond selllng was pointed out in an article

appearins In the Horvard Business Review which stated that,

I[lass production does indeed generate orent pressure

to move the product. Bub what ucunlly gets emphasized
i3 selling, not marketing. Linrketing being: o more
sophiscated and complex process, gets 1gnored. The

difference betuveen moarketing and 06171Hp 15 more

than sematic, Telling focuses on the needs of th
seller, whilz marketing on the needs of tl.e bu ve’.

Selling 1s preoccupied with the seller's need to
convert his product 1into cish; morketing with the

ea of sutisfyins the needs of The customer by menns
the product and the whinle cluster of thinss

a
f
osociated with crexting, deliverings, wnd conswins it.

i
o

Perhaps the best contribution manulicturers coun moie
in the yewrs ahead 12 to otot Chinking about 1uproving:
thelr marieting operations so thint they can meet the

challenges of the 'A0's, Filfty years aro, 2ellins s

“rneadore Tevitt, "arketin.s yopia," Hemveed Business

review, Vol., 33, ljo. 4 (July-Awrust, 1 Q,OS, o, 0.




escentinlly personal salecumanship,  An unaesrstandine of
people and thelr motivaotions ic still escentiwl for cuc-
cessful marketing manacrement. But 1n the 19.0's, the sales
manager must operate in o totully different enviromnent.
markets have broadened and product lines nave lenctiened.,

Competition hus increnced :und conswoer problems hve becone

flcult and cormplex. Tie sules moanacer of Lodoy

‘:.' 4
)

mozre
must be a competent executive with a well rounied concent

Fal
s

of businecs 25 well as have o complete unaerstondine o
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—
e
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products, his markets in which he 1o

tomer's problems,

Lt

Y. Thomas B. leCoebe, President of The Zcott Poper

b~

Company, recommends that lewding nanulzcturers set up whnd
in eflect would be an inctitute of marketin, communications

to 1mprove existing technigues of every kind und develop

new ones througrhout the entize »unge of marketing retivities.

The development of improved technolowy 1n marketing will
lead to a broader understundin: and 2 more elfective use of
effective use of morketing resenrch Tindings. =z, liciabe
propoces that the institute be stalled on o Tull Tlre bisicz
primarily by educators 1n the sociel scilences nnd mothem:
ticians recruited from our great wniversitico wnd [Mrom
industry. The fundamental findirnrs as developed would oll
be published. Everything published would be avallable to

all business [i1rms, Jjust as all medical dicscoveries ore

avallable to the medical profession. The institute woula



1957

be asscocliated with one ol the nation's lecding unive:

e

I

ties."

With the need to be better than nverare ani thie nec-
essity to develop morketing improvements, manufucturers have
been making sustained strides in the fileld of customer
relationas., Already, manurecturers are concultinge distri-
butors about their needs und problenms in on effo»t €o
tallor mrleting procrams muturlly necepboble to bt moenu-

facturer «nd dictributor. Perhnps the one cutotondinge

oreanlzation which has spearhiended he drive o better

cooperation 1n the food 1Industsy is the Grocery lhiauizcturers
of America, whoce dynamic President, Poul Willis., has tolken
the initlative to estubiish liaiocon with Aalstzibutors and

determine how both levels of the inaustzy could mesn more

&)

~

smoothily. COpealking before the Twenty-fourth Annusl Super
Marizet Institute Convention, Tir, Willis emphasizea tnzat
"Teamwork amone monufacturers and betieen manuficturers
and distributors 1s an important key to continued srowt

of the food industry." He cited specific milestones of

rogress galned throuch united efforts such as The Trade

3

facturers of America and six national distributor orgoniz-

ations; the recently developed eicht point proczam for

“"Harketing in a Changing Economy," an address g
by Thomas B. licCabe before the Sales Mainacers ﬁ“vﬂciﬁti>u
of Philadelphia at the celebration of its 50th anniversary,
Januzry 11, 1900, Philladelphia, Pernsylvaniz.



