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CHAPTER I
LITRODUCTION

A new mothod of wholesale distribution, the cooperae
tive retall buylag sssoelation or ccoperative chain, has
been devsloping during the last half century., The moversnt
grow steadily until the depression Just following the World
War, However, during the past fifteen years remowed intere
est has been shown Iin the movereont, and there has been a
rapid inorease in the membership of these groups.

The reason given for the organisation of these duy-
ing assoolations was to reduce the wholesaling sxpenses
below those of regular service wholesalers, This can be
done through (1) elimimating certaln functions performed
by the regular distributorj (2) shifting the cost of per-
forming wholesale functions to the manmufacturers or retail
menbers of the assocliation; and (3) reducing the cost of
pnrtmihs the retall funotions,

It is the purpose of this thesls to show what face
tors are responsible for the success and deve lopment of
the NHorthern Wholesale Ferdware Company, & eooperative Poe
tail duying essoclation. It may be well to point cut these
factors by determining to what extent, if at all, the wholew
sale funotions of selling, buying, oredit, delivery, and



storage are performed by this company; and, also, to
further the appraisal by pointing out its advantages and
disadvantages,

The history and present status of the cooperative
retall buying association movement is first desecribed in
developing this thesis, This 1s followed by a discussion
of the history, organization and wholesale 'Metlou per=-
formed by the Northern Wholesale Hardware Company, In
each chapter on the wholesale funections of this company
a comparison is drawn with drug and grocery cooperatives,
a8 well as others in the hardware fleld,

The material for this thesis was odbtained from
several sources, Imoch of 1t was gathered through members
and offielals of the company by questiomnaires, private
interviews, and correspondence., A second source was books
and magezine articles on cooperative wholeseling. As a
final source, such material as the Federal Trade Commission
reports, information obtained from other governmental agen~
eles, and interviews with reguler wholesale hardware firms
was utilized in the formulation of this study.



CHAPTER II
COOPERATIVE WHOLESALING

Cooperative wholesaling is a method of distribution
started at least Tifty years €0 in an effort to meet prode
lems such as price cutting and price maintenance, and to
combat rising competition, Perhaps the most common rea-
sons why business men jJoin together in eooperative effort
ere as follows: (1) the interchange of statistical infore
mation between members, a practice of rather recent origin;
(2) oooperative advertising used to reduce advertising exe
pense and to compete with chain stores. liany loosely ore
- ganized local assoeiations carry on eollective advertising
| in newspapers, cireulars and on bill boards, Fregquently
a common name is seleoted in order to asscelate the adver-
tising with the member stores, Chain stores have been very
effective through the use of mass advertising. Collective
advertising affords the small independent dealer a chance
to compete with the chain store in advertising. (3) Co-
operative study and education for the improvement of managee
ment and operating problems; (4) collsctive buying whiech

is princlpauy_to reduce the cost of merchandising to the

retall members.t

10 1. L. 'hi“. Cooperativ
tious, p. 1.




All business men, however, are not interested in
cooperating to the same degree, Some are desirous only
of organizing a small group of retallers into an informal
buying pool, while others want a highly developed organi-
zation whioch performs all of the marketing functions
itselr,

Distridutive cooperation may be classifled as
follows 81

g .

3. mﬁ‘:‘::;:h::z.”." and advertising

4. Cooperative duying and advertising
g -mﬁ' a warehouse and supervisors,

Definition

A cooperative chain is defined as an association
of independent retallers acting cooperatively either by
themselves or with a wholesaler to obtain adventages in
buying, advertising, or in the performance of other mer-
chandising functions or activities, Cooperative or so-called
voluntary chains can be broken down into two groups: ree
tailer owned and wholesaler-sponsored, depending upon who
‘organized and ocontinues to control the operation of the ore
ganization, The retaller-owned type 1s an organization of
independent retailers which advertises, functions as a
wholesaler, or performs other merchandising sotivities

I, Deokman and Engle, Wholesaling, p. 056.




cooperatively, It is not connected with any particular
wholesaler in such activities, The wholesaler-sponsored
type is a group of independent retailers affiliated with
a wholesaler for buying, advertising, or other merchandise
ing qatintum‘l

The term gooperative is used Mu for conveniensce
but primarily because in ite broadest sense members of these
groups, whether wholesalers or retallers or both, are o=~
operating in numerous ways with a more or less common end
in view, '

i b 3P & SR B0 & VE VLN N P Chahe o Sl

Among the oldest existing retail-owned cooperative
associations are the New York Consolidated Drug Company
in Manhattan, organized in 1887; and the Frankford Whole-
sale Grocery Company, organized in Philadelphia in 1888,
The Philadelphia Wholesale Drug Company was organized in
the same year as & limited partnership and today is the
largest strietly eooperative drug house in the United
States, with sales of epproximately $7,500,000.

There were thirteen grocery cooperatives organized
prior to 1910 which are still in existence,” indicating
an early development in the grocesy field, .




The Red and White Corporation, originally called
the Serv Us Corporation, was the first wholesaler coopera-
tive chain which was established with this type of organi-
gation In mind, The firet Red and White stores opened in
1932; and at the present time 1t has the largest number of
wholesale and retall members next to the Independent Cro-
cers Alllance, 4

The oldest existing cooperative chain in the harde
ware field is the Franklin Hardware Company of Philadelphia,
ormich in 1906 as an informal buying elub, The mtn;
west mrdmro Company of Los Angeles was organized in 1912,
and in the followlng year the Hall Hardware Company of
Minneapolls came into existence., The Northern Wholesale
Hardware Company of Portland started in 1923, and is to
the present time the only sooperative retail hardware ase
sociation in the Paeifie Northwest., In 1925 the Wisconsin
Hardware Company of Madison, Wisconsin, and the Anchor
Hardware Stores Company of Kansas City, Missourl, were
organized., Out of fifteen organizations answering a Federal
Trade Commission questionnaire in 1930, the above were the
only companies which returned eompleted schedules and re~

ported cooperative tnturoa."

1; "1bid.



Structural changes for most distributing agencles
are the result of the forces of competition, The competi-
tion faced by independent retailers and wholesalers came
to some extent from newer types of agencies, Department
stores, mail order houses, and chain stores have foreed
the independent merchant to consider new methods and poli-
c¢les during t& past several years,

The department stores was among the first to build
up volume on eut price and thus becoms a f.hrut to the eity
trade, The coming of the mail order houses e ndangered mar~
" kets of the retailer in small communities and rural dis-
tricts., Then ceame the ¢hain store, whieh first started
in the e¢ity but has become a prominent ruw;-o in small
towns and neighborhood distriects,

As these movements swept over the merchandising ‘
fiold independent merchante ruuni tl;oir existence de-
pended upon better methods of meeting competition, This
resulted in the expansion of cocoperative effort, The trend
toward cooperatives has grown in importance during the past
fifteen years when the retallers found their net sales de~
ereasing.

liany attempts have ﬁon made from time to time to
operative retall buylng associationsj but they have failed,
mainly through the refusal of manufacturers to recognize

them as wholesalers or because of poor management,



Ireseut Status

Retail buying cooperatives exist primarily in three
flelds, namely, grocery, drug and hardware. Recently the
movement has spread into the clothing trade, lHowever,
there is little data available at the present time in the
latter fleld so comparisons can be more effectively drawn
between buying associations in the former trades.

The cooperative chain movement has spread most rapid-
ly in the grocery field, and at the present time there are
more stores connected with the cooperative groeery chains
then there are connected with the corporate grocery diain
stores, Aeccording to the 1936 Chaln Store lManual, there
are 802 woluntary chaians in the grocery and food trade,
with 107,141 individually owned retail outlets whieh are
estimated to handle over one-third of the food and grocery
business of the United sutu.l However, another institu-
tion, the American Institute of Food Distributors, esti-
mated that there were 672 cooperative grocery chains in
the United States, with 101,493 retail outlets, Of this
number, 23,604 retallers owned 1l€é4 cooperative organiza-
tionsj 508 voluntary chains were reported as wholesale-
sponsored, having over three times as many retail outlctl.l
The majority of these organizations are located in states

with large urban populations.

1. DBeckman and Noble, 1936 Chain Sto sal,

p. 211, footnote.




Ascording to the Federal Trade Commission Report on
sooperative drug chains, there were tn-ntydthrto of these
groups in 1929, with a retail membership of 6,041 inde~
pendent drug ltﬁt‘..l

In the same report by the Federal Trade Commission
there were found to be six herdware cooperatives comprise
ing a total of 990 retail store members, or an average of
160 each, The smallest is the Anchor Hardware Stores Come
pany, with eleven members, which 1s merely an advertising
and buying group end does not operate a warehouse, The
Hall Hardware Compesny is the largest group, having 505
usnbers, |

The total net sales of five of the cooperative harde
ware companies (exeluding the Anchor Hardware Company be-
cause it does not operate a warehouse) amounted to $6,088,000
in 1929. The net cost of goods sold in that year agounted to
$5,143,000, making a gross profit of $915,000, or Aébroxi-
mately 15% on sales.®

It 1s evident from the discussion om the present
gstatus of voluntary ehains that the groecery trade has made
by far the largest strides in this movement. They operate
over 650 more woluntary c¢halns than are carried on by the .
druggists, This is due mainly to the type of product

"I, Beckman, Americsn Institute of Food Distribution,
P. 99, rootnoto.
2. pe ive Urug and Hardwars hains, (Senate




10
muu. Groeeries are goncnny small units whieh have
a very high turnover, They are mostly mass production
products which can be easily handled and stored., Because
they are mainly necessities with a perpetual demand, co-
operative retail buying associations find them adaptable
to their type of organization,

To a certain extent the drug trade handles goods
with similer qualities., However, their turnover is not
as great and many of their items have a very elastic de-
mand, but they aré well sulted for mama distridution through
eooperative ohains or buying essociations, :

Hardwares have made the least progress of these
three fields, end mainly becsuse of the character of the
products, It is evident that many hardware items are not
adapted to pooled buying, repid turnover, nor are they in
demand by as mmny people as products of the two former
trades, lany of the smaller hardware items, however, do
have a rapid turnover and therefore are more suitable for
this method of distribution, The average stock turnover
of groceries by regular service wholesalers is about twice
that of the hardware trade, Omne should not conclude from
this comparison thaet hardware is not suitable for distribue
tion through ecoperative chains but that the main reasen
for its not being eomparable to grocery and drugs is the
difference in the type of products.



The basie funetion of retailler-owned cooperatives
in grocery, drug and hardware trades is fundamentally that
of a buying institution., They are operated by retail
merchants who are interested in redueing the cost of the
wholesaling function. They are desirous of doing away
with the wholesaler profits and other expenses commen to
his business as much as possible, It is their wish to take
-advantage of discounts and allowances givean by manufacturers
to serviece wholesalers and other large buying groups, Such
establishments as the National Retaller-owned Groeers and
the Federal Wholesale Druggists' Association were the oute
come of this movement, Both are composed of a large number
of cooperative and mutual houses distridbuting to retail
stores., Centralized duying is a cardinal poliey of these
associations,

‘The wholesaler~sponsored groups are not as intere
ested in the economies of large scale buying as are the
retaller-owned cooperatives, Since the wholesaler is ale
ready set up as a going oconcera he receives his usual
rates.,

Advertising

As cooperative organizations both groups have beea
desirous of getting quentity dlscounte. However, they not
only have been able to secure them but to obtain advertis-

ing diseounts and allowances also,
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Retail buying associations have in the past stressed
buying and have attached little importance to sellingj ad-
vertising hes been left almost entirely to the individual
retaller, It was not until the wholesalsr-sponsored group
became an important fector in the distributive system that
retall cooperatives began to use collective advertising,
This method which grew with the wholesaler-sponsored groups
has received special attention by many retaill buying asso-
clations., Now, retaller-owner cooperatives have in meany
cases been dolng regular advertising through mwgl.
dispaly cards, news she¢ts, and window posters.

lost cooperative retail buying essoclations started
out by using the back room of a member's store as a store-
roon for incomin® merchandise. To take advantage of dlse
eounts and wholesale prices the best policy was for the
group to open a warehouse with the necessary supervisors
and employees, This would give them a place to carry a
limited line of merchandise and a realtively small stock.
There are exceptions to this, however, as the Frankford
Grocery Compeny cerries a wide selection of merchandise
and operates as modern a warehouse as any wholesaler in
the United States.



