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ABSTRACT

This study analyses the impact of scale, establishment mobility and
policy substitution in the corporation's geographical behaviour. To
maximise opportunities for observing change, the effects of recession
on firms using a particular marketing system -- product franchising --
are examined. It is argued that competitive powers, represented by
company structural attributes and expressed through relative network
control capacities, should assist larger organisations to undertake
spatial tactics which maintain their market and economic standing.
Nineteen agricultural machinery franchisors are classified on a number
of key variables into large and small groups. Their manufacturing,
wholesaling and retailing activity between 1967 and 1972 is compared on
criteria relating to the entry and exit of outlets. Certain locational
strategies adopted by major competitors are seen to stabilise or improve
distribution control, thus demonstrating a relationship of structural
factors, channel management and representation courses. However, a
broader association of these measures and market and general financial
performance cannot be shown because of data limitations. Subsidiary
findings point out the greater stability of large corporations in a
setback, the lower probability of continuation suffered by small
franchisors' dealers and the attack on small towns enforced by the
economic contraction. Through the use of an operational model within
an intensive, longitudinal analysis, the enquiry concludes that scale
effects pervade locational decision-making, not only among enterprises
but across the whole business sector. For the largest firms, spatial
policy is clearly an interchangeable means to goals and, thus,
establishment mobility can be pronounced. The divergence of such findings
from previous work contributes to the ongoing review of traditional
thinking in industrial geography and economics and prompts further

research into the interface of the corporation and the entrepreneur.
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PREFACE

The corporation has become a major business force in advanced
countries since the Second World War, having expanded its activities
both internationally and across a wide range of goods and services.
Despite the growing importance of large concerns, geographical work
attempting to analyse the distribution of industries or individual
manufacturing facilities has been generally pitched at the level of
the entrepreneur. After a spirited call for research into the firm
in 1958, interest waned until the late 1960s. Today in Australia,
public attention is increasingly directed towards the role of
enterprises; their broad impact on host nations' economies and
environments adds new urgency into investigations of their spatial
behaviour.

A serious difficulty in this respect is the limited assistance
which classical location theory can provide. Not only have its
assumptions of economic rationality and certainty been criticised, but
a more significant weakness from the present viewpoint is that its
focus -- the single-plant undertaking -- is a vastly different
proposition to the multi-nodal conglomerate. To improve the
applicability of existing formulations, the immediate need is for
empirical studies of processes and interrelationships within corporate
decision-making. Areas of special concern, distinguished because of
their apparént divergence from the situation of the small businessman,
are scale effects, outlet mobility, and the substitutability of
locational with other operating strategies. To observe these
contingencies, a topic offering extensive geographical change is
required. The study therefore centres on marketing, the raison d' etre
of the majority of a sizeable merchant's establishments. Possibilities

of movement are enhanced by concentrating on recession, whose negative,
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contractive and expulsive forces accentuate the need for adjustment.
This fresh outlook proposes results which, apart from their practical
bearing, could be used later to highlight regularities in large

producers' conduct under more favourable conditions.

Problem and objective

Like the major company, vertical marketing has enjoyed
unprecedented progress since the Second World War. A contributing
factor has been the spectacular growth of franchising. Through its
success, this particular technique has attracted an ebullient
literature but prospects for user firms during a setback have been
almost wholly neglected. The issue raises an important applied
problem with direct relevance to the questions above. Thus, the
objective of the thesis is to determine the economic and spatial
response to depressed demand of corporations engaging this mode of

distribution.

Hypothesis and methodology

Given current constraints, the enquiry must be narrowed to a single
alternative within the franchise system -- product franchising --
a method providing producers with outstanding advantages of centralised
marketing administration without undertaking costly forward integration.
In a business downswing, when competitive pressures in the channel and
market threaten survival, a network's fortunes relate strongly to the
control applied by the franchisor through managerial and financial
means. Since capacities for authority are derived from structural
attributes signifying economic and positional power, the larger supplier
could be expected to enjoy more embracing channel leadership than his
small opposition in both distribution policy and practice. Two

applications ensue from this 'structural' hypothesis. First, a spatial
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postulate advances that principal producers should exhibit locational
representation in the productive, administrative, wholesale and

retail sectors which is intended to maintain or augment their existing
distribution management. However, such courses may not be always open
to minor competitors. Second, in a financial framework, it is
anticipated that these geographical tactics, together with a
purposeful marketing code, should assist bigger undertakings to better
overall market and economic performance. In sum, structural features,
proxied in relative franchise strength, should emerge as decisive
influences on corporate strategy-formation during a commercial
contraction.

These contentions are tested with evidence from the Australian
agricultural machinery industry during the rural crisis of 1967-72.
Nineteen leading undertakings are grouped into 'large' and 'small'
divisions on the basis of structural attributes. Relative authority
is then distilled from their dealer contracts, distrxibutien, and
accounting results, thus affording an evaluation of the economic
postulate. Similarly, detailed analyses of subject firms' locational
adjustments allow assessment of the spatial argument and conclusions

to the specific problems about corporate policy-formation.

Overview

Part One covers the rise of the enterprise, outlines its
divergence from the entrepreneur and considers the shortcomings of
formal location theory. Attention is focussed initially on the
marketing function in recession (Chapter One). Chapter Two is devoted
to franchising, the derivation of the applied problem and the
formulation of hypotheses.

Part Two reviews the extraordinary malaise which recently beset

product franchising organisations in the farm equipment industry
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(Chapter Three). Leading sellers are identified and then classified
with a computer-based technique into structural divisions for the
subsequent analysis (Chapter Four).

Part Three incorporates the empirical enquiry into the distribution
policy and practices of sampled companies (Chapters Five to Eight).
Relative levels of network control are examined within the terms of the
main argument (Chapters Six and Seven). The discussion encompasses
both spatial and economic performance and proposes a solution to the
applied problem (Chapter Eight).

Part Four uses these results to develop conclusions about
specific processes and relationships of corporate decision-making
queried at the outset of the thesis (Chapter Nine). The overall

design is shown in Figure P.1l.
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PART ONE

PROBLEM SETTING AND STATEMENT




Until the late 1960s, the rise of the corporation received little
attention in geography because of researchers' preoccupation with the
small firm of classical location theory. Present evidence, however,
suggests that the enterprise's locational dynamics vary greatly from
those of the entrepreneur, thus questioning the applicability of many
previous findings to new problems. The disparity can be evaluated
through study of scale effects, establishment turnover and
substitutability of spatial policy. To maximise opportunities for
observation of facility movement, a focus is proposed on marketing in
recession. More specifically, as outlined in Chapter Two, distribution
under product franchising offers a suitable applied issue through which
certain processes and relationships of the large company's strategy

selection may be assessed.