improving couponing practices; wnd the HIationsl Tosd (on-
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ference progrzam to acnleve = better public unders
of good eating for betier 1iving.Y
Turther steps of galning cooperation fom dlistributors
have been taken by & few manufacturers throusn the estab-
lishment of a Director of Trade Relationz., Trhe —ise of the
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the trend of g¢reater supplier
retailer and wholesaler, The men who hdld this post ave
wvorking full time to scek out the problems thut stind
between their heazdaunrters and the effective marketineg of
thelr products by the distributor. The job s been payinge-
of ff for many companies in the form of better traude relations.
In addition, the information gained {rom distzibutors hos
produced dded sales and profits with more effective retail
marketing of the products these executives represent.
One of the greatest pitralls in selling vt nony
Tanufacturers encounter in thie food Industry 1z deterining
distributer» problems., The ‘cott Paper Company founit thit
they coulda not do this on their ovm 30 they decided to
initiate distributor seminurs wheze both the distributor

and Scott Paper Company could exchangre idewns, The seminoro,

COHQC]QHtiOUo uppli.r Effort to Fulfill Fegulremn
ol h by ;
I :) - S




199
a three day concentrated course in humun reluations patterned

after the advanced manacement course at the Hurvaird Business

Schocl, were held at the home office of Tcott Paper Company
with several of the company executives in attenannce. The

groups were lkept purposely sunll with from elcht to Tuelve
dictributor executlves attendin:s., cobtt Poper Company feels
that these distributor executives now more =pout thelr

NI

problems tnin the munufwcturer and by helpine to solve Lhelr
problems, £nis helps to find answer»s $Lo some oF Scott Paper
Company's problems as well,

T

Mr, James Rankin, President of Foremost Daire

o]

3, Inc.,
feels that there 1s 1 delinite need for inter-communicitl
between minufacturers and distributors Jjust 1ile the kind
developed by the Scott Puper Company seminars., I», Zankiln
believes that distributors should muke un elfort to 0 To
the manufocturers to outline their marketing objectives
with the hope that understaonding will encourare manufactur-
ers to design marketing prosrams which 1t distributor
marketing plr,ms.9

The author has attempted to discuss varicus subjects
which have caused distributor discontent tocether with
recommendations by both distributors and manulacturers as
to how these problems can be Solved., The necessity for

workinge torether to so>lve disagreements as well as plonnines

for greater successes in the

}4

"ood 1ndusctry has never been

I"NAFC Annual jleetine. Report," op. cit., p. 1.



greater., Leaders in the rood induntry are proua o Chelre
accomplishments. Food ctore sales continued o »ize 1In
19:-0 reaching a new nicsh of £2,2 billion dollars.  This vus
3 ~

an increase of 4.57 over 1959 and nearly double the wmount
. . , g LO o e e et e e e ey~
recorded in 1949, However, greater acnievements must be
the rule thuan the exceptlion 1ia e years aheud,
Thio thesic coan be swared up with 2 ecousiis qudote

from one of tie 1ndustry's ocutstandlns ploneers, 1 dy:raic

i

individuzl who served nmoany yeawrs 4 Presiaent >0 the iblonzl

Assocliation of Food Chalns--lir, Jonn AL Tocan, Keynotings
the Annual Jutionol Association of Zood Chein's Leetline ia
1979, e, Looan decloved, "Jhoulin't we o1l »2 after o
larme» share of the conowner's dollas o food?  This, it

B : .t 1"
riev; aecwae,

\

seems to me, 13 the real challenwe of Gl

ccl in 1900,

ve Grocer,

105 ypert W, rueller, "Grocery faler
Reach A1l Time High of £2.¢ Billion," Progu
Vol. 40, Mo. 4 (April, 1G-1), p. T1.