Little has been done by sooperative retail buying
assoelations, even at the present time, in the line of
dealers services, Generally they do not maintain a des
livery service, If they 4o not operate on a cash basis
eredit is usually exteanded for a short porioa; commonly
a week, although some extend it over a two weeks period,
The lines of merchandise are usually limited and little
or no advice or help is offered to retall members on store
operation, This is mot difficult to understand when one
realizes that retall members own the warehouse and that
they 4o not see the need of giving themselves dealers
services, They are interested in the reduction of whole-
sale distribution costs rather than in inoreasing costs,

~The wholesaler-sponsored groups 4o not follow the
retaller-owned cooperatives Ln this respect, They were
er}.gimny service wholesdlers in the groeery, drug and
hardwere fields offering ordinary wholesaling services.
They have sontinued these and have even gone farther by
giving adviee at times to retailers and by hiring nm-'
visors to eall upon store members. Also such services as
advice on store layout, location and management policles
are offered for the retailers' use,
: Private brands heve been considered desirable by
both groups of cooperatives as & way of meeting competition,
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The wholesaler-sponsored groups, o-pionny in the gro-
cory field, used this method to a large extent while the
retailer-owned groups have used it to a lesser degree,
Frivate brands are also considered good advertising as
they get the name of the article and the eompany fixed
in the minds of the consumer,

Llassification as to Title

Because of the different titles given to buying
groups such as the Northern Wholesale Hardware Company
it is well to try to determine the origin of these titles
and what economic significance may be attached to them,
uthoush different titles are used no omne title is neces-
sarily any more correect than another, However, by dis-
covering why such titles were applied to this specifie '
type of wholesaling, it may be brought out more eclearly
the type of organization dealt with in this thesis,

The Federsl Trade Commission uses the term coopera-
tive hardware chains, or voluntary chains, in referring
to these institutions., Others refer to them as coopera=
tive retail dbuying assoeiations, T, L. Willis, President v
of the Northern Wholesale Hardware Company, refers to his
organization as a mutually owned wholesale company. These
are generally the ¢lassifications or titles applied to
these retall-owned buying essoeietions, Frobably the
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title which is most widely accepted is the one used by the
Federal Trade Commission, In 1928 the United States Sen~
ate authorized the Federal Trade Commission to make a thore
ough investigation of ehain store distribution and drew de~-
tailed reports of thelr sotivities. Included in this in-
vestigation was an analysis of cooperative duying associa~
tions in the grocery, drug and hardware flelds which the
Commission classified as oooperative chains,

The term chain is adopted mainly because the use of
chain store methods is quite common among these organiza-
tions, The fundamental difference 1s that the units of a
cooperative chain are owned individuelly whereas the mu
of a corporate chain are owned by a eentral organization.
Cooperative or wluntary chains are in reality not chains
at all because the petailers who are members thereof pre-
serve their individual ownership of the stores whiech they
operate, The members are merely bound by an agreement
which can be terminated on a few days motice., Not only
is individual store omonhip completely preserved, but
most of the management 1s also left largely or entirely
to the disecretion of the muvmu members, although this
is not such an mortunt distinguishing ehmcﬁoruﬂn.
Because of this lack of controlling interest in the coopera~
tive establishments, the Federal Trade Commission used a
separate schedule for the collection of data from woluntary
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chains end always applied the word cooperative with the
term chain in conm ction with these organizations,

As far as federal laws are concerned there seems
to be no distisetion made between cooperative chains end
the regular corporate chains. The laws enacted after the
Commuission had completed the investigation made no divie
sion between chains and cooperative ¢hains, Cooperative
assoclations were not even mentioned with the exception
of Section 4 of the Robinson-Patman Act whiech deals with
income t ax returns and this is fully discussed under the
heading "legal Aspects of Cooperative Chains”,

Although no distinction has been drawn between
gsorporate chains and cooperative chains by federal law,
many states have passed chain store tax laws, some of
which exempted the cooperative chain from these taxes,
Thus it is apparent that the ilmportance of this title
does not only rest in the difference in orgenization but
also in the various ways these establishments are looked
upon by different state laws,

The title cooperative retail buying essociation is
used by many authors, notably W. L., White, suthor of &
bock by the same title. This classification 1s merely
descriptive of this type of organization and has no legal
or economie significance, The term cooperative is used
because members are cooperating in various ways for a
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common purpose, The title, cooperative retall buying ase
soclation, refers to independent retailers who aect as a
common wholesaler for thelr members buylng in the name of
the assoclation and warehousing purchases., This does not
include buying pools, clube or syndicates, This title ie
probably the most explanatory of any and the one most come
monly used,

When the title mutual owned wholesale company is
used, the term mutual 1s used in the place of cooperative,
In court deéisions and m textbooks dealing with these ore
ganizations the term mtual has bdeen used interchangeably
with.m term caoporniin. However, the word ooomuyp
is much more widely used. The term mutual is used in a
few cases by companies in their titles, the ouﬁundhc
example being the Mutual Drug Company of Cleveland, Olio,
This company 18 a drug association with one man holding
at least 51% of the stock, The mere fact that the word
mutual appears in the title does not indicate that the
concdrn is truly a cooperative retall buying association.

Probably one rm for ¢alling an assoeciation a
matual rather than a cooperative is the fact that there
are different types of ecooperatives. People commonly fail
to distinguish between them and tend to c¢lass them all in
one group with the idea that they all operate the same,
However, a retall buying essociation is no more a mutual

than a producers' or a consumers' cooperative,
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Another yeason m excluding the word m;wmuw
from the title of these ormiuum is the opposition to
them by competing service wholesalers and manufacturers,
Thie opposition is generally brought sbout by serviece whele-
selers refusing to buy manufecturers' goods if they sell to
the eooperative buying assoelstion, Due to this pressure
placed upou these asssoclations, the smaller ones with less
buying power fregquently feel 1t of great importance for
them to appear as much like & regular service wholesaler
as possible in title.



CHAPTER III

LEGAL ASYECTS
OF COOFERATIVE RETAIL BUYING ASSOCIATIONS

To better understand the present position of coopera~
tive retail buying assoelations it is necessary to inguire
into the legal status of these institutions., OUne problem
whiech has confronted retaliler-owned cooperatives is that of
price diserimination, Many times in the past these groups
have felt that they have been disoriminated against in favor
of regular wholesalers. This point is best illustrated by
the facts in the Memnen case.t

This case was an outgrowth of discrimination by the
Mennen Company against a cooperative retail organization.
The Mennen Company gave regular disecounts te all companies
prior to 1917, However, the sales policy that went into
effedt following this date iavolved a classification of
its trade into wholesaler and retailer, The company ale -
lowed to "wholesalers™ or "jobbers" when selling in quan-
tities of ten gross or more, a trade discount of 10% and
6% from its list prices, and a cash discount of 3%; while
to its customers classified as "retailers“, when selling
to them in quantities of ten gross or more, it gave a trade

discount of 5%. Theee terms resulted in price diserimination

1. Mennen Company v. Federal Trade Commission,
288 h&orql 774, C.C,A. 24., 1923,
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between the company's customers buying in like quantities
of the same commodities, since list prices were the same
for both classifications, The Federal Trade Commission
attacked this sales poliey as an uanfair method of competi~
tion in violation of Section 5§ of the Federal Trade Com~
mission Aet and as a price disorimination in vieolation of
Section 2 of the Clayton Aet, The Commission ordered the
Mennen Company to cease and desist from discriminating in
net sedling prices between wholesalers and retailers. The
Mennen Company then petitioned the Cireuit Court of Appeals,
Second Cireult, to review the order of the Federal Trade
Commission, The court reversed the deeision of the Com-
mission, In holding that this sales policy did not znwiv-
diserimination, the court said:

What the Mennen Company has done was to
allow to 'wholesalers' who purshased a fixed
quantity of their produects a certain rate of
discounts while to the 'retailers' who pure .
shased the same quantities it denied the dise
gount rates allowed to the 'wholesalers”.

This does not indicate any mn on tm
part of the lﬁmn greate or maine
tain a mepo is engaged in
an cutiro nta buuam end it has a
right free w exercise its own independent
discretion as to whether it will sell to
‘wholesalers' only or whether it will sedl
to both 'wholesalers' and *retallers’', and
if it decldes to sell to heth it has u right
to deternine whether or not it will sell to
the "retallers' on the same terms it sells
to the 'wholesalers'., It may announce in
adnnoo the eirmtmu that il. the

11 undey which it un{ sell or refuse

. & & 9



In secordance with these opinions we
have no doubt that the Mennen Company had -
the right to refuse to sell to retallers
at all, and if 1t chose to sell to them that
it had the right to fix the price at which
it would sell to them, and that it was under
no obligation to sell to them at the same
price it sold to the wholesalsrs, It did
not diserininate as between retailers bdut
sold to all retallers on one and the same
price scalo, And i1t 414 not dlsoriminate
as between wholesalers but so0ld to all wholee
salers on one and the seme seale of prices.
There is nothing unfair in declining to sell
to retailers on the same scale of prices that
it sold to wholesalers even though the retalle
ers bought or sought to dbuy the same gquantity
the who lere bought.

The court went farther to point out that a purchas-
er's trade status is determined by his selling rather than
his buying and that it would look beyond the éorporate ore
ganization of the cooperative to discover the category ia
which the constituent members belong.

This decision gave the manufactuwer the right to ‘
¢hoose his own custolers and cless them as wholesalers
or retailers. Ho may :uil to wholesalers end Petailers
at tho same price oy he may sell to them at a different
price, However, he must sell to all wholesalers at am.
price and to all retallers at one price whether it be the
same as the wholesale Mn or not. Therefaore, if a co~
operative retail nm association be classified as a
retailer it may not receive the same discounts as a
"legitimate” wholesaler.
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Since the passage of the Robinson-Patman Aet there
has been some controversy as to whether or not the Mennen
Case will be followed. The Robinson-Patman Aet was ene
acted following an investigation by the Federal Trade Come
mission of chain stores, It wes aimed directly at chain
store practices, The objeect of this act was to

amend Section 2 of the Clayton Aet so as to
suppress more effectually diseriminations be-
tween customers of the same seller not supported
by sound eeonomie differemces in their busime ss
positions or in the cost of serving them, Suech
diseriminations are sometimes effected directly
in prices, including terms of sales} and some-
times by separate allowances to favorite custom-
ers for purposted services or other considera-
tions which are unjustly diuﬂrunory in their
result esgainst other customsrs,

Zorn and Feldman in thelr book give their reason for affirme
ing the contention that this aot will have no effect on the
liennen case in the following quotation:

Our reasoning with respect to the right
of the chain-store system to receive the func~
tional discount applies equally to retailer co-
operatives., There 18 no reason to believe that
the Mennen e¢ase will not be followed under the
new Aet, Aeccordingly, the granting of a fune-
tional discount to a true wholesaler, and its
refusal to & cooperative will probably not sube-
Jeet a manufacturer to liability.

The same considerations lead to the eone
clusion that the granting of the funotional
diseount to the cooperative may be dangerous
in that it may cause injury to competing re-
tallers who are no& membéps of the coopera~
tive organization.