CHAPTER ONE

THE CORPORATION: A NEW FORCE IN BUSINESS
SPATIAL DECISION-MAKING

Researchers became acutely conscious in the late 1960s that commercial
trends warranted a reappraisal of traditional perspectives in
industrial geography and economics. Their uneasiness crystallised into
a concern with the rise of the modern corporation, in which a number of
subsidiary firms assume a parent/holding company structure to achieve
certain group objectives (cf. Parsons, 1972: 99). Throughout the
advanced countries, the post-1945 era has seen an increase in the size
of both individual manufacturing establishments and legal business
enterprises. Large undertakings now dominate the most important
sectorsl and, by the year 2000, could easily account for more than half
the world's gross product (Bergman, 1973: 255). They have played a
pre-eminent role in the development and exploitation of Australian
resources and now exercise a prominent influence on the total economy
(Logan, 1965: 12; Mason, 1974: 1).

Though these giant operations are associated principally with
fields of mass output -- automobiles, iron and steel, chemicals,
petroleum and aluminium -- they are also well-represented in such
activities as the production of foodstuffs, trucks and agricultural
machinery. They can be observed in various stages of maturity (Steed,
1971c: 55). 1Initially, they accumulate capital and rationalise its use.
Next, they integrate horizontally and vertically to allow the continuing
absorption of overheads and attainment of scale economies. Finally, new
frameworks are constructed within which assets can be mobilised rapidly
to meet short and long-term market movements. Many corporations are,
therefore, adopting a conglomerate, multi-plant disposition through

merger and acquisition or by diversification into unrelated forms of



endeavour (Mautz, 1968: 10). Meanwhile, others are winning
multi-national status through direct foreign investment2 —-- a phenomenon
of interest to geographers because of its implications for host nations
in both the developed and third worlds (see Blackborn, 1972; Venu,
1974) . Recently, the interregional ramifications of expansion have
occupied Krumme (1970) and Parsons (1972), while the aggregate effects
of corporate growth have been reviewed by Browaeys (1974) and Lindgren
et al. (1974). As the pervasive impact of the large company commands
increasing public attention through vociferous media coverage, research

into its locational dynamics must assume a high priority among academics.

THE NEED FOR A NEW OUTLOOK

For the explanation of complex spatial behaviour

of modern industrial firms, traditional

locational concepts still represent an essential

but insufficient basis (Krumme, 1970: 318).
Geography and micro-economics have long been absorbed with the individual
entrepreneur, the superstar of classical location theory3. Yet, the
parameters of his small operation are somewhat remote from those of the
corporation (Krumme, 1969a: 34). A large organisation is a coalition
of sub-groups, each with specific tasks, authorities and
responsibilities, as illustrated in Figure 1.1. Its objectives,
derived by internal negotiation rather than personal edict, become
stabilised through bureaucratic measures such as the budget and
administration manual. Unlike the circumstances of the proprietor or
partnership, the control and possession of the enterprise are separated;
for this reason, peculiar types of perceptual and motivational disparity
inevitably emerge (Mueller, 1972: 202-06). Functional heterogeneity
compounds the variety of issues affecting decision-making. Such

complexity has occasioned a revision of the conventional theoretical

standpoint on 'the firm' as a spatial strategist.
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'The firm' under pressure

While accountants grapple with issues of diversified reporting
(Rappaport et al., 1968), social scientists are questioning purely
deterministic ideas about 'the firm' and the 'location process' in an
awareness that policy-formation is an explicitly behavioural procedure
or, at least, one which occurs with incomplete information4. Although
economic theory might still be valid for a wide class of events (cf.
Alchian, 1965: 31), a number of writers since 1950 have tried to modify
or supplant the monistic doctrine that entrepreneurs optimise location
to secure the highest possible profitss. Their argument advances that
in uncertain surroundings there is no objective means of knowing when
these maximising situations occur. One school, organisation theory,
sees the company as a network of human relationships governed by a
'bounded rationality' and operating in a socio-economic homeostasis with
the ultimate goal of survival (McGuire, 1964: 30-31); the well-known
proposition of 'satisficing' behaviour advanced by Simon (1959: 262-64)
has, however, drawn some criticism (Marris, 1964: 266-77). Alternative
prescriptions have concentrated on either the role of inter-firm
association or the managerial utility function in an attempt to
generalise the standard micro-economic approach (see Phillips, 1962:
22; Gordon, 1974: 125-28). More recently, Webber and Daly (1971: 16)
have re-directed attention to the concept of a minimum acceptable level
of returns. If a rate of profitability compatible with the immediate
aims of management and shareholders is reached, a producer may possibly
turn to other goals such as increases in sales6, net assets or ewven
all-round growth as an end in itself (Baumol, 1964: 325). In sum, the
challenge to marginalist theory, while at present unconsummated, has
created far greater acknowledgement of the processes of commercial
decision-making and has emphasized the central part played by the

. . 7
tacticians themselves



These considerations have prompted a fresh outlook in geography;
complementing explanations of industries' metropolitan and national
patterns or the Weberian course of delimiting the optimal placement
for a particular activity, some authors are taking location as given
and dwelling on the methods by which companies and their environments
interact. Their stance recognises the need to discuss the economics
of a site in terms of a continuous, chronological time-dimension, thus
obliging additional dynamic studies of the internal machinery of the
firm (Dziewonski, 1966: 18). Already, enterprises in fields as
disparate as shipbuilding (Steed, 1968), linen (Steed, 1971b), pulp
production (Barr and Fairbairn, 1974) and the beet sugar industry (Watts,
1974) have begn investigated. In a more general frame, Daly and Webber
(1973) have considered company growth in the context of the Australian
city. All these papers are contributing to a new thrust pioneered by
McNee (1958, 1959, 1960) and Keuning (1960) in analysing the spatial

dynamics of the corporation.

The corporation and the entrepreneur

Despite insights flowing from organisational and behavioural
viewpoints, the methods of major suppliers' adjustment are generally
uncharted. The immediate need is for empirical studies which analyse
the means, interrelationships, and ramifications of their geographical
policy-making. Potentially, such enquiries should also assist in
evaluating the applicability of existing location theories by relating
results to established frameworks centred on the small businessman.
Thus, areas in which the response of the enterprise and entrepreneur is
assumed to diverge must be addressed from the outset.

Three issues deserve closer examination. The first is the general

influence of scale effects in business location, both at the corporate



level and along the whole company size spectrum. The meagre evidence
to hand indicates that industry leaders' operations are unrelated to
those of the small businessman. For example, their market spans
a nation or continent rather than a metropolis and complete coverage
might require several manufacturing and numerous distribution outlets.
Since strategy selection is seldom pervaded by lifestyle factors, the
incidence of relocation in response to demand shifts can be pronounced:

major corporations have a surprisingly high

turnover of...facilities and...their plants

are by no means tied to particular products

(Steed, 1971a: 207).
Hence, mobility within the networks of enterprises constitutes a second
concern in this investigation.