Ul
o2
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Tlia,nesn .. . - , )
"IATC Annusl Leetins Teport." op. cit.. v, 1.
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APPENDIX A
Are your dollars of investment in merchandis
tories earning a gross profit? Here's how to anal
operatlions in order to make a determination.

Lets say you are doing an annual volume of ... $5?
Have an average inventory of..veieie e, 3

Have a £ross mergdn of fl i ei ittt enoonanean
Or an annunl gross profit of $520,000 x 187 o

J]

To gross £93,000, ench dollnr invested in in
(30, ooog must earn you $3.12 pew yeur (393,000 div
$30,000) if you are to gross 1877, With £2 eeL, 1
each dollar of inventory inves Enent must ew o (5
divided by £7) per veek.

To be stated in other woxds, ench dollar's
inventory must yield 67 per weell in order for you
18 annually.

Any dollar of investuent then,in any item--u
its murkup--which fails to earn of per veek--is NO
ITS WAY, '

Grocers are very often dissatisfied with items

they sell having a markup of 109 or less.

Let's measure what happens when a dollar is
in a fast moving, say 89 item when measured osains
above formul-w.

During Period

e 1nven-
yre your

ventory
ided by
noa yeir,

9_)

worth of

to sross

hatever

T PAYTHG

vnleh
invested
£ the

Gain or

Veeks This Inventory Actually L.ogs Over
in Must Farn Dolla» Tiust Grossead Fequired
Stock Per Veek Forn ($1.00 % .08) 4
1 x  6f - 6 8¢ i of
2 X cf = 124 g - e

When the item was "turned" in the firs
earned 33-1/3% more than required--but failes to p
way 1f held in stock for two weelks or more, (Conver

some grocers are perfectly satisified in carrying o

t weels,
ay its

it

i -’(’13)7 ’
N 1tem

in inventory which has a markup well wbove their ”Cost of
Doins BRusiness,'" but which could very well be losine money.
"~ - J

stance, let's assume o 259 mnokuo but
in every seven eels:

Turnove



Durin:s Perioaq G:in or
Weelks “hils ITnventovry Actully Loss Quew
in ust Earn Dollar Lust Groosed requlred
Ctock Per Week Earn (31.00 % .02) o
0 X of = heod o5 -17¢
& X u;a/ = 364 oo ~11
5 X = 304 2od - C
il X :3_,{ = oLd ecd b1y
3 x of = 13¢ cod + e

The item, per the example, should rotate -nce ench
four weeks 1in order to be . . . PAYILNG I7TO WAY!

Held in inventory for a2 yreuter period, it is actunlly
losing meney even thousrh its merkup is well wbove the "Coost
of Doing Business,”



APPENDTX B

THE ROBINOON-PATLAN ACT

(Act of June 19, 19372, Chap. E£E92, 49 8tat. 1527:15
U. S. Code, Secs. 13, 13a, 1°b, Z1lu.)

of the Act entitled "An Act

ny

AN ACT to amend section
to supplerient existing laws acainct unlavful restraints
and monopolies, and for other purposes," wpproved Octobex 15,
1914, as amended (U,2.C., title 15, sec. 1%, and fo» other
purposes).

(Amending Section 2 of Clayton Anti-Trust Act)

(fection 1.) Thut %ection 2 of the act entitled "An
Act to Jupplpnﬁqt exiofing Iaiws acrainct unlawfal resteaints

and monopolies, and for other purposes," approved October 1%,
1914, as 1ve1ied (U.S.C., title 12, Jeec. 15), 15 :usended o
5 TS