1. DBurton A. Zorn and Oeorge J. Feldman, Business
' s T LEC LAWS , Appendix I1I, p. mo’
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In further discussing the legal aspects of retaller-
owned cooperatives there should be a elear distinction made
between the different types of cooperatives, There are
three groups of these associations: (1) cooperative asso-
clations of producers, usually farmers, organized for the
purpose of selling their produce advantageouslyj (2) co=
operative assocliation of consumers, established for the
purpose of permitting uonan&cd purchase of commodities
of various sorts; end (3) ecoperative essociations of ine
dependent distributors, notably the so-gcalled voluntary
chains,

There has been much eonfusion because of failure
to differentiate between these various groups. The first
two, the producers and consumers ocooperatives, are very
similar and should not be e¢onfused with the third group,
as has been a common error., Farm producer or simllar type
gooperatives under Section 101 of the Revenue Act of 1934
are given certain exemptions in the filing of Federal in-
come tex returns, On the other hand, retailer-owned coe
operatives do file income tax returns but do not pay taxes
on the amount of earnings retumed to members., In a 0=
operative system charges are made on members for the cost
of operation and enything left after that is simply an
overcharge which rightfully belongs to the members and
is allocated to them on the basis of patronage dividends,
that is, the amount of business done by the firm,
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In Seeotion 4 of the Robinson~Patman Aet there seems
%o be an attempt made not to interfere with the practice
of paying patronage dividends to members in producers and
consumers cooperatives., This seetlon reads:

Hothing in this Aet shall prevent a
cooperative assocelation from returaing to
its members, mroducers, or consumers, the
whole or any part of, the net earnings or
surplus resulting from ite trading opera-
tions, in proportion to their purchases
:1; sales from, to, or through the assocla-

on,

This section recognizes producer and consumer cooperatives
but it says nothing of the dealers ecooperatives, The bill
as reported to the House included in this section the phrase,
"or a cooperative wholesale assosciation from returning teo
its constituent members” following the word "econsumers“ in
the quotation above., Had the Senate not struek out this
phrase the status of the wholesale assoeiation would have
been much clarified., Although the Conference Committee did
gtrike out the phrase it made the following comment:

The words 'or a cooperative wholesale as-
so¢lation from return to 1ts constituent
meubers', which appeared following the word
feonsumers® in the Semate Amendment, have been
eliminated, 42 so modified, this section serves
to safeguard producer and consumer cooperatives
against charge of violation of the aet based
on their distribution of earnings or surplus
among their nembers on a patronage basis, While
the bill contalns elsewhere no provisions, exe
press or implied, to the eontrary, this section
is included as a precautionary reservation to
protect and encourage the e¢ooperative movement,
Whether functioning as buyers or sellers, co-
operatives also share under the bill antees
of equal treatment and equal opportunity whieh
it seeks to accord to trade and commerce generally.
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With this clause omitted it leaves a question as to whethe
er or not it applies to retaller and wholesaler cooperas
tives, Zorm and Feldman , howsver, have answersd with
this comments

In view, howsver, of the expressed in-

tention to safeguard ecooperatives it is un-

Xy Xy s

to be illegal, Ro in Section 4 would

require such a result,

From the quotation just made there seems to be
slight danger of any court dec¢islon foreing the present
practice of distributing patronage dividends to be dise
eont inued by eocoperative retail buying essoclations,
Although these groups are not taxed on these earnings
they do not escape taxation: they are taxed in the hands
of those who earn theme-«the retall members of the coopera-
tive organization.

Certein types of cooperatives have agitated for ex=
emption from taxes., It iz commonly thought that all coe
operatives do have such exemptions, As a matter of faect,
retaller-owned gooperatives pay all the taxes that other
business organizations pay where they engage in tazable
activitles,

Retaller-owned sooperatives pay all li-
gense taxes, sales taxes, undistributed ‘sur~

plus' taxes, and all other forms of taxes im-
posed upon ordinary commercial organizations,

10 M" p. 260,



As & matter of correet accounting procedure

It o et e Thaen e e tle

sense are not subjeet to inocome taxes ale~

Actetions im Shese TevEERs L T line

A third consideration of the legal phase of coopera-
tive chains or voluntary chains as they are often called
is the effect that state chaln store taxes will have upon
them, At the present time there are about twenty states
which have enacted sueh statutes. The classification
given to the cooperative buying orgeanizetion by the
Federal Trade Céommission was the title cooperative chains,
The question raised from this title is whether these co-
operative chains are considered in the same category as
the corporate chains and subjeet to the ¢hain store taxes
in the various states., The large majority of the states
having chain store taxes sees no ¢onnection between or-
ganizations so they do not include the cooperative dchain
under their chain store tex lews, Some of them expressly
exempt the rotall-dwned cooperative while others make no
mention of them, This shows that some states do not recog-
nize & similarity of these two groups, For example, Lhe
state of Idaho has expressly exempt voluntary chains from
their graduated license tax on chain stores. By doing

this the state has recognized the similarity of these OF«
ganizations since it does not wish the one group to be

1. Hector Lazo, Retaller Cooperatives: How They
Bun, p. 133,




taxed it has exempt it by law,

The state c¢hain store legislation at present has
no effeet on ecooperative or voluntary chains as those
states that recognized them as a type of chain store
have expressly exempt them, However, with growing oppo-
sition toward chain stores there is a poseibility that
such a tax may be passed in some states now now haviag
$he tax, If the state passing the tax should 1oek wpea
voluntary chains as & chain end not as a group of inde~
pendent retailers, 1t would be of utmost importance to
these organizations t0o be exempt from sueh tax, Some
chaln store taxes are as high as $500 per store in chains
of over nineteen stores. Susch a burdensoretax would do
mich to impede the progress of retail-owned cooperatives.t

1.” Beckman and Noble, The Chain Store Problem,
Aprendix I,



CHAPYTRR IV

HISTORY OF THE

The preceding chapters have described cooperative
retail duying assoceiations in general, Thoy dealt with
the history, classification end lsgal aspscts of grocery,
drug and hardware cooperatives, The following chapters
are concerncd with the Northern Wholesals Hardware Company,
a cooperative buying assoclation, To make a complete study
of this company it will be necessary first to describe its
~ history.

The Northeran Wholesale Hardware Company was orgens
ized in August, 1923, by a few retail hardware dealers
living in and arcund Portland, These retailers were agreed
that steps should be taken to meet inoreasing competition.
A% that time the chain store movement was making rapid
progress in the Bast., Its effect was already being felt
on the Pacific Coast, The founders of the Northern Whole-
sale Hardware Company had foresight enmough to see into
the future and comprehend the problem of Increasing compee
tition whieh lay before them, They were e¢onvinced that
within five years they and many other independent retail-
ers would be forced out of business unless they eould make



the necessary adjustments to meet the growing competition.
This problem, they believed, epuld be solved through the
pooling of orders by the group in order that they might
take advantage of larger buying power and more efficient
buying methods,

The Company, with a group of less than twenty
members in the organization, first located in the rear
of one of the member stores on Hawthorme Street, Portland,
Oregon. This room socon proved to be too small and later
in the same year a larger room 1n a building on Hawthorne
Street near Grand Avenue was secured, By this time the
Company had inereased its membership to approximately
forty members, The rapid increase in membership over
guch a short period points to a need for this type of or-
ganization. The Company wasem infant organization with
a low pecuniary strength and unlesse these incoming members
eould have seen the advantages !n joining such a group
there would have been little likelihood of this rise in
membership.

A econtinucus increase in membership in 1924 again
forced the organization to move to a location with larger
warshouse facilities. The change was made to the Auto
Freight Terminal Building where the Northern Wholesale
Hardware Company remained for eight years, At the time
of this last move the Company had increased its membere
ship to neary seventy-five. This growth showed an interest



in this type of organization by the independent hardware
 dealers in Fortland end vieinlty,

Several Seattle retailers were added to the group
in 1926, These dealers had formerly been members of a
hardware buying pool in Seattle, but the venture proved
to be unsuccessful and the group dissolved, The adnis~
sion of these members added to the buying strength of
the Northern Wholesale Hardware Company., These new
members were a definite asset to the eoncern since they
had been previcusly affiliated in a buying organization
with the same fundamentsl ideass as the Portland Company.
The growth in the membership in that area becage suffie
clent ,“ open a warehouse in Seattle, which has contimued
to operate to the present time,

It was not until 1933 that the Northern Wholesale
Hardware Company moved to it present location at 109
Southeast Salmon Street, Portland, Oregon. The warehouse
is a conveniently located moderan building on the main
line of the Southern Pacific Railwey. The Company now
has & membership of 138 and a waliting list of twenty-
three prospective members., These prospects, although
they do not own stoek in the corporation, have the privie
lege of buying from the Northern Wholesale Hardware

Company .



A% one tiume a warehouse was opened at Spokane but
did not prove profitable and was. closed, The Company
estimates that 1t will take at least twenty-five members
in a loeality to profitably operate a branch warehouse,

The Northern Wholesals Hardware Company has been
a pionser. When the ldea of hardware buying assoclations
was conceived, it meant stepping into a new field, The
conception and promotion of this new venture were entire~
1y original with the founders of this Company. Although
there were three hardware cooperatives in business in the
United States prior to the time the Northeran Wholesale
Hardware Company was organized, they were small and une
heard of in the Pascifie Northwest so that their experi-
ences gave no aid in organizing the Northern Wholesale
Hardware Company. Little progress had been maie by the
retail druggists and grocers in cooperative buylng asso-
ciations on the West Coast. Such national ebéparauu
chains as Red and White and Independent Grocers Alliance
(I.G.A.) were just being organized, 'The first Red and

White stores were opened in 19:81 and the Independent

Grocers Alllance was organized two years hm.a These
gcooperatives 4id not spread to the West Coast until a

few years later, In the drug fleld one of the earliest
- W. L. White, Cooperative Retail Buying Asso-

h&'i p. 7.
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retall cooperative buying assoclations wes the Los
Angeles Drug Company, organized in 1“0." This shows
that prior to the organization of the NHorthern Wholse
sals Hardware Company in 1923, the idea of eooperative
retall buying assoclations was not well established.
Some of the largest cooperative chalns were Just being
established in the Zast and it was some time before
these made thelir appearance on the Weat Coast,

From the beginning the officers of the Horthern
Wholesale Hardware Company had been alert to make changes
which they thought would make the coupany more suocessful,
They have even made a thorough study of similar orgsaniza-
tions in other parts of the country %o check on the effle
cleney of their own system, This meant that the by-laws
were revised from time to time so that now the Northera
Wholesale Hardware Company and all similar hardware ore
ganizations operate on about the same basis.

p &t. Pe no



CHAPTER ¥V

ORGANIZATION AND MANAGEMENT OF THE
NORTHERN WHOLESALE HARDWARE COMPANY

Reasons for Organizing

There were fourteen reasons for organizing ecited
by retaller-owned hardwere essoclations in answering a
questionnaire for the Federal Trade Commission. Frae-
tically every answer involved the buying of merchandise
at lower prices. Some of the other reasons given in-
eluded the elimination of jobbers, ecompetition of mail
order houses, benefits of group advertising, and exchange
of ideas.t

 Mr., T, L, Willis, president of the Northern Wholesale

Herdware Company, gives three reasons for its organiza-
tion, Pirst, it permits dealers to buy in larger quanti-
ties in order to take advantege of quentity diseounts.
Second, it places dealers in a competitive position with
jobbers on contract work on many items because of wholee
sale buying connsctions, Third, it gives ald and servieces
to the dealers,

0f these, the reason given most emphesis is the
first., When other people sonzected with the organization

L %%me. Senate
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were asked about the reason for starting such an organie
zation, nearly all thelr answers involved this idea of
buying merchandise at lower prices. Cne of the early
mwembers, ir. A, R Quackenbush of Zugene, states that

it was felt among the organizers that “they didn't be~
lieve they could stay in business 1if they couldn't buy
on a better basis,”

It 18 the aim of the Northern Wholssale Hardware
Company to give its members an opportunity to ecompete
with ohain stores and meil order houses, There is a .
strong feeling that the small retail dealer is a definite
asset to a commnity end therefore he should be given an
opportunity to stay in business, This is based on soecisl
rather than on economie reasons, It is contended that
it is the independent retaller who takes an interest in
his commnity and is willing to econtribute toward its
welfare., He stands ready to back publicespirited moves
ments because he lives in the community he wants to pro-
gress, In the case of chai.n stores oy mail order mﬁ-
the absentee ownership and the eontinual shifting of
managers is not conducive to community interest and sup-
port, They are charged 'with being interested only in
profits and the success of the organization and not as
willing to support elviec projeects,



Qrganization
One canz visualize more ¢learly the factors which

contribute to the success of this type of cooperative
retaller-owned concern by an understanding of thes ore-
ganization and management of this Company., From such
a study conclusions may then be d&rawn as to the effec~
tiveness and need of this unique method of wholesale
dlstrivution.