Traditionally, the geographic initiatives of the single-plant firm
have been regarded as infrequent events which presume heavy capital
investment. Among more sizeable undertakings, much spatially-oriented
strategy is probably accomplished without a full-scale commitment of
funds (see Rees, 1972: 204). Such policy is usually a minor component
of a total set of choices made by corporations in their efforts to
survive and grow in a constantly-changing environment. But, even in
a non-investment framework, any form of locational alteration is
a costly and risky proposition and, often, companies may be able to
entertain a less disruptive course. In the past, the limited
perspectives of conventional analysis and predisposition to find the
reaons behind the entrepreneurial 'location decision' may well have
missed instances in which alternative financial or structural measures
were used to avoid the expense and upheaval involved in the movement of
personnel and fixed assets (cf. Rudd, 1954: 72-79). Therefore, this
study's third thrust is directed towards the pre-conditions of policy-

formation among major suppliers and, in particular, the potential



substitutability of spatial tacties with alternative solutions to

problems.

Objective of the study

To amplify these three specific interests, the project's purpose

is to analyse the:

(a) processes of corporate decision-making with special reference
to scale effects, mobility and strategy substitution;

(b) interrelationships among endogenous and exogenous issues which
govern geographical choice procedures.

Clearly, a situation affording strong possibilities of plant movement
is demanded. It can be found during a recession within the business
cycle -- a contingency rather neglected in Australian literature
because postwar prosperity has restrained interest in economic
contraction. Under such circumstances, it becomes tenuous to hold the
activities of many organisations, especially the financially-weaker, as
progressing towards long-run profit maximisation. Quite apart from the
conceptual difficulties accompanying the notion of negative profits
(losses), the assumption of an extended perspective is tantamount to

a somewhat Goethean view of the world in which success ultimately
prevails over failure. Statistics on the life expectancy of companies8
show beyond doubt that so benign an attitude would be misplaced. If
disadvantaged concerns are not actually climaxing long-term returns,
they could be undertaking a variety of more immediate objectives.
Courses which provide security and ensure survival by curtailing losses
are obvious contenders but would be regarded in decision theory as
divergent from the maximéx criterion proposed in the standard account of
the firmg. They are probably also more serious abberations than
temporary deviations in a search process which the marginalist counter

might prescribe (cf. Alchian, 1965: 30).
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Thus, in a depression, business could react in ways other than
those directed in the strict, micro-economic approach. This apparent
anomaly suggests that conditions of extreme uncertainty -- anathema to
determinism -- can give an unusual and cogent view of corporate
decision-making. Recession might force spatial action which would not
have otherwise eventuated, accentuate short as opposed to long-term
motivations in ensuing policy, and stress the often-overlooked role of
demand factors in location (cf. Greenhut, 1964). Since competition
should appear highly disarrayed, the conclusions could also serve to
point up 'normal' patterns in a more favourable era.

In order to interpret the interaction of an industry with its
environment and to see implications in plant movement, the study must
be operationalised with an applied problem. From the outset,
concentration within one of a company's functional sectors affords the
analysis manageable proportions and a practical setting (cf. Figure 1.1).
At this (divisional) level, operating as well as investment strategy
options may be ascertained, so granting an equitable test of the
substitutability theme mentioned above. From the current viewpoint, an
emphasis on marketing (at the expense of the enterprise's other

activities) provides the most suitable focus.

MARKETING: A PROBLEM FIELD

The examination is drawn around marketing for several reasons. Because
of Australia's limited demand but vast areal extent, most corporations
require many more distribution than manufacturing facilities. 1In
contrast to the asset fixity and inertia typical of the latter, sales
outlets are usually relatively footloose, with lower entry thresholds
and greater sensitivity to turnover, income and consumer shifts. As

a direct variable cost component, they bear the brunt of initial
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management cut-backs in a financial setback. Marketing, perhaps the
most widespread and volatile of commercial operations, thus maximises
the opportunities for empirical observation of change and creates
better prospects for evaluating the mobility of company installations.

In view of post-1945 progress in distribution practices, it is
appropriate to acknowledge the growing importance to corporate success
of the 'marketing concept' (Hise, 1966: 9-12; Barraclough, 1970: 246).
Executives' long-standing concern with output has instigated a remarkable
by-passing of selling expenses which, when taken to include simply
advertising, transport, and wholesale and retail margins, can comprise
half or even more of the final price of a goodlo. Geographers and
economists have paralleled practitioners in their preoccupation with
production. Seemingly little is known of Australia's marketing
organisation, since none appear to have followed the pioneer attempt of
Lengyel and Beecroft (1947, 1949) to establish methods or costs by
industry. Censuses have avoided the questions and available statistics
are crude and sparse. Yet, the function's importance is illustrated
in the fact that, in June 1971, twenty-two per cent of the non-
agricultural workforce in government, secondary or tertiary employment
were engaged in occupations relating to wholesaling, retailing, storage
or transportationll. Such activities have not been extensively
investigated12 -- partly due to the laissez-faire atmosphere which has
prevailed in this area since the time of Adam Smith (Adelman, 1962: 266,
Stacey and Wilson, 1965: 100).

One manifestation of the insouciance is that recent advances in
distribution technology have lagged behind those in manufacturing (Cox
et al., 1965: 196-97). Since sales channels are still dominated by
small, conservative merchandisers, it is questionable whether research

advances, especially in retail management, would be readily accepted
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(McClelland, 1964: 165)13. Even in general metropolitan commerce, the
fundamentals of control may be lacking. Among Sydney and Melbourne
firms, Winter (1966: 206) found that, although nearly all maintained
continuous production cost accounts, only sixty per cent kept
distribution records; Neuschel (1967: 125) provides corroborating
evidence from the United States. Such inadequacies combined with
extensive specialisation have precluded much rationalisation or moves
towards scale economies in distribution. It took powerful analytical
techniques and the advent of computing in the 1950s to show that
performance could improve. In future, as manufacturing reaches
asymptotic efficiency, attention to wholesaling and retailing will offer
the most effective means of curbing expense and enhancing overall
productivity (Parker, 1962: 16; Stolle, 1967: 100). Thus in its own

right marketing constitutes worthwhile research topic.

Marketing: definition and theoretical status

. . . . 14
Though the term 'marketing' has various interpretations™ , the

following definition of the American Marketing Association is stipulated
in most publications:

marketing -- the performance of business activities

that direct the flow of goods and services from the

producer to the consumer (Alexander et al., 1963:

15).
In the United States, recognition of the subject began in about 1900 in
response to lengthening supply channels, loss of contact with the
ultimate consumer, attitudes of caveat emptfor, and the growing
complexity of retailing (Bartels, 1962: 12-27). According to Converse

et al., 1965: 125-26), the main approaches have included:

(a) the investigation of institutions, an account of the wvarious
agencies involved in distributing a product;

(b} commodity analysis, reviewing the processes required to
wholesale and retail specific classes of goods (see Mount,
1969) ;
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(c) the functional school, which examines operational aspects of
marketing such as sales administration, invoicing, materials
handling, and so forth.