—~

Price Discriminttion and Juantity Discounts)

fec. 2. () That it shall be unlowful for any person
engared in commerce. in the cource of such commerce, elther
directly or indirectly, to discriminnte in price between
purchases of commodities of lilke oride and quality, where
elther or any of the purchases involved in such aiscrimino-
tion are in commerce, where sucn commodities wre scld for
use, consunption, or resale within the United Stwutes or wuny
Territory thereof or the District of Columbia or any insular
possession or other place under the Jjurictiction of the
United States, and where the effect of cuch diccrimination
may be substuntiﬁlly to lessen cowpetition or tend to crente
a4 monepoly 1n any line of commerce, o to injure, destroy,
or prevent competition with any person who either grants
or knowingly ireceives the benefit of such discrimination,
or with customers of either of them: Provided, That nothing
hereln contained shall prevent differentials whilch make only
due allowance for differences in the cost of manufacture,
sale, or dellvery resulting from the diffevinv methods o2
quantities in which cuch commodities are to such puﬂchbuers
sold or dellvered: Provided, h:wever, That the TFederul
Trade Commission may, after due Investication and hearing
to all interested parties, fix and establish quuntity limits,



and revice the sone as it finds necessaeary, as to particulor
commodities or classes of commodities, where 1t £

avallable purchasers in greater quantities
render differentials on account thereof unJustl

tory or promotive of monopoly in any line o o

the foregoing shall then not be construed to permit adif
ferentials based on differences in quantities ¢

those so filxed znd established: And provided further,

T™hiat nothing herein contained chall prevent peﬂswns encnred
in selling goods, wares, or nerchandice in commerce f“wn
celecting thelr owm custome:rs in bona fide t? 1:act1ﬁ
not in restraint of trade: And provided fuzsther, Tha
nothing herein contained sihiall prevent price chances ronm
time to time where in response £o chinsinge conditione «f -
fecting the market for or the narleta billuy of the coods
concerned, such as but neot limited €o cctucl or 1mminent
deterioration of pericshable foods, dbsolescence of sensonal
goods, distress sales under court process, or sSales in zood

4.

faith in discontinuance of business in the woods conceried.

£
ot
115
L
o
1

,_)

and

i

(Burden of Rebuttal--lieeting Competition)

(b) Upon proof being made, at any hearing on o ¢
prlaint under this section, that there has been discr
tion in price or services or faclilitles furnishned, th
den of rebutting the prima-facie case thus made by s!
Justification shall be upon the person chareged with a
violation of this section, and unless Justification shall
be affirmatlvely shown, the Commission is authorized to
issue an order terminating the discriminati“ﬂ' rovidad,
however, That nothing herein contained shall prevent a
seller “ebuttinL the pﬂlmQ-fﬂ01e case thus made by showing
that his lower price or the furnishing of services or
facilities to any purchaser or purchasers was made in good
faith to meet an eaually 1low price of 2 competitor, or the
services or facilities furniched by & competitor.

s

2]

(Brokeraze Commissions)

(c) Thot 1t shull be unlasful Tor any person encased
in commerce, in the course of such commerce, Lo pay. zrant,
or to receive or accept, anythins of vulue zs 2 commlss
brokerage, or other compensation, or any allowance ox dAln-
count in lieu thereof, except for services rendered in
connection wich the sale or purchase of goods, wares, or
merchandise, elther to the other party to such ronsaction
or to an azent, representative or utneé intermiediary there-
in where such intermediary is actings in fact for o2 in be-
half, or is subject to the direct or indirect control, of
any party to such transaction other thun the person by o
such compensation is so granted or pzid.



1

(Payments for Tervices und Facilities Furnished
by Customer-Advertisin: Allownnces.)

wiul for any perscon enin:ed
in commerce to pay or contrac for the payment of ~nything

of value to or for the benﬂlit ol w customer of Such person
in the course of such commodities as compensatlon o in con-
sideration for any services or fzecilities furnished by or
th=ou:h such customer in connection witn the processing,
handling, sale, or offering for sule of any products or
commodities manuflacturered, 5014, or offered Tur sale by such
person, uniess such payment o consideration 15 available

on proportlionally ejual terms to 2ll other customel:s com-
peting in the distribution of such products o cowmmndities.