The organization of all sooperative retall harde
ware buying assoolations 1s very similar to that of the
Northern Wholesale Hardware Company, varying mainly in
minor detalls, The organization of this Company is oute
1ined on the following pege.

The Conmpany is a copporation, incorporated in the
state of Oregon, The 136 menmbers are stockholders in
the firm, each having equal woice in the slesction of the
board of directors, The election is held every February
at the anaual stockholders' meeting. The board of direo~
tors oconsists of seven members, each of whom is elescted
for a period of two ysars, One year four directors are
chosen, and the next year, three. At the preseat time
the members of the board ave T, L, Willls of FPortland,
president; N, A, Boan of the Stadelman~Bona Hardware
Company, The Dalles, Oregon, secretaryj Frank Travis
of Shelton Hardware end Furaniture Company, Shelton,



Washington} Stanley Yowell of Travis and Yowell,

Bremerton, Washington, Frank L., Taylor, Reedsport, Oregon;
3. M, D, Handsberry, Seattle, Washington; snd T, H. Dingle
of the Dingle Hardware Company, Coeur D'Alens, Idakeo, Mr,
Norris Ames of the Ames Hardware Company, Silverten, Oregoen,
is ex-offieio chalvman,

The board of directors has been carefully seleeted
and has proved to be made up of men capable of directing
the policies of the Northern Wholesale Hardwers Coupany.
The board meets on the third londay of each month and the
members have attended these meeting one hundred persent,

The president ls also the general managar of the
Company, with full responeibility over all branches of
the eantire concern, The three main branches of the ore
ganization are the exeocutive, the buying, and the ware=-
house, It will also be noted that the price clerk and
the olaim olerk, aas well as the four salesmen, fall under
the direct control of the president,

The president has, in addition t the duties shown
on the chart, the responsibility of handling mattere
which arise with dealers and the establlishing of new
lines of merchandise with manufacturers and Jobbers,

Te Lo Willis, now presideant of this firm, has held that
position for two years., Frior to that time he was a
member and director of thils firm, operating a retail
hardware store.
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The office manager is in charge of the accounting
and billing department., In the buying division there
are two different buyers: the head buyer who purchases
hardware while the other buyer purchases only household
merehandise, A third unit in the buying division is the
catdlog and bulletin department, This department makes
up the bulletins whieh are frequently sent out during the
year, and the cireulars which are put out three or four
times annually.

The third main divieion is the warehouse, with the
warehouse manager in charge, The different dspartments
in the warehouse division are the shipphs.(tho receiving,
the merchandise pooling, and the forwarding. This departe
ment encompasses the work entalled in the pooling of meyre
chandise just received at the warshouse and going direct-
ly to the dealers, The merchandise pooling department
refers to the pooling of orders freom stoek stored in the
warehouse .,

Finanelal Strugture
The finaneing of this Compeny is mostly through

comnon stoek, there being no bond or preferred stoek is-

sues, Zach member mmet purchase one share at $500 par

nm.l The s tock is not salable to the general publie
= 1, At the present time there is a proposal before
the stoekholders to inorease the par valus of a share of
stock to $1,000, This is to increase capital so the
Company will have a greater finaneial strength and use



but to members only, One vote is alletted to the holder
of each share of Northern Wholesale Hardware Company
stoek, No dividends or interest are paid on these shares,
Thestook is issued only to m. dealers who have heen
approved by the board of directors for membership. In '
order that the Company may keep ocontrol of the membership
the stoek is made nonetransferable. Any stookholder wishe
ing to retire from the assoclation may not sell his inter-
est to another hardware dealer or to his successor if he
sells his business as a goling concern, In the event that
a member becomes insolvent, sells out, or wishes to withe
draw frommembershipy he must sell his stoek back to the
company, OShould a member becoms insolvent and at the same
time be indebted to thc Northern Wholesale Hardware Company
the amouft of his indebtedness will be offset against the
par walue of his share of stock and only the difference,
if any, is pald to him, This feature strengthens the po-
sition of the Company because in the event of the insole
venoy of the member 1t is protected from credit losses

to the extent of $800,

Other means of financing are through the retaining
of patronage dividends and the use of bank loans, Bank
Tess Sorrowed money. Should the proposal become effestive
the members will be allowed to leave thelr earni in the

to meke up the additional §500, This will greatly

aid the emaller members who might find it diffieult to ine
vest thie additional emount,



loans are self-explanatory but the term patronage divi-
dend may need some explanation, A patromage dividend
is a distribution of the net earnings or surplus resulte
ing from trading operations, distributed to the members
in proportion to their purchases from the assoclation,
The Company reserves the right to withhold payment of
these dividends to dbuild up inventories and help finance
the business, They draw interest at the rate of six pere
econt and must be paid within ten years fromthe end of
the year in whieh the earnings were made.

Momborship

The merbers nrc' selected by the Loard of directors.
The Northern Wholesale Hardware Company has been very
careful % the selection of its members as they wish to
limit membership to competent business men in good stand-
ing in their respective communities, The Compeny m&rﬁ
men who will be of value in the future development of the
organization. Before a new member is taken into ths Come
pany he is put on a temporary selling list which glves
him the privilege of buying from the Company at the same
prices as the members, After a period of time the pro-
spective member is taken into the orgenization upon mtﬁl
agheement. At the pronnt\ﬂu there are twanty-three
- prospective members,
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The Company limits the number of retail members to one
in a small town. In larger c¢ities such as Portland,
Spokane and Seattle, it allows one member to each neigh-
borhood or distriet. By thus limiting the membership,
members are not in competition with each other. Stock

- ownership is necessary to membership,

Semi-annual Conventions
The Northern Wholesale Hardware Company holds con-

ventions twice a year in the Woodmen of the World Hall in
Portland. These conventions are held every February and
July for the purpose of displaying merchandise for the
members, Between one hundred and one hundred twenty-five
displays are set up on the floor of the auditorium by job-
bers and factory salesmen who purchase display space at
$10 a table. This tinnn#ea the expense of the eoﬁvention
whieh lasts for three days. During this time the members
may examine the displays and place orders through the
Norfhorn Wholesale Hardware Company for any merchandise

on diiplay that they wish to purchase, The February con-
vention i1s the main meeting as it 1s held in conjunction
with the annual stockholders' mnoting.» At this meeting
the election of officers is held, the business for the pre-
vious year is reviewed, and plans for the coming year are

discussed,
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The Company has developed a poliecy of inviting oute
side speakers to the convention banquet glven by the firm
to all salesmen and members and their familles, These
speakers talk on subjects which are of interest to hard-
ware dealers, Representatives from such groups as the
Hational Retall Hardware Associatlion discuss the advante
ages of thelr associations and present-day problems cone
fronting hardware dealers, Other outside speakers talk
on modern methods of hardware merchendising. Ouch talks
give members an opportunity to become better informed on
tp-to-date methods, For the past two years Dr, H, H,
Comish, Professor of Business Administration at the Unie
versity of Oregon, has been a guest speaker, He has dis-
cussed mainly more effective ways of operating retall
stores, |

The conveantions have proved to be very successful
as about seventy-five percent of the members attend and
have an opportunity to sece and order merchandise which
they will be featuring in their stock for the next six
monthas, It also gilves members a chance to exchange ideas
with other members and to becoms more familiar with the
organization and set-up of the company to which they belong.
, piples
In discussing the organization of the Northern
Wholesale Hardware Company it is interesting to cbserve

Mundamental Cooperative Pring
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how slosely this Company followed the fundamental prine
elples for cooperative success set forth by the Roekdale
Pioneers, These Roekdale Plonsers, because of adverse
eonditions, were seeking a more economical way of living,
. They formed a eooperative uoquty vhich proved to be suce
ecessful, In 1844 this small group from Rockdale was able
to set forth the method which might serve as a gulde to
cooperative endeavor. The principles of success which
they used were not as new as most of them had tried be-
fore but it wae the combination which wes essentially
responsible for success. These principles are now recege
nized ag fundamental, and a brief discussion of them fole
lows:

1, Democragy of control, Bach member shall have
one vote and no mare, The Northern Wholesale Hardware
Company observes this prineiple and not only limits the
members to one vote each bdbut also to one share of stoek,
each with the seme par value, The Company is demoeratie
in this respect,

2., Limited interest on capitel. Capital invested
in the scoelety, if it receives interest, shall receive

not more than a fixed percentage whieh shall be not more
than the minimum prevalent interest rate, The Northern
Wholesale Hardware Company is not affected by this rule
as it dces not pay interest on capital invested in the
business,



8. Seviags returns., If a surplus-saving ("profit")
acerues from the difference between the net cost and the
distribution price of commodities and services, after
meeting expenses, paying interest (wages md eapital),
and setting aside a reserve for other funds, the net
surpluse-saving shall be used for the good of the members,
for beneficent sccial purposes, or shall be returned to
the patrons as savings-returns (dividends) in proportion
to thelr patronage, This 1s exactly the way the Company
handles its net earanings., However, 1t reserves the right
to retain these earaings for a time, paying interest on
the amount in order to help finance the Company. The
original idea was to abolish profits by giving back to
the member what he oreated, 7The Roghdale Ploneers wanted
business to be carried on as a service,

4, Unlimited membershiip. No reason shall exelude
a person from mambership except that his purpose might
be to injure the sceiety, The Northern Wholesale Harde
ware Company does limit its membership to ons in a town,
This principle does not necessarily apply to coopesatives
in the wholesale fleld as they need a consecientious membere
ship and they do not want thelr mexbers to be in competie
tion with each other, This prineiple is for a consumers’
eooperative,
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S, Yoluntary expression of membership. A coopera=
tive society shall be composed of individuals who vblune
tarily join., The Company wants only those to join who
see the benefits of this type of organization and who
want to become members, Any prospective menmber comes
in of his own volition,

6, Cash business. Business shall be done for
eash, To a ¢onsumer concern this is more importaant than
to a wholesale organization, A wholesaler who sells goods
to a retailer for credit feels that he will be repald bee
cause the retailer will sell the goods to the consumer to
pay the wholesaler, If he does not, the wholesaler may
recover the merchandise from the retallser, However, in
the case of consumey oredit the consumer uses up the goods,.
leaving the seller nothing except the consumer’'s word that
he will pay. Therefore, while doing business for cash is
a fundamental prineiple for counsumerst ' ¢ocoperatives, those
engaged in the wholessle business may extend eredit on a
more economically sound basis, COredit is a wholesale fune-
tion and service, The Northern Wholesale Hardwere Company
extends credit for two weeks except on goods for cash die-
counts whieh must be pald for within the diseount peried.

These comparisons who how ¢losely the Northera Whole-
sale Hardware Company follows the fundamental principles
for cooperative enterprises worked out by the Roehdale

Ploneers nearly a ¢entwry ago.