Yet, as a consequence of the insufficient research noted before
marketing theory is not well developed and has long drawn criticism,

even from within the discipline (e.g. Alderson and Cox, 1948: 138;
Grether, 1950: 113). 1In an area of enquiry which has grown 'rather

like Topsy' (Kernan and Sommers, 1968: vii), there is no deductive
formulation which can be used to explain the location or relocation of
distribution facilities. Such theory as exists has been incorporated
from the methodological sciences (operations research, Bayesian
statistics, game and decision theory, simulation), business studies,
economics, and social and behavioural disciplines (sociology, psychology,

linguistics, anthropology). The important early contributions of

marketing geography (e.g. Reilly, 1931), have not been maintained.

Marketing geography: the problems

Despite its wide scope, the 'delimitation and measurement of
markets and...[investigation] of channels of distribution' (Applebaum,
1954: 246), marketing geography has had a blighted career:

since 1961...there have been many fewer
publications in marketing geography than in other
fields...with practical applications...the major
publications refer only to business conditions in
the United States...there has been especially
little sign of...acceptance...in [Australian]
professional journals (Doddridge and Mackenzie,
1971: 2).

The 1971 Research in Progress, published by the Institute of Australian

Geographersls, substantiates Doddridge and Mackenzie's lamentations.
The limited interest accorded thé specialisation -- twenty-two of some
thousand tertiary-level projects -- has been pitched primarily at the
consumer. Household surveys, shopping centres and retailing have been

key topics. The cost ratio of marketing in business could alone
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demonstrate the seriousness of the neglect; more particularly, only
two entries considered the virtually-forgotten angle of the producer.
This viewpoint is now adopted because of its pertinence to studies
of enterprises. By use of a restricted sample and intensive interview
and data collection procedures, the present analysis deals with the
core facts of companies -- the accounting and economic statistics
which, despite their omission in the past, form the crux of decision-
making in an aggressive, competitive milieu. The relationship of this
information with other variables which shape corporate behaviour cannot
be assessed satisfactorily without some appreciation of the conduct of
marketing. The following discussion raises the possibility of
alternative distribution systems and, in the next Chapter, one is

selected as a suitable focus for investigation of the problems outlined

above.

MARKETING PROCESSES

Marketing has many facets. For one author, it should maximise

consumer satisfaction, provide the opportunity for optimum-scale
manufacturing, deploy effort to the greatest social advantage and
realise entrepreneurial profits (Lockley, 1951: 61-62). Clearly,

a holistic and integrative activity is involved. The structural schema
portrayed in Figure 1.2 encompasses the interaction of the main elements
in any marketing initiative (Mallen, 1967: 102). The direct components
-- pricing, product determination, product mix and distribution,
promotion and market research -- can be seen influencing and, in turn,
reflecting strategies formulated elsewhere in the company and the
outside world. Given such complexity, a producer-based study must
engage a sub-model of the locational decision-making process in order to

pursue any meaningful empirical analysis.
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Corporate spatial strategy in marketing

Among the interrelationships outlined in Mallen's diagram, most
spatially-oriented policy occurs within the ambit of distribution. Its
development is detailed in a planning schema adapted from Stern (1966:
13) and shown in Figure 1.3. Before a plan is commenced, the company
directorate must recognise its overall gims -- the higher-level, long-
range manifestations of its economic philosophy. Although these goals
have attracted much academic debate (see Machlup, 1967), they can be
assumed multi-dimensional, varying with the nature of the firm, the
market, and environmental and perceptual influences (Townroe, 1969: 17;
Mueller, 1972: 200). After they have been shown to be feasible in the
light of contemporary conditions, the corporation's marketing division
can generate its own short to medium-term objectives. Those with spatial
application may range from concrete proposals —-- the enforcement of
national coverage or an upgrading of retail outlets -- to less tangible
schemes typified in an intensification of sales promotion. These
strategies are evaluated first in relation to overall goals and then to
three elements which affect the firm's general operations.

(i) The business environment covers a gamut of macro-economic,

social, technological, ethical, governmental, historical,
legal and competitive considerations.

(ii) The market applies a filter to spatial propositions. For
example, methods adopted in one regional or product market
might be quite inappropriate in another. Market size,
intensity and distance all affect the geographical dynamics of
the distribution structure necessary to provide adequate
coverage.

(iii) The company situation provides the means to implement policies.
Firm size, measured in asset or turnover terms, is perhaps the
most important single variable affecting distribution. It
largely determines the nature of any existing system and the
extent of its throughput. A company's financial position
similarly constrains or enhances its spatial actions,
especially when extraordinary adjustments are under review.

The organisation of representation, level of management
experience and perception all influence policy-formation (cf.
Udell, 1968; Aylmer, 1970). Attitudes to risk are also

important.
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If a spatial plan is acceptable within the current state of these

inter-dependent constraints and anticipated competitor counter-
strategies, it undergoes a more specialised assessment among the
elements of the 'marketing mix'. This framework of variables has been
characterised as

a battery of devices or types of marketing

activities that are coordinated into a single

effort to reach a particular target. The...

attack advances on several fronts simultaneously.

[Tts] coordination is a critical element in the

development of marketing strategy (Bell, 1966:

351).
An equilibrium of forces in the marketing function must be achieved
before a company can perform satisfactorily and accomplish its
aspirations. Thus, a strategy must be compatible with ongoing activity
in three main sub-mixes (Lazer, 1962: 13).

(i) The product sub-mix covers such interests as product line

analysis, innovation, planning, service, quality, warranty,
pricing and so forth.

(ii) The communications sub-mix includes personal selling
activities -- the allocation of sales effort, integration of
sales and service, lines of administration and feedback from
the field to headquarters, marketing responsibilities and
territory coverage by representatives. Non-personal aspects
of merchandising incorporate advertising, sales promotions,
public relations, research and reporting.

(iii) The distribution sub-mix involves decision-making in physical
distribution and channel analysis. The former is concerned
with transportation, shipping, storage and inventory control.
The latter requires a continuous appraisal of the present and
future adequacy of the company's distribution system to fulfil
the tasks demanded by the marketing objectives.

A spatial proposal which is still satisfactory after this extensive
testing is subject to cost/benefit analysis before final implementation.
The development of policy is well attended by feedback loops which allow
for substantial modification, and major internal and external
interrelationships exist within and among marketing operations. Thus,
in the product sub-mix, service provisions depend on product quality and

warranty conditions. Yet, they are also affected by the manufacturer's
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brand image, the importance of replacement demand, type of user, and
size of unit sales =-- questions determined primarily in the
communications area. Substitutions can enhance or inhibit the chances
of spatial action. For example, a firm unwilling or unable to undertake
communications responsibilities in a region could call on an independent
distributor for assistance -- thus varying its distribution sub-mix.
Product requirements infiltrate all aspects of marketing (Miracle,

1965: 20-23). High-value goods are unlikely to be supplied through
middlemen because they are able to stand the costs of direct supply.
Similarly, technical goods are sold without intermediaries so that

their performance can be demonstrated adequately. In contrast, bulky

or heavy products are usually sent to brokers who can achieve economies
of scale through specialisation and superior materials handling.
Perishable or fashion articles typically have short channels while,

with durables, the reverse applies. The extent of a firm's range is
also important for it governs the type and quality of agencies for whom
business will be attractive.