(3) That it shzall be nnl 7

—1

o

(Furnishing Additional Zervices ox Facilities)

(e) That 1t shall be unlawful for any person to dis-
criminate in fovor “f one puerchaser noainst ancther pur-
chaser or purchuase»s of a commadity bousht for resule, with
or without p;DCLSuinE, by contracting to furnich or» furnich-
ing, or by contributing to the furnishing of, any services
or facilities connected with the processing, hundling, sale,
or offering for sale of such commodlty so purchused upon
terms not accorded to all purchasers on proportionnlly ejual

temnis K
(Unlzawful to Induce or Feceive Discriminution)

(f) That 1t shall be unluwful for zny person ensaced
in commerce, in the course of cuch commeree, knowincly to
induce or receive a diccrimination 1n price which 1s puo-

hibited by this section.



APPENDIX C

The following 1is the full text of the Federnl Trade
Commission's guides for adverticing and other promotilionzl
payments and serwices; compliance with sections 2(d) wund
2(e) of the Robinson-Patman ict.

What The Guides Are Meant To Do

These guldes can be of great value to businessmen who

want to avold violating the luws wrainst civing or receilving

improper promotional allowances, including adverticing or
special services, for promdoting products. The guldes will
make possible a better understanding of the obligations of

the sellers and their customers 1in joint promotional cctivi-

ties.

The Commission's job is to ObEiil complionce with
these laws., It has a duty to move acainst violators. How-
ever, as an adwinistrative agency, the Commicsion believes
the more knowledse businessmen have with respect o the
laws enforced by the Com”iusion the more likelihocd that
the 1aws will be complied with.

For the Commission to do its job properly and for
business to stay out of legal trouble regquires that every
effort be made to gilve individual businessmen a better
understanding of these law. This, of cource, does not mean
that a businefm man muut become a legal export, but it will

he has a good gencfil knowledge of what he can and cannot
do 1n the field of promotional allowances.

If a businessman knows that the legal pitfalls are,
he can steer his business policies to avold them. Further-
more, such knowledze 1s most useful in determining when
competitors are trying to use legal methods. In other
vWords, 1t pays for a businessman to know what his rights
are as well as his obligations.,

These guides are designed to be both practicul and
understandable. They contain carefully considered susg-
gestions, or general rulies of thunb, which business will
find very useful in preventing unintentional violations.
They highlight the requirements of law and offer means for
complying with 1t without any attempt to sucrcest wiys for
slkzirting along the boder line hetveen vhat 1s lewnl and
11llesal.

Whot They Are MNot lMeont To Do
It should be made clewr ter that the cuides nre not
meznt to do several things:



(1) They are not meant to cover every siltuation.
Decided cases dealing with unusuzl situations zre notb
covered. Nc» are siltuations which have not been considered
by the Commission or the Ccourts.

(2) They are not meant to tell how to skirt illesality.
Clever people can undoubtedly devise practices not mentioned
in the guldes, but they may still violate the 1o,

3) They are not a substitute for sound legal zdvice.

4) They do not offer either new interpretations of
the law or change or amend the 1laws as determined by the
Commission or the Courts. They should be read s o non-
technical explanation of what the luw means; not os o lesual
restatement.

What The Law Covers Gener:lly

The Robinson-Patman Act is zn amenament to the Clayton
Act. Tt 1s directed at preventing competitive inequalities
that come from certaln types of discerinmination by sellers
in interstate commerce. Cfections Z(1) and Z(=2) of the Act
deal with discriminations in the fleld of promcticonal
services made avallable T2 purcharcers who huy for resale.
Where the seller pays the buyer to perform the service,
Section 2(d) applies. Where the seller furnishes the service
itself to the buyer, Section Z(2) applies. Both fections
require a seller to treat hizs competing customers on propor-
tionally equal terms.