The location of edoperative retall buying asscecia-
tion warehouses is genersally in large oities, This is
true not only in the hardware trade but also in the drug
end grocery fields, For example, in the drug business
there are go retall owned cooperatives in ecities of less
than 50,000 population, and only five in ecities of less
than 400,000, In the groeery field the dispersion is
somewhat greater, There are only five grocery cooperatives
in eitles of less than 100,000 and only nine in cities be~
tween 100,000 and 399,000 population. |

Herdware retail owned cooperatives are located in
some of the most important e¢itles in the United States,
such as Los Angeles, Eansas City, Philadelphia, Portlend
and Mianeapolis, all over 300,000 populstion, The only
warehouse c¢ity of less than 300,000 is Madison, Wisconsin,

It is evident from the foregoing e xamples that coe
operative retall dbuying associations thrive best if their
warehouse is located in a larger eity. This is due mainly
to the advantage of having & large number of members doing

1# ““.. Mc. p. 122,




business in and around the warehouse eity, Other ade
vantages are the proximity of local sources of iupply
and the availability of tramsportation, such as paile
road, truck and ship service. |

The Northera Wholesale Hardware Company has two
warehouses, one located in Seattle and the other in
Portland, The Portland warehouse is the central whole-
sale house of the Company end contains the main office,
Portland is avery mwbh location from the standpoint
of transpertation, ' as wholesalers may receive shipments
by railroad, trusk, or boat,

Railroads enter Pertland from the north, e ast and
south, Through the Columbie and Willamette Rivers it has
an outlet to the ocean. W purchased in the East,
if it 1s ncnuhh to the I&uiuippi River om the Ate
lafitic Ocean is lhippu to Portland by boat at about one-
half the reilroad rate,

Besides being well situated from a trenspertation
standpoint, Portland is the center of a semi-densely popu~
lated area econsisting of the Willamette Valley, the Columbia
River Basin, and southwestern I&nhinston. '

The Seattle warehouse is conveniently located malnly
because it is in e thiekly populated area and the ceater
of a large group of members of the Northern Wholesale Harde

V'Il'. Wo
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Practicelly all shipments are sent direetly to the
Portland wholesale house, If the shipment comtains goods
for Seattle, the Fortland merchandiss is removed and the
car is sent on to Seattle. The dividing line between the
two warehouses is from Chehalls, Washington, east to Wapato,.

The Seattle warehouse distributes merchandise from the
coast as far east as Wapato and from the Csnadian boundary
south to Chehalis, The remaining mexbers in eastern
Washington, Oregon and Idaho receive their shisments from
the Portland house.

A 8004 location may be a firm's bost asset, or a
poor one may lead to its fallure., In this matter the
Horthern Wholesale Hardware Company has been very fortunate.
Both of the company's warehouses ere very siitabdbly located,
The Fortland house is located at 109 Southeast Salmon
8treet, It 15 a modern conerete uilding, three floors
in helght with the main office of the gompany osoupying
belf of the third floor, The bullding is 100 feet square
with 80,000 square feet of floor space, A railroad eiding
of the Southern FPacific runs along the west side of the
dbuilding. A loading pletform bullt along the eantire width
of the bullding makes 1t very convemieat to load and un-
load ours., Two large doors on the west side of the bullde
ing make it very accessible for moving merchandise to the



43

~ atore rooms, The scuth side of the bullding along Salmen
Street is for truck loading, On the east side is an ad-
Joining buillding, while on the north side is a vacant lot,
The building is equipped with modern econveAiences, The
neme of the firm is printed across the upper west ¢ ide of
the building giving the Company advertising velue. The
structure lies in the main part of the warehouse distriet
in Fortland 4ad is very accessidle for members and other
distributors.

The Seattle brench, while not as large, 1s possibly
betteor situated, It is located at 2248 First Avenue, The
building is forty-five feet in width end 150 feet in length,
with a floor space of 22,000 square feet. The dullding is
very accessible to transportation lines, having a railroad
spur next to it and e side for truck loading.

Both of these warchouses are reanted by the Northera
¥holesale Hardwsse Company, The Company's total went and
real sstate charges are ,4208% of gross sales for 1938,
whereas for regular hardware wholesalers for the year of
1927, such charges constituted 1,08 of net ulu..1 These
figures, although not absolutely comparable, show that the
Horthern Wholesasle Hardware Company pays far less reat per
unit of sales than the service hardware wholesaler, This
reduction in rent in proportion to sales is an advantage

1. T, N, Beckman and N. H, Sngle, N¥holesaliag,
Appendix €, :
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whieh is brought about by the type of business organizes
tion. Due to fast turnover and less use of storage space,
& larger warehouse is not necessary. The desirable loca~
tion of the wholesale houses can be traced directly to

good management.

The Northern Wholesale Hardware Company employs a
total of thirty~two person, Twenty-three people are eme
ployed at the Portland warehouse, five are employed at
Seattle, and four are traveling salesmen, Of the twentye
three employed at the Portland warehouse, ten are employed
in the warehouse proper and thirteen in the office, At
Seattle, one person, the manager, des all the office work
and managing. The other four persons are employed in the
warehouse, The four salesmen employed are assigned terrie
tories, one selesman working out of Spokane, one out of
Seattls, and two out of Fortland,

The 136 members are locsted in the states of Oregon,
Washington, and the western portion of Idsho., The large
majority of members are centered around Portland, the
Willamette Valley, emd Mtth/. Of the total number,
sixty-six members live in Oregon, fourteen reside in
Portland, with fifty-two outside the warehouse oity.
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LOCATION OF THE 136 MEMBERS OF THE
NORTHERN WHOLESALE HARDWARE COMPANY



There are sixty retail nwu‘: in wsiness in the.
c‘t_nto of Washington., Twelve of these live in the ity of
Seattle, leaving forty-eight scattered over the rest of .
the staté. Idaho contains ten stoeckholders iu the Northe
ern Wholesale Hardware Company, most of whom live c¢lose to
the western boundary of the state, These ten 'mbor- are
soattered ﬁoro than four huandred miles apart, extending
from Bonners Ferry hear the Canadian boundary to Oakley,
near the Nevada line, m'or these Idaho members, and
about as many in eastera Iuhlnsﬁon and a few in southern
Oregon, ere beyodd a three hundred mile radius of Portland,

While the drug and groeery trade, in which over aixty
percent of %ho members are located in the warehouse elty,
there are only twenty-six, or 19%, in the two warehouse
eities, '

With this data at hand, it is evident why the Company
d0es not have a delivery service., It 1s also plain that the
Company will not be able to offer members residing & long
distance from the warehouse the same advantages as those
that do business close to Pertland, A member living in
Idaho cr in eastern Washington will not recelive as quick
service as one nearer the warehouse eity., Also, this ape
plies to the advantage of contaet with personal salesmen,
Several of the menbers doing business some distance from
Portland are not in any sales territory and therefore are



not visited by a Company salesman, Unless there is a
rapid inercase in membership in these distant locations
80 a ¢loser urohm may be installed, these members will
not have the advantages of those nearer the warehouses,



CHAPTER VIX
BUYING AND ORDER FILLING

The following chapters will discuss the ﬁohulo
funotions performed by the cooperative retail buying ase
sociations, The five main wholssale funotions to be dis-
cussed are buying, selling, delivery, eredit and s torage.
The Northern Wholessle Hardware Company does not perform
all of these functions nor does it perform them to the
same degree as other retaile-owned cooperatives, A comparie-
son will be drawn between this Company and other coopera-
tives in the drug, grocery and hardware trades to better
1llustrate present policies of the Northern Wholesale Harde
ware Company, The chapter now deals with the function of
buying. '

It is through the function of buying that the retalle
er-owned eooperatives, by pooling the orders of retall
members, hope to obtain wholesale prices and dlscounts
given by manufacturers. The buying practices of eoopou-‘
tives are very similar to those of nrvioa wholesalers.,
Purchases are made for warehouse stocks, Some method of
control is generally used whereby the buyer is informed
when the quantity of some line of merchandise is low and



a certain additional quantity is needed, Managers end
buyers of both service and cooperative wholesalers must
also be alert to changes in prices,

Sources of Buying

The Northern Wholesale Hardware Company purchases
about eighty percent of its merchendise direet from the
manufacturers, This is by far the largest single source
of obtaining goods, slthough other channels are used to
some extent, OShould the Company need merchandise in a
hurry which it does not have in stoeck it sends to some
loeal Portland jobber for such "pick ups”, This is espe~
clally true of plumbing fixtures, Another source of buy-
ing is through importers, from whom the Company pu'chuu
about five perecent of its normnuu.

Qpposition of Manufaeturers
Because this Company buys eighty percent of its mere
chandise direet from manufacturers it is important that it
be recognized as a "legitimate” uholoﬁhr and be entitled
to regular wholesale disecunts, From the first there has
been much opposition to selling to these buying groups,
Four out of five hardware cooperatives stated that they
had difficulty when first organized in securing wholesale
diseounts from manufacturers and the same four indicated
that they still have trouble in this ruyut.l In the drug

@Eg‘!i” w ﬂ &dm Ghlig. Ps 28,
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and grocery fields it is stated that over seventy-five
percent of the manufacturers recognize established coopera-
tive wholesalers as "legltimate" whalanhu.l

At the present time some manufacturers still refuse
to sell to the Northern Wholesale Hardware Company or recoge
nize it as a wholesaler, The Company has found, as have
similay firms, that the most pressure is placed on them
during their time of organization, As they grew and became
welleostablished with an increased Nm power this pres-
sure was greatly reduced, The recognition of these coopera~
tives by menufacturers is illustrated by the following re-
marks of a manufacturer:

Retail grocers' associations and coopera~
Selleve 1% 18 Soeh VARneas N0 Ball 86 them
If we di1d not, somecne else would,

Another statess
We'll sell to practically all so-called
‘matuals’, They have developed such a large
volume of business that the independent manue

facturer must rugcnim them or suffer serious
loss of busimsss,

This shows why manufacturers desire to sell to buying asso-
elations after they have become golng conserns,

Refusal of manufacturers to sell to cooperatives ‘ is
based on the fasct that they show a preference toward serve
ice wholesalers, They feel that if they cannot sell te

I, W, L, White, Cooperstive Retail Buying Associa-
m.‘f. 66. ‘
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both they will sell to the service Jjobber because he ean
do most for them, The belief that the manufacturer cannot
sell to both service jobber and cooperative assoclations
is best explained in a letter from a sales manager of a
large company selling to hardware stores:

In the distribution of our goods we are
concerned in getting them into the hands of
as many dealers as possible, and we do not
care whether or not the American Purchasing
Company dlstributes the goodsj but of course,
we cannot afford to sell this concern direct
or to have any of the Jjobbers know that we
are aware of goods going to themj; and we there-
fore suggest that you get in touch with the
Hardware Company and see if you
cannot get them to have this car shipped to
Pensacola instead of Havannah, and let them
dispoce of 1t as they see fit from Pensacola,

Sooperatives
The bdbulk of the pressure has been brought by regu-

lar service wholesalers who have threatened the manufae-
turers that if they continued to sell to them they must
cease selling to cooperative buying associstions, The

manufacturers refrainsed from selling to cooperatives be-
cause of the possible illewlll from wholesalers and not
because of their own desires. This point may be brought
out more clearly by referring to a quotnfion from the
records of the lMennen case:

T, VEIts; «s De 75, Brief of counsel for re-

spondents, :5: er de Commission v, Southern Hardware
Jobbers Assoclation. : ‘



+ + + the resentment on the part of the
line wholesalers . .  is very considerable,
and concerns like the lennen any are put
in a most unfortunate position. . . The whole
issue in this case , ., + is goling to be as to
exactly what the lennen Company and all other
mamufacturers similarly situated are to do
« « « when they stand confronted by the old-
line wholesalers, on the one hand, and these
new companies coming in, on the other. Our
uhtion is that desire to be fitendly to
both, ,
3 e 8e :
 The Nerthern Wholesale Hardware Company carries
hardware and household merchandise, Although there was
no estimate given as to the number of items ecarried in
stock, the Company aims to carry all the iltems regularly
displayed by a moderate sized hardware store, Such stoek
- a8 heavy farm implements and heavy appliances are not

hamllod by the Company,

Discounts
The Company takes advantage of both cash and quantity

discounts, The cash discounts received by them are extended
to the members, and the terms are generally 2/10 N/30., Ia
order to obtain these dlscounts it is necessary that the
menmbers purchese uniform artiocles to enable the uoupmy to
order in suffiecient quantities to sscure the diseounts,

For this resson the Northern Wholesale Hardware Company
does not carry as complete a stoek as most reguler

1. Tederal Trade Commission v, Mennen Company,
transeribed reecord, p., 78,
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regular wholesalers, although their stocks are becoming
more complete as the eoncern grows., These discounts aid
materially in giving the members goods at lower prices,
One member listed the use of these discounte as one of
the main reasons responsible for the success of the ore

ganization,

Stock Control
In order to keep informed as to which lines are fast

moving and whieh lines are slow, which lines are coming in
and which ones are goingj end, probably more important, teo
determine when to order and how nﬁoh. it is well to have

a method of stoek control, The Northera Wholesale Hard-
ware Company has in the past used a system of stock con~
trol which affected only major items. At present the
Company is installing a new system of conmtrol, but wm
mation onthis new system was not available at the time
this thesis was written,

Stoek Turnover

Regular wholesalers operatins inthe hardware fleld
have on the average a stock turnover of sbout three and a
half times anaually., In contrast to this figure the Northe
ern Wholesale Hardware Compeny has a stock turnover of
nearly ten times a year, This number seems relatively high
when it 1s compared with the drug and grocery cooperatives,



In a survey made in 1926 by W. L. White, the average
stock turnover for drug cooperatives was found to be
7.4 times annually, while the groeery turnover average
was reported at 13,7 times, ‘

The reasons for this high -iook turnover of the
Northern Wholesale Hardware Company are twofold, First,
the linited amount of merchand ise kept on hand at the
warehousej and second, the pooling of orders whersby most
merchandise is shipped directly on to the retall member
without being taken in to the warehouse, This is a saving
over the method used by the service wholesaler who must
firet warehouse his order and then salesmen into the fleld
to sell it, |

Erice
This Company adheres to a one-price policy. Their

price is set at a figure to cover the cost of merchandise
and operating expenses, Of course the prices are modified
by competitive conditions and changes in the market price,
In addition, the prices of some articles are fixed by the
manufacturer, the company ablding by these prices,

It is not the aim of the Northern Wholesale Hardware
Company to disturb the market by cutting prices, It wants
to be able to furnish its dealers with goods at a figure
which will enable the dealers to sell at the present market
price and make the necessary profit to remain in bmimu.'