Stern's model advances a crisp but comprehensive statement which
clearly recognises the role of endogenous and exogenous influences and
inter-divisional conflict in a company's conduct under uncertainty.
Closer inspection of the marketing function in terms of a particular
distribution method favoured by large, capital-goods producers -- the
franchise system -- permits further insights into corporate spatial
behaviour. Indeed, franchising, a means of selling through a small
number of relatively-permanent wholesale and retail establishments on
the basis of written agreements, is ideally suited for current purposes
since it exhibits a degree of formalisation, definition and operational

'compactness' unmatched by other alternatives.
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RESUME

Enterprises have acquired a dominant place in the commercial world and
are attracting increasing academic interest. Their spatial impact,
assumed to be different to that of the entrepreneur, can be probed most
efficiently in their product distribution, although marketing geography
is not sufficiently developed to allow a highly theoretical approach.
Yet, the relevant procedures of locational decision-making are
interpretable through an adaptation of Stern's (1966: 13) planning
model. Recognition of different distribution modes enables franchising
to be chosen as a focus for study of scale effects, establishment

mobility and policy substitution in coxporate behaviour.
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immediate statement is referenced in Phillips (1951: 11); Cox et al.
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22). Cost factors of the physical distribution function alone are
treated in Snyder (1963); Bowersox (1969).
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E.W. Smykay et al., Physical Distribution Management, Macmillan, New
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distribution are found in Stewart (1965: 65); Sussams (1967: 36).

13. As one illustration, a survey by Maguire and Kench (1971: 11)
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CHAPTER TWO

THE FRANCHISE SYSTEM: ALL THAT GLITTERS...

Since the Second World War, vertical distribution structures have
gained prominence in advanced economiesl. Their growth has been
assisted by the rise of three forms of franchising which, together,
constitute one of several contractual styles of marketing (Table 2.1).
Franchising's unique characteristics distinguish it not only from major
alternative distribution methods2 but also from minor wvariations which
rely on employees, licensees and concessionaires3. A historical review
of the system's headlong rush into the commercial limelight of the
1960s exposes the inherent over-enthusiasm of some attendant literature
and the need to examine the efficacy of franchising in recession.
Later, large and small firms from a selected industry are studied in
order to elucidate the aspects of corporate decision-making highlighted

previously.

THE FRANCHISE SYSTEM

N .. 4 .

Few definitions of franchising are as pointed as that of Ingraham
(1963: 13) who sees the technique as incorporating

an organisation composed of distributive units

established and administered by a supplier

through the device of a contract called a

'Franchise Agreement' as a medium for expanding

and controlling the marketing of his products.
The insinuation of supplier manipulation in these arrangements is not
inappropriate, since many American franchisors have been prosecuted
for infringement of fair trade and anti-trust legislation this

5 . oo . e
century . However, the difficulties of describing so broad a concept

succinctly are such that Ingraham does not explain the differentiation



TABLE 2.1: ALTERNATIVE DISTRIBUTION SYSTEMS

IN ADVANCED -ECONCMIES

Orientation
or Class

Variants
(and sub-types)

Commentary

Horizontal
(laissez-faire)

Numerous hybrid
forms

'fragmented networks in which
loosely aligned manufacturers,
wholesalers and retailers have
customarily bargained agress-
ively with each other, esta-
blished trade relationships on
an individual transaction basis,
severed business relationships
with impunity, and otherwise,
behaved independently'.

Vertical

Corporate
(chain stores)

Contractual
(franchising)
(co-operatives)
(voluntary chains)

Administered

'[systems which aim to allow]
establishments at each level [of
distribution] to operate at an
optimum scale so that the
marketing functions within the
system are performed at the most
advantageous level or position'.

Source: Adapted from Davidson (1970: 7-10).
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from other types of marketing implied in the 'agreement'. The
.. 6
main features of conventional franchising are that :

(a) a contractual relationship proposing numerous
responsibilities, contributions and benefits is voluntarily
adopted by two parties for a specified time;

(b) this association affords to the franchisee the right to
offer, sell or distribute the goods, services or concepts
of the franchisor in a prescribed manner;

(c) the franchise typically employs selective distribution and
requires the full activity of the franchisee as a legally

independent businessman;

(d) Dboth participants share a common public identity through
trade marks, advertising and goodwill;

(e) the franchisee normally takes full title to any products
obtained from his supplier.

In essence, this system achieves vertical integration in two or
more successive stages of distribution and thereby offers its founder
a certain degree of network control (Malacki, 1973: 7-10). It relies
on a normal licence, coupled with ongoing provisos to ensure uniformity
and acceptable standards of service. Depending on the type of
franchising, retailers may use their own or their producer's business
name; generally, however, they have little‘flexibility to alter
product features or their overall marketing mix. Franchising is
initiated when a merchant installs a limited number of outlets to
intensify and promote his links with the market. The retailers sign
contracts outlining the basis of the association. In return for their
distribution activities, they receive discounts ranging in most trades
from ten to twenty-five per cent of a product's selling price as
determined by the manufacturer. Dealers of large firms generally
finance stock from their own funds or from floor-plan sources; small
franchisors, on the other hand, might be required to provide retail
credit assistance, since their sales organisations are usually less
established. Goods may be supplied direct from the production works

but, in many cases, company-owned or independent distributors are used.
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While the impact of franchising is becoming increasingly apparent

. 7 . . s
in Australia , the system has already contributed significantly to the

economy of the United States. Principally, it has:

(a)

(b)

(c)

(a)

encouraged higher standards in retailing by its enforcement
of proven techniques which are generally more consonant
with the market than those of unaligned businessmenj;

improved retail management by affording entrepreneurs the
training, experience and logistics support of the franchisor,
together with economies of scale in supply usually associated
with large corporations (Curry et al., 1966: 92);

helped to stabilise small business by spreading retail risk,
stimulating local employment and dispersing modern marketing
techniques in areas which otherwise might not have been
serviced (Ingraham, 1963: 219; Fine, 1968: 19);

broadened the economic base of the nation by allowing
distributive organisations to expand despite limited capital
and by giving many former employees the opportunity to
conduct their own business (Ozanne and Hunt, 1971: 114;
Hunt, 1972: 35-38).