Other Taw Covered

In two places, the culdes ¢o beyond Sections 2(d4d) and

(e):

(1) A seller ho uses = promobionul scheme to cover o
price discrimination by paying for services that are not
rendered may thereby violate Section c(u) of the C“qvt»u
Acg, as amended by the Fobinson-Paotman ict. (Dee parac
11

(2) A customer who improperly receives payments
services or facilities may thereby violate Zection c(f) of
the Clayton Act, as amended by the Robinson-Patiman fict,
or Section 5 of the Federal Trade Commission fct., (Zee
paragraphs 11 and 16).

THE GUIDES

1. When Does the TLaw Apply?
Cections 2(d) ana (e) apply to a seller of
interstate commerce, 1f he either (2) prys for se
facilities furnished by his customer: in connectil
e

~vlces ow

ion with the
distribution of his products (Section 2(3)) or (b) Turnisches
such services or facilities to his customers (Zection £(2)).



2. Who Ts A feller?

TCeller” includes anyon2 wWind uvll
= vwithout further processing. De
andy monulfacturerls an exauple of o

p:aluctu Tor reciie
N corn syup Lo
e} fcr cesnle with

3. Who ITs A Custome=»?

A TCustomer” 13 someone who buys dlc
seller» or his agent or broker, UQAetlnos,
f=om the customer may hinve such =
seller that the law also mzles him
oelle?. In these guldes, G
in Jection 2(a) of the 1lhw includes
used in Cfection Z(e).

\CIaNale
\ni

4, What Is Interst "te Cornerce?

Thic 1is som 2 thot wncle 1ood books hate been
vrltten about: ycu c&nnﬂt define 1t in o few wo=dsn.
decisions tend to 1nterpret the term gquite brocaly. T

[©)

‘dkﬁf

there 13 any part of 2 business which 15 not wholly within
one state, (for example, sales - deliveries cf p'w&uccs,
thel> subsetuent distrzlbution 2 »urciivisces or delirexries
of suppliez o o moterizls)  the business mny be subject

to the Fobinason-Patman Let., Joles in the Dictict
Colwuiblia ore covered by the 1w,

Services O Facilllties?
Cem hu) not been exuctly defined by the stutute
isions. The following are merely szomples--the 1o
he ther scervices and foellities.
a. Tre following have been helia to be services o
facllities covered by the law where the seller
as paild the buyer for furnisning them:
Any kind of ~dvertising,
Handbills,
Window and floor displuays,
Special sales or promotional efforts T
"push money" is poid to clexk:o, s:loh~en, i
other employees of the buyers,
Temonstrators and deronstrations,
Collecting of ordewrs {rom individun 3
Turnishings complete dictribution of sellex's
line.
b. Here aze some cxamples that hove been leld to
ervices or fucilitier covered by the 1w whe
seller furnlshed them to a customer:
Any kind of wdvertising,
Cataloes,
Demonstrators,
Dicplay and stg?:re cbinets,
Dloplay matersin
Jvecizl p;ﬂ “
Warenoune




nd
=
Q0

Accepting returns for credlt,
Prizes or merchandise far c;&duc' ing promotional
contests.
In these guides, the texm "services" 15 often used
as short for "services" and "facilities."

. MNeed For A Plan

If a seller makes payments or furniches services thot
come under these sectlions, he must do 1t under a plan which
meets several requirements. Altnouch this plan reed not be
written or formal, this may be advioczble, particularly 1
there are many competing cuszstomers to be considered or 1if
the plan is at all complex. Briefly, the reaquirements are:

a. The payments or services under the plan must be
avallable on a proportionally equal basis to @il competing
customers., (See paragrapn 7.)

b. The seller should take some action to inform all
of his customers who compete with any participating cus-
tomer that the promotion is avzilable. (Jee purasr-uph 8.)

c. The plan must eilther allow all types of competing
customers to participate or provide some other means of
participation for those who cunnot use the basic plan. (Z3=e
paracraph 9.)

d. The seller and customer should have 2 clear under-
standing about the exact terms of the offer and the condi-
fions upon which payments will be made for services and
facilities furnished. (Jee puragraph 10.)

e. The seller must take rezsonsble pﬂecuutizr“ to
see that the scervices are actually furnished and zlso that
he 1s not overpayine for them. (Jee paragraph 11.)