This Company is against the policy of cutting prices and
disturbing the market in order to obtaein & few more sales,

Management Problem in Buying

One problem which faces the management of the coopera-
tive retall hardware assoelation concerns the number and
variety of items carried by the Company. The members of the
largest hardware cooperative assoclations voted to simplify
stocks carried and develop quantity buying power by require
ing members through eontraet to carry all lines of eertain
brands of merchandise, This group fslt that this plan,

whioh is simllar to ehain store practices, was the only
way which would reflect the real strength of the Gompany,®
Only two of these organizations have made any attenmpt to
1imit the number and nrht\y of items ourrhd.g

The Northern Wholesale Hardware Company is faced
with the same problem, Although the Company does not ree
quire members to contract to carry certain linss, the mane
agement Iinds it neocessary to limit the number and variety
of artieles in order to take advantage of pooled buying.
This makes it necessary for the manager to find m wiich
particular varieties the members most desire, motzmly
every new line introduced is aeccompanied with ﬂ;h problem,




Summary

The prices pald by the Northern Wholessale Hardware
Company and other cooperatives cannot be saild eithér to
be higher or lower th@n those paid by regular wholesalers,
There is little reason to believe that this Company has a
greater buying power than service vhohnmri. or cheaper
Sranspertation vates) yot She assumpbies might juwst &b
reasonably be made that the Northern Wholesale Hardware
Company, being rocogaized by most manufacturers as a
"legitimate” wholesaler, buys on the same terms as other
wholesalers,

’l‘hi question which arises is~-does the company show
a saving by not carrying a line comparsble to service 'dho;h-
salers? If the Company is able to supply members with the
merchandise they request, then the reduction of ,lti stock
iz indeed a sawving., However, if the Company is unable to
supply 1ts members with merchandise, these meumbers must
look 8o other wholesalers, In this case, the Company has
shifted the burden of a large stock onto other wholesalers,
and has inconvemdenced its own members to the extent thut
they will have to look elsewhere for their ;op&c.

Eilling Orders

The Northern Wholesale Hardware Compasny has devised
a very unigue plan of filling orders, The plan has been
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developed from the experience and careful observation of
the management, When an drd-x is recelwd by the ‘mn
Wholesale Hardware Company, either by salesmen, telephone
or mail, it i1s given a number, This number is taken from
the register book ia which every order has been recorded.
This register book may be sald to be the heart of the ene
tire order system, It may be used as an index for all
orders received by the Company, through which one may, by
loocklng up the number of his order, go to the files and
produce the original eopy. ,
After the order has been given & number a copy is
made out in triplicate, The original copy is white, the
duplicate is yellow, and the third copy is pink, The
white or original copy is left ian the office to check
against, while the yellow and pink toj&u are sent to the
warehouse where they are used to fill the orders, After
the warehouse employee has filled the order and cheecked
over the number of itsms, he indicates on the pink inwoice
if the Compeny is out of some particular line of merchans -
dise, The pink eopy is sent baek to the office and the
yellow eopy 1s sent out with the order, :
Upon reaching the office the piak copy first goes
to the price elerk who puts down the prices; them it goes
to the biller who bills it and makes out the involce., If
it has been noted on the pink ecopy that certain items are



not in stock, a notation 1s placed on the imvolee telling
the customer that the particular goods are not in stoek
at the present, The note indicates when they were or will
be ordered, Also, the member is informed as to when this
merchandise is expected toc reach the warehouse, The ine
voice 1s then sent out the same evening.

This method of filling orders has proved to bde very
beneficial to the Northern Wholesale Hardware Company, and
though it is diffioult to point ot the merids of this syse
tem over those of other Jompanies, it might be sald that
the officers of this Company are very well satisfied with
this effective method of handling orders,



CHAPI™R VIIX
SLLLING

One of the greatest economies of cooperative buye
ing assoociations is the saving made by reducing whole-
sale selling expenses, Through taking advantage of a
reduced sales force and fewer retailers' services these
congerns have been able to‘ deorcase selling ijmu-.
In exanining the selling structure of the Northera Whole=
sale Hardware Company, the different methods used in selle
ing should be discussed in order to deteérmine whether or
not the Company actually does reduce selling expenses.

Salesmen

One of the Mgut selling expenses of regular serve
ice wholesalers is salosmen salaries and commissions. The
total sales force expense of the wholesale hardware busi-
ness in 1937 was 4,82% of net ulu.l In comparing this
figure with cooperative wholesale assoeiations there is
e marked ocontrast, Neny grocery and drug and hardware
cooperatives do not employ any salesmen while others will
use as many as five or six, However, the total sales forece
expense for cooperatives using e sales force is materially
smaller than that for similar service wholesalers, One

1, See Appendix.
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cooperative grocery assoclation, with net sales of over
$1,000,000, had a total sales force expenss of only .485
of net ulu.l The Northera Wholesale Hardware Company
employes four salesmen at an estimated expense of ,778%
of gross sales,” :
Retail cooperative buying groups show & large saving
by redueing the sales forece expenses, as is evideat by the
foregoing data, As ‘, generel rule the nunber of salesmen
employed by hardware cooperatives is less than the number
hired by service wholesalers, Four companiecs reported a
total of thirteeon salesmen who personally eall on retail
mnbers, while three reported a total of eleven telsphone
people to take orders. |
The Hall Hardware Company does not use uhmu; Most

of ite orders are sent in by mail, v, G, %, Hall, presi-
dent, fecls thet hie company not only receives a saving
by not employing salesmen but that manufaeturers selling
direct to his company obtain a savings because they do not
need to use as many salesmen, In the following quotation:
he points cut these facts: |

We have reduced by more than B@Etthe avere
-r eost of distributing herdware and we have
given our public the bLenefit of the saving.
We have reduced the cost of manufacturers

selling and brought our own selling down,*

ro 'E!“. s De B4,

2., GSee Appen »

3. Coop rug and Hardware Chains, p. 88,
4. GO, ' ' iag®,

| -.” dall, £}t plifying Hard BPe
Hations Business, Novem.er, 1029, p, 192,



The four salesmen employed by the Northern Wholesale
Bardware Company make personal calls ou members, These
salesnen are contact men, or educational salesmen, besides
performing thelr uaum duty of soliciting orders. It
is their duty to contaet the retall member once or twice
a month and check over the dealer's stock to see if he is
short on any partioculsr iine and to help him iatroduce
new merchandise, He also engourages members to fill out
promptly the orders to h nailed in, GSalesmen are pald
on a commission basis, They solieit 154 of the orders
received by the Company, The meubers are divided inte
four areas and each salesman 1s glven ons dietriet, One
territory includes rortland and sn ares surrounding 1%
within & radius of sixty miles, Southwestern Oregon
comprises another territory. The third area runs from
Seattle to Yakima, taking in the surrounding territory,
and the fourth area comprises northern Idaho and easte

ern Washington,

Bulleting
Although ecooperative retall buylng assoclations, by
redueing the number of their sslesmwen, bave decreased the
selling expenses, the laock of personal seliing may be a
handliecap as well us an advantage. The Horthern ¥holesale
Hardwere Company has realized this fact and %o keep ite
members better posted as to merchandise on sale 1t has turned
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to issuing bulletins, These bulletins give a list of
meychandise whieh the members have an opportunity to
purchase at a favorable price, Bulletins are issued
irregularly throughout the year, some coming out as ofe-
ten as two or three times a week and sgain others two
or three weeks apart, Some issues mmy contain only the
line of merehandise, while others may list several lines.
lr. Ts L, Willis, president of the company, estimates
that through issuing dDulletins, members have an oppore
tunity to purchase between 485 $0 525 different lines
& year, In commenting upon the effectiveness of the
bulletins, G, E, Hall, manager of the Hall Hardware
Company of Minneapolis, says:

Our catalogue is a duplicate of the one

other hardware wholesalers give thelr sales-

Sty Syt it

selves,

It has bdeen pointed out by erities that reliance on
bulletins may be detrimental to cooperative buying asso-
elations, The reason given for this was that the success
of the members rests mpon the ability of the mamger and
buyers. If the retell member depends om the merchandise
1isted in the bulletin, unless it is a quality line at a
reasonable price, he will not have an opportunity to ree
ceive better merchandise at better prices since he is de-
pending upon the bulletin for his information, The

I, Wilte, op, eit., p. 45,
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independent desler who is not connected with a coopera=
tive buying group receives information from manufacturers'
salesmen es well as from those of different service wholee
salers, On the other hand, a msmber of a cooperative, if
he ie loyal, mey have a limited source of information.
These oritics conclude that the members of cooperative
retail buylag associations have very limited sources of
information and thet the responsibility for keeping members
informed of attractive offers and current market prices
rests solely with the manager and buyers of the association,

However, it does not seem that this charge applies to
the retail herdware buying associstions, With the exgep-
tion of ome group these establishments are not opposed to
manufacturers’' salesmen calling on them, One of these
stated that for certain speciality lines menufacturers’
salesmen "are the best kind of sales help that we hmn"_.x

It may be further pointed out that none of the retail
hardware organjzations require their members to purchase
any specifie amount of mrohandln from their concerns,
although twé companise rioommd that their members
purchage certain lines or mmu.l

The Northern Wholesale Hardware Company has no obe
Jection to manufacturers' salésmen visiting its members.
Heither does it recuire members to purchase aany speeific
emounk of goods from it, It might be sald that this




Company is in competitién with other ennuxu in deals~
ing with ite own members, Therefore the respons ibility
placed on the management of this Company to supply members
with mramuan is comparable to that placed on Lanagers
of service wholesals firms, Ia other words, the retail
members are free to buy from other sources if they are
able to obtain more desirable prices.