Franchised outlets appear attractive and well-run because they offer

merchandise of standard quality and dependability from conveniently-

situated premises (Lewis and Hancock, 1963: 85-92). Along with the

provision of a wider range of goods and services to the consumer, this

type of distribution has fostered marketing innovation (Ingraham, 1963:

219). 1Its pluralistic features are highly regarded in the land of free

enterprise. As Judge Dawson commented during Susser versus Carvel

8
(1962) :

the...system has the advantage, from the standpoint
of our American...competitive economy, of enabling
numerous groups with small capital to become
entrepreneurs. [It] provides the public with...

a uniform product...from small...contractors,
rather than the employees of a vast chain. The
franchise system is therefore good for the economy
(italics added).

Development of the franchise system

Modern franchise practice arose from the fusion of two separate

. . . . 9
forces which originated in medieval Europe ™ .
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(i) In a constitutional strain, franchises were feudal laws which
permitted freedom from restraint or servitude and later
came to represent an immunity or privilege conferred by
a sovereign.

(ii) From a commercial standpoint, licensing arrangements first
developed in the Middle Ages and were prevalent among
British and American merchants by the Colonial Period.
Thereafter, the rise of oligopoly in various industries
during the Industrial Revolution made possible the
standardised marketing agreements now characteristic of
franchising. Stronger producers soon attained sufficient
power to ensure that these contracts were upheld.

Despite this background, the exact emergence of the system, as presently
conceived, is uncertain. A number of authors refer to its use by sewing
machine companies in the American economy of the 1860s. Probably it
was taken up by agricultural machinery suppliers at the same time. Yet
the chief impetus came after 1900 with the upsurge of the United States
automobile industrylo, in which technological progress was rapid,
products often unreliable and consumers uneducated. An exclusive
dealer force could cushion many inadequacies of production-oriented
manufacturers by offering a high level of service over a dispersed
market (Davisson, 1954: 92).

Before 1920, the new measures were concurrently being incorporated
in other fields. Drug producers became involved after 1902 followed
by soft-drink bottlers who recognised a medium for attaining
standardisation and quality control over wide areas. The final boost
to manufacturer (or wholesaler) inspired product franchising came with
the induction of the oil magnates after 1930, partly as a result of
institutional issues (see McLean and Haigh, 1954). Despite some
hybridisationll, the basic formula is now conspicuously strong as a means
of petroleum distribution (Hall, 1964: 62; Townsend, 1965).

Though product franchising is still the dominant form of the
general system, most postwar growth has occurred in the business or trade
name variants12 (Table 2.2). Both date back to the 1920s, when foods,

variety and hardware merchants formed 'voluntary chains' as a strategy
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TABLE 2.2: TYPES OF FRANCHISING

Type of Typical Distribution Principal Industries Involved
Franchising Channels
Manufacturer- Automobiles, trucks,
(wholesaler) - petroleum, hearing aids,
retailer agricultural machinery, con-
struction equipment, water
conditioners, swimming pools
Product
Wholesaler-retailer Foods, drugs, hardware, home
and automobile accessories,
variety stores
Manufacturer- Soft drinks, beer
wholesaler
Business
Manufacturer- Fast foods, beverages, soft
wholesaler ice cream

Trade name
or service

Service sponsor-
manufacturer

Fabricated textiles

Service sponsor-

Carpet cleaning, soft ice

(wholesaler) - cream, fast foods, removals,

retailer car rentals, beverages, hotels/
motels, tools/equipment
rentals, coin-op laundries and
dry cleaners

Franchisor- Bread, milk, mattresses

franchisee both on
all levels of
distribution

Source: Adapted from Thompson (1968: 41) and McGuire (1971: 11-12).
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against burgeoning corporate distribution (Ingraham, 1963: 64; Hall,
1964: 63). After the Second World War, the United States experienced
massive socio-economic change, exemplified in suburban sprawl, increased
leisure time, greater personal mobility, and the marketing revolution.
Huff (1961l: 9) suggests that these factors, combined with pent-up
demand and affluence, a pool of available entrepreneurship provided by
ex-servicemen, progress in small-scale electronic data processing
equipment, and consumer requirements for increased levels of retailer
accessibility all favoured the rapid expansion of franchise activity.
Also, the ongoing attack on small business by discount houses, shopping
centres and chain stores was a formidable catalyst. Retailers were
looking for protection through affiliation with national marketing
organisations. Franchise offers of comprehensive sales programmes

and management expertise were a winning incentive with many new

operators.

The 'franchise boom' of the 1960s

Franchising's heyday during the 1960s has been so poorly attended
with accurate statistics that a comprehensive, integrated time series
cannot be presentedl3. Initial computations of the International
Franchise Association suggested that 339,000 outlets turned over $US59
billion in 1963 (Buckley, 1964: 37). Four years afterwards, the
Association claimed that $US89 billion (a plausible volume) passed
through 513,000 sales establishments (a seemingly high estimatel4). The
turnover levels were corroborated in a later survey which highlighted
considerable growth in the triennium to 1971 (Table 2.3). 1In the latter
year, the reported 407,000 franchised stores in the United States (about
fifteen per cent of all wholesale and retail facilities) achieved sales
of $US131 billion -- over ten per cent of the country's gross national

product of $US1,047 billion15



TABLE 2.3:
UNITED STATES OF AMERICA, 1969-71

FRANCHISING IN THE ECONOMY,

Total Franchisor/

Total Franchisor/

Franchisee Franchisee Sales
Principal Type Establishments ($US billion)
of Retailing (thousand)
1969 1970 1971 1969 1970 1971
Automobile/trucksa 37.80 37.20 37.00 66.40 53.10 | 69.00
Automotivg prgducts 18.90 20.40 20.60 1.80 1.90 2.00
and services
Fast foods 28.70 32.60 35.60 3.80 4.60 5.30
Gasoline stationsa 222,20 222.00 220.00 25.10 26.50( 27.30
General retailing 27.60 29.30 31.00 12.10 13.10| 14.40
All other industries 48.70 54.80 60.80 10.30 12.00| 13.60
Total franchising 383;90 396.30 407.00 119.50 |111.20(131.60
a Indicates industries mainly engaged in product franchising.
Source: Unitgd States of America [Department of Commerce] (1971: 2-4).
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An enormous variety of functions now subscribes to this type of
distribution. In the United Kingdom, Mendelsohn (1970: 25-33) 1lists
some sixty-five which range from accounting services to weight control
courses, but many more could be enumerated. Some of the best-known
companies such as Kentucky Fried Chicken, McDonalds, and Burger Chef
dominate the fast-foods industry and have expanded into Australia
within the last decade. Other widely-patronised participants are
automotive supply stores (e.g. B.F. Goodrich), hotels/motels (e.g.
Holiday Inns of America) and car-hiring services (Avis, Hertz, Budget).
Slater's (1964: 20) assertion that 'Jjust about everything is, and can
be, franchised' apparently has been recognised by some of America's
most sizeable non-franchising conglomerates which are now perpetrating
a trend of acquisitions (Sherwood, 1968: 27). Typical examples are
the takeovers of the Automation Institute by Control Data Corporation
and of Jack-in-the-Box by Ralston Purina (Bernstein, 1968: 36; Ozanne
and Hunt, 1971: 351-53). From many accounts, the franchise system

appears as a conspicuously successful phenomenon of modern marketing.