-

(. Proportionclly Equal Terms

-

~he puymnent o services wnder the plan must be made

vailable to competing customers on provortionally egqual
terms. This means that payments or services must be
proportionallzed on some basis that 1s fair to all customers
who compete. N2 single way to proportionalize is prescribed
by law. Any method that treits competing customers on
propoftlonallv equal terms may be used. Generzlly, tnic

can best be done by basing the paymenF" made o the services
furnishea on the dollaz volume oxr on the guantity of c¢oods
purchased during a specified time.

8. Seller's Duty To Perfomm

The seller should take some action to inform 211 his
customers competing with any participating customer that
the plan 13 available. He can do this by any means he
chooses, including letter, telegram, notice on invoices,
salesmen, brokers, etc. However, if a seller wants to be
able to show later that he did make an offer to a certaln
customer, he is in a better position to do so if he made
it in writing.
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9. Covering All Competing Customers
The plan must allow all types of competing customers

to participate. It must nct be tailored to satisfy the
needs of a favored customer or class, but must be sultable
and usable under reaconable terms by all competing customers.
This may require offering all customers more than cne wva

to participate 1n the plan. The seller cannot either ex-
pressly, or by the way the plan operates, eliminate some
competing customers., Where the seller has alternative

romotional plans, his customers must be given the opportun-
1ty to choose among plans.

10. The Need To Urdewrstand Terms
There should be a clear understanding between the
seller and each participating customer as to the exzet teomis
of the offer and the conditions upon which payments will be

made fo»r services and facilities furnished.

11. Checking Customers Use 0Of Payments

T™e seller must take reasonwuble precautions to see that
the services he 1 paying for are furnished znd 2lso that
he 1s not overpaying for them. MNoreover, the custone» must
expend the wvalue received in full solely for the purpose
for which the cllowances were given, I the sellezr knovs
or shoeould know that what he pays or furnishes 1s not being
properly used, the payments or services must be dlacontinued,
It should be noted that payuents b, the seller vhere the
customer performs no services nay rescult in legel action
against the seller under sectlon Z(a) of the Robinson-Patman
Act and against the customer under section £(f£) of that law.
Likewlse, a seller may not properly pay, nor may a customer
properly receive and retain, any zmount in excess of that
actunlly used by the customer to perform the service.

12. Competing Customers
The sellex» 1s reguired to provide 1n his plzan only
istri

S
for those customers who compete 1in the distributicn of the
promoted product with the customer who is participating

in the promotion. Therefore, the seller can 1imit the area
of his promotion to that in which parficipating customers
sell.

)

13. Indirect Payments

Payments by the seller, throuzh an agent or broker
or to a third person, for the benefit of the customer mag
violate the law,

14. Meeting Competition In Good Faith

A seller charged with discrimination in viclation of
section 2(e) may defend his actions by showing that the
services were furnished in good falth to meet an equilvalent
service furnished by a competitor. However, this iz a very
technlcal defense subject to important limitations. The




c
in good faith 1s not avallable To a seller charced v
discrimination in violation of Section 2(3).

15, Cost Justification

It 1s no defense to a charce of unlawful discrimination
in the payment of an allowance or» the furnisning of a service
for a seller to show that such payment, service, or facility,
could be Jjustified through savingss in the cost of manu-
facture, sale or delivery.

15, Customer's Licbility

Sections 2(a) ana (e) zpply only to sellexrs wnd not
to customers. However, o customer who knows or hosg renson
to know that he is receiving payrnent o» services »inted
or furnished when the sect

Cormiocoion unaer
sion Act. which pro-

may also ke proceeded 2din
Section & of the TFedernl Trade
hibits unial» methods of compet

Complete Text of FIC Guide," Zupermnricet MNews, Vol.
9, YNo. 23 (June &, 1940), p. 1lc.
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