Inssmuch as some types of cooperatives do require
the purchase of minimum amounts of merchandise from the
assoglation, it 1s a strong point in favor of the North-
ern Wholesale Hardware Company that it does not require
its members fo purchase goods on this basis,

Sources of Orders
Although the Company uses salesmen, orders come
largely through other sources., The greatest number of
ora&- come by mail, it being estimated that 85% of the
total are received through this chamnel, 6, E. Hall
states that 95% of all orders received by his firm are
by mail.) This is due mainly to the poliey of not using
personal salesmen,
About 20% of the orders received by the Northern
Wholesale Hardware Compeny come by telephone, This method
is used more advantageously in the drug field where few or

no salesmen are employed, This system of order taking can-
Il 50 k’ n‘ll' w"' Pe 182,
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not be utilized extersively by the Uompany because so
many memwbers are located quite a distance from the ware-
house cities, |

& final source of orders for this Company is by per-
sonal calls of membere at the warehouse, About five per-
cent of the orders teken come from this souree, the local
members oalling at the werehouse, usually with a delivery

tmok." Following is a table of sources of orders:

Percentage of

—total
Mail 58
Telephone 20
Salesmen 15
Pereonal calls , s

Although the Compeny hes been able to show savings
due to redqutions in selling expenses, what hes 1t been doing
for its members in the way of increasing their selea? A

list of services supplied by many regular hardware whole-
salers includes the following:

1, Advise to retailers through the salesmen
as to the bemt methods of displaying mer-
chandise.

2, Coaching retailers and clerks as to the
quality of merchandise and most effective
8elling methods,

1. These figures are merely estimates made by Mr,
Willis, president. This aceountes for the faet that the
total does not equal 100%,
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8. Assisting retallers By furnishing them
with plans of stoeck control and accounte

ing.

These are a few of the many services extended by regular
‘wholesalers., Retall buying assoclations are in a better
position, however, to give additional services, such as
advertising, uniform store layout, and weekly specials.

Dealer services have been offered mostly by coopera=
tive chains in the groecery fleld, They generally offer
weekly specials, local newspaper advertising, rearrange-
ment of store interior, and uniform store front, Also,
missionary men are sent out to give personal advice to
retail members as a feature of dealer services, However,
in the hardware field retaller cooperatives are not serve
fice agencies, Four of them recommend uniform store lay-
out for members, and between twamty-five and elghty pere
cent complied with the request., Three companies recommend
uniform counters, sand one requires uniform store fronts,
The Hall Hardware Company of Minneapolis urges members to
paint thelr stores uniform orange and blue to display
across the front of the store the ¢ompany's large sign
featuring "Our Own" trade-mark., The company reports that
an effort is made to have the inside of the stores as
elean and attractive as possible, but it does not work

for a uniform interior arrangement of variations in size,
shape and location of store buildings. The company states
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further that "the importance of uniform store appear-
ance can not be oversstimated, It trade-marks the store
to the public end has a direct advertising value to every
store, Chain stores long have recognized the importance
of unified store appearance." Golng farther into the
services offered by retaller cooperatives, the hardware
groups 4o little advertising in comparison with those in
the grocery trade, Only one group reported regular newse
paper advertising, while three others did irregular advere
tising through this medium, Two companies used handbills
or direct uil.x

The Northern Wholesale Hardware Company does not of-
fer its members many dealers' services. This partiocular
phase of wholesaling hes been given serious thought by
the officers and they plan to increase thelr services to
dealers ia the future., At the present they furnish the
retail member with a eirculer, store baanners, and window
trimming. These circulars are about newspaper size, con-
taining several pages of items and prices, including spee
¢lals, The Company organizes and publishes them and sends
them to the retall members at cost of printing. The members
then mail them to their customers, Among the other services
offered by the Company is the personal adviece given by

salesmen,
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There is a wide field of services which the Northe
ern Hardware Company might offer to its retall dealers.
There is the possibility of uniform store fronts and unie
form store layouts, which was stressed so much by the
Hall Herdware Company, Along with this, uniform acecunt-
ing systems and stoeck control methods could be established.
Coaching dealers and their employees regarding more effec~
tive selling methods and better ways of displaylag merchan=-
dise would also aid in more rapid stoek turnover, Other
chain store methods eas shifting unsaleable merchandise
piling up in one store to stores in which they will sell
better might also be employed, Some of these changes
might involve certain problems which may not prove to
be praetical, It would probably require the employing
of a full-time supervisor who is an expert service man
to continually contact the members. Should the member~
ship prove to be too large, two such supervisors might
be nedessary. Only one cooperative hardware chaln em=
ploys such supervisors who visit the members twice a year.
Another reason why the Company should not offer some of
these services is that small businesses might be unable
to stand the expense of remodeling store interiors and
of constructing uniform store fronts, In order to meet
competition from other firms the Northern Whodesale Hard-
ware Company may have to develop a service department as
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was the ecase of the Hall Hardware Company, the largest
ecooperative in the field, ,

The Northern Wholesale Hardware Company ssells to
both members and non-members. The non-members are sold
to as prospective members and are given a ocompany price
book and allowed to purchase goods from the company.
After a period of probation s non-member is accepted as
a mmber if the set-up is suitable to both the prospect
end the company. About ten percent of net sales are to
non-members, They receive no patronage dividends but
what profit the company makes on them is divided among
the regular members., Any specials given to the company
by the manufacturer are extended to mambers,

The sompany does not feature regular weekly or
monthly speeial sales,



CHAPTER IX
DELIVERY

Regular wholesalers generally make deliveries to
retail stores, This function, however, is not performed
as extensively by cooperative retail mylng groups. The
drug and groecery cooperatives usually delivery to retail
members in and around the warehouse ¢ity and even to
members doing business in distant ecities, for a certain
charge, Deliveries to most of these more distant members
are made to the loeal freight de-ots rather than directly
to the dealers., The hardware cooperatives differ in this
respect, as none of them have delivery systems of any
kind, either free or with a oharsc.]'

The difference between these groups lies in the loca-
tion of members, The grocery and drug cooperatives aver-
age 65% to 66% of their members in the warehouse eity and
the 34% or 35% outside the oity are usually located in the
near vieinity. Some reported delivering within a radius
of thirty-five miles of the warchouse eity.”

Cooperative hardware groups do not have the bulk of
their members in the central dty. For example, the Northe

ern Wholesale Hardware Company has about 10% or 11% of

W-
Ze @, sy Do o
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its members in Portland and nearly 9% in Seattle, This
leaves about 80% of the members outside the wareshouse

eity., These members are scattered over an area compris-
ing the states of Oregon, Washington, and westerh Idaho.

This company, like the others, does not offer any
delivery service, It owns no trucks itself and when it
is necessary to purchase mernhamdise from loecal jobbers
to replenish an inventory, a local transfer company is
engaged to deliver the goods to the Company's warehouse.
All shipments to members are sent out on railroad or truck
lire s, Llocal merchants in end around the warehouse cities
often send their own delivery trucks to the warehouse to
do their own delivering.

The fact that the Northern Wholesale Hardware Company
does not make deliveries to members does not mean that the
cost of delivery is actually reduced or entirely eliminated,
but merely that it is shifted to the retailer, If the
Company does not extend this service the members must use
their own trucks or use the common carriers, It is diffi-
cult to determine whether the cost of performance is great-
er or less in the case where the retall member assumes the
function of delivery. None of the eooperative associations
have introduced this service, and comsidering the large
area over which the membership is distribtuted 1t would ap-
pear to be more economical to let the retail member assume
this function, |
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It is possible that those retailers doing business
elose to the warehouse eitiss ean perform the delivery
function at a saving., If they do not keep thelr delive
ery equipment busy in their regular retail business they
can utilize it more effieclently by hauling merchandise
from the warehouse than by allowing it to stand ldle,



CHAPTER X
CREDIT

Another function of wholesaling is the extension
of eredit. The retall-owned cooperatives perform this
function at a saving over the method used by regular
service wholesalers in extending eredit. Regular whole-
salers in the hardware trade generally give thirty to
sixty days ecredit, whereas retail buying assoclations
generally extend credit for a week only, with some grante
ing a two-week period, In the grocery trade a large ma-
jority of these organizations gilve credit for ten days
or less, Some, however, extend it to thirty days. The
tendeney of these grocery firms in the last .ﬁn years
is toward the eash~and-carry poliey, eliminating credit
entirely. The retail-owned drugglist assocliations avere
age from seven to ten days in the extension of eredit
although some require ocash on delivery,

The Northern Wholesale Hardware Company is more 1libe
eral in this respect than are the moperative drug and
grocery chains, It extends eredit for a two-weeks' P re
o4, All bille fall due on the first and fifteenth of
each month, In order to encourage prompt payment all
bills become delinquent filve days after they come due,
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As & penalty to members who allow their bills to become
delinquent an interest charge is levied., Any members who
have continually failed to meet financial obligations with-
in five days after they fall due may be dropped from the
membership of the Company if the board of directors deem
such setion advisable.

There are a few items, however, such as paint, on
which the menufacturers exteand credit to the Northern
Wholesale Hardware Compeany for a period up to three or
four months, The Compeny in turn passes this same oredit
period on to its members, not requiring payment from them
until it has to pay the manufaoturer. This system has proved
to be very satisfactory and has given the Company ample
funds with which to take advantage of cash discounts.

Due to the strict eredit poliey of the Northern Wholee
sale Herdware Company, its losses from wbud debts have been
very small, The members have adhered to the poliey of prompt
peyment of bille so that the oredit risk is almost negligidle. -
As a specific example of this the loss due to bad aceounts
for the yesr 1937 was less than two dollars, This shows
that the Company is selecting members with good eoredit
standings, It also points to the fact that the members
have been interested in the good standing of the Company

as shown by their willingness to keep their accounts paid

WP
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Reasons for Dropping Members

Although no exact data were given on the number of
members that have been dropped from membership, it was
stated that only now and then has such an oc¢currence
taken place, The only reason given for members discontin-
uing relationships with the Company was the fallure of
the member to pay his bills to the Company within the
designated period, This 1s evidence that the Company
is very striet in the application of its credit poliey.

Even though the Company does not extend credit for
as long a time as regular service wholesalers, it may be
considered as an advantage to this type of organization,
It is essential for this Company to take full advantage
of its buying power as purchasing at a lower price is
the cardinal reason for its existenee. One method of
buying at lower prices is taking advantage of the ecash
discounts offered by manufacturers, With credit extended
for only two weeks it gives the Company a better oppor-
tunity to obtain cash dlscounts because there is uniformly
more eash in the business,

As compared with independent wholesalers, curtailed
credit extension 18 & saving to the Northern Wholesale
Hardware Company. This saving comes from paying less
interest on capital owned or borrowed than the service
wholesalers who must use large amounts in carrying accounts,



Because service wholesalers extend oredit for a mmeh
longer period their interest charges are a muech higher
peroentage of net sales, The average vhohulo_ hardwars
firm has interest costs about six times those of the
Northern Wholssals Hardware Company.

Through the ourtailing of ecredit end by reducing
risk through their striet credit poliey, the Company has
been able to reduce the cost of extending oredit. A ques~
tlon, however, arisecs as to the effeet of this poliey on
retall members and other wholesalers, If it ls necessary
for the retall member to borrow in order o pay cash twice
a month, some of the expense has been shifted from the ase
soelation to the retall member, The independent wholesaler
will essume a greater risk if he has to extend credit to
those not able to pay cash every tw weeks and consequent-
1y not able to belong to a ecooperative assoclation., He
also assumes a heavy risk if members of such associations
who have used all their funds in purchasing from the as«
soclation are still in need of merchandise end consequent-
1y buy it from the service wholesaler and t ake adventage
of his liveral credit terms, This is another reason why
the servioce wholesaler must charge higher prices then the
eooperatives,



CHAFTER XI
STORAGE

A final wholesale funotion carried on by coopera-
tive retail buying associations is carrying a stock of
merchandise for delivery,

This funetion is carried on by the Northern Whole-
sale Hardware Company although not as extensively as by
the nsﬁhr service wholesalers, The Company rents a
warehouse in which it carries a small stoock. The aims
of the Company are to have enough merchandise in the ware~
house to fill the small orders of members., It is not
deemed necessary to ecarry large stocks as the larger orders
are pooled and sent directly on to the mnraetmr. When
the goods arrive at the warehouse each member's portion of
the order is ﬁnt directly to him, This does not require

storage space in the warehouse,

~ The policy of carrying a smaller stock may be con-
sidered an advantage for the Company, as it requires less
money to be tied up in inventories leaving the Company free
to use it in other ways., It may be considered a disadvant-
age from the viewpoint of the member who is ineconvenienced
by not being able to have his orders filled promptly.