THE APPLIED PROBLEM

The name of the system is franchising. Franchising

is as American as Mom, apple pie, and lately Bob

Dylan...franchising is America's answer to

monopoly capitalism, the newest and by far the

most secure niche carved out for that typical

American who refuses to fade from the scene, the

small businessman (Rosenberg and Bedell, 1969: 6).
In a number of publications and the statements of many franchisors, the
spectacular boom of the 1960s encouraged an unreflective bullishness,
lack of objectivity and preoccupation with the specific to the
detriment of the general. By no means has the system been free of
problems. One of its chief advocates, Slater (1964: 20), laments that

it is 'woefully misunderstood' -- at best, a euphemistic evaluation.

Franchising's expansion attracted a significant share of illegal
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business practices which rather tarnished its reputationl6. Lengthy
litigation and federal anti-trust action have beset several user
industries. Moreover, for various reasons, a percentage of outlets
have failed and their owners have sometimes complained to the press
about conditions under which they had to operate (Lyons, 1966; Levy,

1969).

The iconoclasts

In recent literature, such excesses have culminated in a timely
undercurrent of iconoclasm, originally infused by Hewitt (1956). This
17 .

movement, composed mainly of business lawyers , questions not only the
equitability and legal rectitude of the franchise relationship but also
whether the system achieves all the benefits which its proponents
claim. Yet even these searching examinations seem to obfuscate an
important point. Difficulties which the more radical writers and
legislators seek to overcome have arisen in a so-called 'boom' period
for franchise development. There has been little thought as to the
possible ramifications of less favourable economic circumstances:

the problem of adjustment of franchise systems

to changing market conditions is not necessarily

of universal concern. [It] has direct meaning

to [long-founded] franchisors...who...have

undergone little or no adjustment in the

products, the locations, the operating practices,

and the physical style of their businesses. It

has indirect meaning to the more-recently-

established-franchise systems insofar as they

may fail to adjust to future...conditions (Lewis

and Hancock, 1963: 76).
These comments skirt an issue which, as shown by the Ford Motor
Company's experience in the 1930s, is crucially significant to all
franchisors (Palamountain, 1955: 118-19; Brown, 1970: 107). There are
few business handbooks which outline either 'appropriate' strategies

for survival or the effects of past setbacks on organisations involved.

A study of economic contraction would spotlight aspects of corporate
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decision-making (as suggested in Chapter One), and fill an urgent
applied need in our knowledge of product distribution. The present
operational problem, to determine the economic and spatial response to
depressed demand of enterprises operating within a franchise system,
thrusts into both fields with a completely fresh approach. Yet before
any progress can be made, one of three forms of franchising must be
selected as the focus; it is beyond the scope of this project to
investigate them all. Although exuberant claims have not been directed
specifically at product franchising, it is the logical emphasis for the

current study.

THE CASE FOR PRODUCT FRANCHISING

In terms of either number of outlets or sales volume, product
franchising is easily the most important variant of the general system.
Thus, results obtained should be highly representative of franchise
practice as a whole (see Table 2.3). Unlike their youthful counterparts
in the 'business' and 'trade name' applications, the older product
franchisors are precisely those who have undergone 'little or no
adjustment' -- to re-quote Lewis and Hancock (1963: 76). The problem
is 'directly' relevant in this sector. Moreover, participant
industries are clearly distinguishable and long-established and their
cyclical behaviour is better recorded than that of suppliers in the

other two areas.

Rationale of product franchising

To the major user organisations -- those involved in automobiles,
petroleum, electrical goods and agricultural and construction
equipment —-- the rationale of product franchising rests on three

interrelated factors (Ingraham, 1963: 56-85).
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(i) The demands of the product. Product franchising is usually
employed in marketing strongly-differentiated capital
durables which exact high degrees of retailer and brand
loyalty. Selective or exclusive distribution can be used
to create attractive sales opportunities but these goods
demand a concentrated pitch, technical expertise and
a commitment towards spare parts, service and warranty. The
manufacturer cannot economically overcome such retail entry
barriers without independent local assistance and, often,
substantial investment from prospective dealers (Lewis and
Hancock, 1963: 7).

(ii) Managerial considerations. Capita 8durables engender high
risks for all channel participants™ . Through product
franchising, suppliers can ameliorate market forces by
dealing with only a select group of retailers. Stock
investment and bad debt exposure is reduced, local display
facilitated and the company's marketing arm extended by
motivated and well-trained entrepreneurs.

(iii) Financial and network control needs. Firms in developing
markets must increase their sales or lose penetration and
court failure. Yet, capital is often unavailable for this
purpose. The franchise system offers rapid growth prospects
without the asset fixity of corporate distribution or the
intangibles of horizontal marketing. A producer can regulate
his entry through variable cost distribution. His risk is
spread throughout the channel, from which he gains access to
sales, working finance, service, publicity, storage and credit
collection facilities.

The prospective user must weigh these three considerations in terms of
his company situation. In general, however, product franchising
decreases uncertainty for the manufacturer and provides cheap
distribution with substantial levels of network control. As such, it

would appear reasonably adaptable to the stringencies of recession.

Application of product franchising

Use of product franchising as an aggressive marketing device has
been most fully exploited in the American automobile industry.
According to Hewitt (1956: 55-57), the more successful vehicle
manufacturers found that:

(a) selling expenses were contained by restricting the number of
outlets, and pricing was more easily policed;

(b) exclusive franchise territories attracted financially-stronger
dealers and allowed better production planning;
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(c) the intra-brand sales protection offered by product
franchising could be used to enforce exclusive
representation, through which dealers acquired a specialised
investment and became subject to high levels of control;

(d) similarly, service and spare parts operations could be
oriented to exclude competition.

In most present applications, at least in the United States,
legislation has rectified excesses concerning exclusive territories
and representation, tying agreements and resale price maintenance
which, before, blatantly favoured the franchisor (Stephenson and House,
1971: 39). Yet, in many respects, product franchising still affords
a means by which a supplier can enjoy the outstanding advantages
accruing from centralised marketing administration without undertaking
costly forward integration -- an attractive situation since,

entrepreneurs do seek to gain control over the

activities of others and they realise it in

varying degrees. They do so because their

operations are affected, often quite significantly,

by the activities of others in the channel

(Little, 1970: 32).