In certain lines .thc Company has an agreement with
the Portland distributors whereby they carry the stook,
and the Northern Wholesale Hardware Company may draw from
it when a sale arises,

It is seldom necessary for the Ooipnny to take a
markdown oun ite goods, Because ofthe high stock turn~
over and small inveantory kept in the warehouse only a sud-
den lowering of prices would csuse the Company to markdown

ite merchandise.
According to W, L, White, retailer-owned ecooperatives

apparently perform the function of storage at the same
cost as the service whohuhr.l One might conclude then
that the Northern Wholesale Hardware Company does perform
the storage function at a saving, This saving, however,
is mainly due to carrying & smaller inventory rather than
through a more economic method of handling goods,

b 'SI“. wag p. 85,



CHAPTER XII
CONCLUSION
The foregoing chapters have discussed factors which
have contriduted to the success of cooperative retail
buying associations, and particularly those factors which
apply to the success of the Northern Wholesale Hardware
Coopany, In the past social conditions were revolutione
ized by the industrial revolution, This brought about en
economie change in our productive system which gave rise
to the method of mass production, Mass distribution fol-
lowgd, and this change foreced the independent business
man either to change his method and teechniques or to face

business failure.
Many independent merchants who saw into the future

turned to cooperative methods for the solution of their
problems, The cooperative retail buying assoclation plays
a large part in the distribution of goods in the United
States, ntho\igh it is one of the newest forms of business
enterprise.

The fundamental reasons for forming retaller-owned
cooperatives were to re-establish competitive equality and

to make it possible for the retall members to meet the
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competition of modern-day organized mass distribution.
Cooperative buying asscciations are not primarily a move-
ment to bring about lower market prices through more effie
eclent distribution, They are purely a defensive movement
brought on mostly for self-preservation., It was the ochain
store, the mall order house, and the department store that
effected the lowering of market prices, and it was the ine
_dnpondtnt merchant trying to remain in business that was
responsible for the nkihraoma cooperative movement,
Much has been sald ebout the competition of the chain
stores to cooperative drug and hardware chains, At present
the independent druggists still do seventy percent of the
retail drug business, while in the hardwere field over
ninety percent of the retail business is done by indepen~
dent mrchtnta.l The competition in the hardware field
is not from true hardware ehains but from other types of
c¢hains that skim the e¢ream by handling the fast moving

hardware merchandise,

Have these organizations obtained their objective of
competing successfully with other business groups on @&
basis of price, quality, style and service? On the basis
of 1930 figures, Beckmen and Engle e¢oncluded that chrporate

1. Hector lazo, Retail Cooperatives: How to Run
Them, p. 16,



chains are able to sell a little more cheaply than the

1 These cooperatives have been

cooperative associations.
able to stem the tide of chain stores to a considerable
degree and to keep large numbers of independent merchants
in business, Through large-scale buying and efficient
selling the retail members have made a saving. The aver-
age saving wes estimated Bo be 2.5% in the grocery trade
and slightly over 4% in the drug mdo.a Howewer, the
real test for cooperative buying associations is whether
or not they serve soeclety. Unless they are benefiecial to
the ultimate consumer, they are of no economic value, Co-
operative chaine are able to sell merchandise o consumers
at lower prices than ean the unaffiliated independent
mru.' This indicates that they are economically
sound and soeially desirable.

Having econcluded that these cooperative organiza~
tions are economically sound, it seems loglocal to assume
that the Northera Wholesale Hardwere Compeny, inasmuch as
it typifies this type of distridbutive essoclation, is also
of sound e¢harecter, The founders of this institution
started it along the right lines., However, this Company's
sugcess is not due entirely to the faet that it is a co-
operative retall buying assoclation, Good management has

!o T '0 Beokman and N, H !m&m p. 570,
2. ': L. “i“|&ﬁiup.,o ‘: ;
3. Beeckman and s Op. eit., p. 572,



also been a significant factor in the success of this
Compeny; and like any other business it must be eapable
of solving its own problems,

In discussing this Company it was pointed out that
it performs four of the five wholesale functions to some
degree, Contrary to the statements sometimes made of
these groups, however, it dces not eliminate the neeces-
sity and cost of performing a single funetion.

The wholesale funetion of selling is performed by
the Company mainly through dbulletins and salesmen, It
also sends out elrculars three or four times a year to
ald retail members, Outside of the aid given by salese~
men, it renders practically no services to its dealers,

The savings which the Company obtains through selling are
mainly by using the bulletin instead of salesmen.

The Company does its buying in large quantities, tak-
ing advantage of both c¢ash and quantity discounts, Through
the pooling of orders of nearly a hundred and fifty retailers
it is able to purchase goods at wholesale prices, It ex~
tends all cash discounts to the retail members. Zven though
the Company has been faced with the opposition of some manue
facturers who refuse to sell them goods at the present the
pressure has been lightened mainly due to larger buying

power,
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Tne funetion of eredit is extended by the Company
for two weeks, Although this is e longer oredit period
than customarily extended by most cooperative chains,
it is considerably shorter than the ecredit period of the
regular service wholesaler,

By keeping a light stoeck on hand at the warehouse,
the Company is able to perform the storage funetion at
a small figure, Also because of the small s tock of mer-
chandise kept in the warehouse the Company need not rent
as large a building as a regular service wholesaler doing
@ sinilar volume of business,

The funetion of delivery is not performed by the
Horthern Wholesale Hardware Company., Although this is
considered a saving to the Company, the retail member
mist meet this expense of delivery so the Company merely
shifts this function to its members,

Advantages
The most importent advantage from the members' stand-

point is the seving which acerues through dealing with

this Company., There is no true eriterion to use as a

basis for estimating the percent of saving through deal-

ing with the Company, as such savings depend on the meme

bers' other buying connections, One retail dealer doing

busim ss with the Northernm Wholssale Hardware Company esti-

mated his savings from five to ten percent, or an average




of sbout eight pereent. Anothar member was unable to
estimate his possible saving because of ecertain dbuying
conneotions in the east. It is logiecal to assume that
unless a member can buy at a saviag from this Company,
he will pur&ah his goods elsewhere, :

A second umtagc‘u the ability to operate at suech
an extremely low overhead. Although the Company has been
able to operate at a figure 1ess than half of that of the
regular wholesaler, it must be pointed out that the Compeny
does not perform all the wholesale functions, nor each one
to the same degree as the regular wholesaler, For this
reason, the Company has shifted some of its overhead
burden either to retail members, to manufaocturers, or to
other wholesalers, The efficient management and the co=
operation of the members are responsible for a large share
of the Company's reduotion in overhead,

A third advantage 1s the opportunity offered the smaller
members to obtain favorable prides., The small retailer
seldom has an equal opportunity to plrchase merchandise
a8 cheaply as a large city retaller who isable to buy in

~large quantities, Every member of the Northern Wholesale
Hardware Company receives the same goods at the same price
regardless of the size of his business, This is definitely

an advantage to the retall member who has a smaller clientel,




A fourth advantage which typifies this Company may
also be considered a problem of the Company. Competi-
tive jobbers have quoted exceptionally low prices to meme
bers of this organization, even naming lower prices than
to their regulsr trade. This is an advantege in that it
forces the Jobber to take less profit in order to mateh
mwices with the Northern Wholesale Hardware Coupany, and
it is a problem in that 1t tends to encourage members to
buy from other sources, This problem has been common
among other cooperative hardware buying guoehtiana.

Dlsadvantages

There are certain disadvantages as well as advantages
whioh the Company has to face. It is evident that members
located four hundred miles or more from Fortland find
service rather slow., Some of these members do not receive
the personal ¢alls of the Company salesmen, Further, it
was shown that the Company has not offered mmny dealers’
aids to its members, Other than oirmlmi. it does no
advertising. There are no special sales given regulerly
by members which are promoted by the Company, If a member
opens a new store or remodels an old one, there is no
Company man present to aid with an opening sale., Little
personal advice is given to dealers and no schooling is
given to members on displaying or selling merchandise,

The Company has not developed a uniform system of interior
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layout, store front, or acecounting system. This is a
large undeveloped fleld which other cooperative hardware
companies have found necessary to enter,

Mr, T L, Willls feels that the success of his or-
ganization is due in a large part to the faet that each
member feels that this organization is his own, Zaeh
wants it to be successful because it will be to his bens-
fit.Nembers have attended s tockholders' meeting regularly
and have been willing to serve as directors. The interest
of the directors 1s shown by their perfect attendance at
meetings, Directors have been close to the business and
are vitally interested in its success, These men have
been applying Marshall's theory of substitution to the
managenment of this veon-um.l They have substituted their
own management in which self-interest leads them to be in-
dustrious for the absentee managership of a large corpora=-
tion ;rhich gains its advantage from large-scale operations,

Mr, A, R. Juackenbush of Eugene, & former direector of
the Company, attribubes a large degree of the Northern
Wholesale Hardware Compeany's success to a striet poliey
of requiring bills to be paid on time,

These are only & few of the many reasons for this

Company's success, Were it not for the cooperation of

I, Alfred Marshall, Prineiples of Economies, Vel, 1,
Chapter IX.
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the members and the ability of the 4 irectors and manager
to meet the Company's problems, it would not enjoy the
business standing it has today,

A prosperous future for the Northern Wholesale Harde
ware Company seems assured when all of these ¢onclusions
are taken into account, The limitations of this concern,
however, must not be overlooked., The Corpany has & nae
tural geographical limitation. It will be diffieult to
expand its membership further to the east because of the
distance. It also has limited its membership to eme in
each town, There is no reason to assume then that this
Company will be subjeet to a rapid growth in membership.
Also, the Company 1s not adapted to handling heavy steel
items or many large electrie household appliances.

There are several factors, though, that point to its
future success, The campnhy has met with less resistance
from manufacturers as its buying power has increased.
This will tend to gilve n more equal buying mivileges
with competing firms,

There is little reason to delieve that ehain store
competition will interfere with the Northern Wholesale
Hardware Company's progress. The chain store has made
only small inroads in the hardware business, They ecan
handly only articles which are adapted to mass distribu-

tion. In pointing out the faet that this type of competition
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need not be & future problem to hardware dealers, My,
G, E, Hall, president of the Hall Hardware Company of
Minneapolis, says:
Many articles can be distributed by
chains and mail order houses better than
' tno independent dealer can distribute them,
; m{ more items, those that require tle
pcruaaa service of the dealer, and in this
fleld if the independent retaller is a real

merchant, he need not_ fear the competition
of mass &uwzm«w«)

Broadly speaking, the Northeda Wholesale Hardware
Company has been a great buying aid to its 136 retail
members, It has given them an opportunity to combine
their mnng power and face the present competitive condi-

‘193‘ .

1. U, 8, Hall, "Simplifying Hardware Selling",
,ion's Business, November, 1920, p. 192,







OPERATING EXPENSES OF THE WHOLESALE HARDWARE
WHOLESALR

o et ! g —

rating ihohu dnr Difference,
pense Hardware, Business, Greater or
1938, # 1937, & Less®
Gross Sale HNet Sales
Total Sales Force . 773 4.82 4.047
Advertising +740 o406 .28%
Wages of Receiving 2,591 2,30 .291*
& Shipping Foroce i
Executive & Office 2,465 4.48 2,015
Salaries ; x
Office Supplies, 582 82 .238
Telephone, Wires ; :
Rent & Real Lstate i 9“0 1,08 « 562
Heat, Light, Power, 143 .19 047
and Water
Insurance, Taxes .629 1.68 1.031
Repairs, Depreciation .104 .38 276
Loss from Bad Debts wee «59 «59
Interest Expense 579 42 i ¢ 159%
Traveling <173 e : 175*
. Warehouse 092 o .092*
Miscellaneous 4080 —8 Y -y -
9.389 17.56 8.171

e e e e S P S NS ROy

* Source: "Overhead Expense in Wholesale Hardware Dis-
: tridbution”, The National Wholesale Hardware
Association of the United States, 1937.
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