The practical impact of Little's argument is clear. Though the
generally-held purpose of franchising is to allow both vendor and
vendee to exploit the potentially-greater gains which arise from
concerted distribution action, their channel aims can vary. Factory
profits for the former often require increased sales, whereas this
course may not be the most lucrative for the franchisee operating under
a different cost structure (see Woll, 1968). 1In recognition of the
frequent resolution to this apparent impasse, Ingraham (1963: 27) and
Hewitt (1967: 1075) contend that the primary objective of any franchise
system is to govern and expand the marketing of the producer's goods
on a profitable basis. This goal of network authority can be fulfilled
by employing two main techniques. The supplier's first interest is in

managerial dominion over the operations of his dealer force without

monetary commitment. Indeed, in many less-important aspects of
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administration, his aim is achieved solely through the marketing
contract. Yet, financial measures are invariably involved as a second
form of control. They may include direct ownership or investment in
the fixed assets of the reseller, funding equipment, stock or working
capitallg, the co-signing of notes or acquisition of master-leases on
sales premises (Ingraham, 1963: 18). Since such provisions constitute
direct forward integration and entail extra uncertainty, they are
avoided if the managerial alternative is possible.

Applied strictly, the principles of channel leadership allot
retailers a position of low autonomy but offer the whole system peak
efficiency from a solely technical viewpoint (Stephenson and House,
1971: 36). However, since the vendee has too great a legal, financial
and moral stake to permit all issues to turn to the other party's
advantage, disputes will emerge in the absence of provision for an
equitable allocation of income based on economic exposure and risk

(cf. Rosenberg and Stern, 1970: 45; Stephenson and House, 1971: 41).

FORMATION OF HYPOTHESES

The importance of management is underscored in times of recession, when
the producer's existence is threatened by pressures in both his
distribution organisation and in the market at large. Mallen (1967:
105) lists four possible areas of contention:

(a) among channel members (manufacturer-wholesaler-retailer);

(b) between competitors for use of agencies (manufacturer-
manufacturer for a wholesaler);

(c) between channel competitors (manufacturer-manufacturer,
wholesaler-wholesaler, retailer-retailer);

(d) between distribution systems (franchising versus corporate
marketing in a single industry; manufacturer-retailer
versus manufacturer-wholesaler-retailer).
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In an integrated sales organisation, the fortunes of manufacturer and
dealer are inextricably bound. Yet, the former bears major
responsibility for the prosperity of all participants because

the degree and quality of control...exercised
by the franchisor usually is a decisive
factor in determining the...success that the
system achieves (Hewitt, 1967: 1076).

The preconditions to network authority are derived from a franchising
company's structural attributes signifying two forms of power:

(i) Economic force accrues from concentration of capita12o. For
example, larger producers often engage corporate distribution
systems featuring considerable vertical integration, whereas
smaller or weaker sellers may have to seek wholesalers or
retailers to accommodate their entire output, thus abrogating
most of their flexibility.

(ii) Positional strength, derived from accessibility to consumers,
is a negotiable commodity. A strong enterprise can offset
the effects of a marginal location by recruiting independent
agencies -- such as dealers -- better placed in relation to
its clientele.

Therefore, depending on the positioning of his strategic facilities,
the large franchisor should be capable of asserting greater control
than smaller competitors. His power would be reflected in a more
embracing franchise code, and market tactics which maintain or improve
existing channel relationships in his favour and dispel any threat of
undesired contraction in the sales force. In this respect, considering
the operating costs of the establishments involved, representation
policies in the central administrative and production, wholesale and
retail sectors must play a significant role. Therefore, in a franchise
system experiencing recession, an association may be hypothesized of
company structural factors. (expressed through the exercise of network
management) and the direction of corporate spatial decision-making.
Related to this geographic prediction is a purely financial
postulate. If, as Hewitt (1967: 1076) has contended, a franchise
system's fortunes depend on the degree of authority with which it is

conducted, larger firms' operations should adapt better to market



38

contraction than those of small competitors. The differences necessary
to test this second hypothesis will be evinced in distribution policy
(as proxied in franchise agreements) and practice (viewed here
principally in terms of locational representation strategies). Yet,
ceteris paribus, more inclusive channel management should contribute

to superior market and economic results among large franchisors. Hence,
these variables must also be considered in assessing the relative
'success' of various organisations.

Based on this structural hypothesis with its spatial and financial
applications, the enquiry integrates the themes of corporate policy-
formation, marketing and product franchising. Yet, so broad a problem
must be narrowed to one subject industry. Part Two, comprising
Chapters Three and Four, centres on a select group of recession-bound
enterprises which is differentiated into 'large' and 'small' segments.
Part Three (Chapters Five to Eight) analyses each group's relative
network capacities and their bearing on tactics undertaken. Conclusions
about processes and relationships in major firms' policy formation are

derived in Part Four (Chapter Nine).

RESUME

Following their segregation from all possible distribution media, the
three forms of franchising were defined in terms of a general system.

A review of its development pointed up serious oversights which
pervaded the literature during the boom period of the 1960s. Most
noticeably, the repercussions of business downturns on the performance
of user corporations have been neglected. The specific interest of the
project was then directed to product franchising, in which channel
control —-- represented in a business' financial size and strength and

market accessibility -- was assumed a significant influence on its
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decision-making and ultimate success. To develop these ideas, a search

for a suitable test industry was initiated.
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CHAPTER TWO FOOTNOTES

1. Alternative forms of distribution have arisen in response to the
needs of many different kinds of products (cf. Miracle, 1965). The
rise of vertical structures is noted in Bucklin (1970a: 21) and
Davidson (1970: 7-10). For further details, see Bucklin (1970b) and

Blois (1972).

2. Among other contractual systems, co-operatives do not profess the
individual profit motive while voluntary chains (usually non-integrated
retail alliances) lack many of the administrative and management
controls of franchising (see Konopa, 1963). Corporate distribution
relies on the use of company retail outlets in contrast to independent
entrepreneurs (see Ridgeway, 1957: 468-70). Finally, administered
marketing operates through lessees who rent space in large stores and
provide their own sales personnel (see Davidson, 1970: 8).

3. Franchisees can be differentiated from three other types of
marketing functionary:

(a) employees, who undertake a task in the manner specified by the
employer to achieve a stated necessary outcome;

(b) licensees, who work under arrangements offering less vertical
integration, fewer provisos and little of the continuing
relationship characteristic of the franchise contract (see
Ingraham, 1963: 21);

(c) concessionaires, whose relationship with a host organisation
seldom amounts to more than a lessor-lesgssee arrangement and
certainly does not incorporate the usual legal vendor-vendee
status of the franchise contract.

General information is provided by Glickman (1972: 2/1-2/27). More
specialised papers include Keck (1968); Rahl (1968); Baker (1969).

4. For example, Curry et al. (1966: 17); Mendelsohn (1970: 5);
Rosenfield (1970: 9-18); Izraeli (1972: 3-8).

5. See Hewitt (1956, 1958); Whitney (1958); Zeidman (1967);
Thompson (1968); Clabault (1970).

6. Based on the United States' 'Fairness in Franchising Act', the
Hart Bill —-- SR No. 2507 [A Bill Relating to Dealings between Parties
to Franchise Agreements] and SR No. 2321 [A Bill to Supplement the
Anti-trust Laws of the United States in order to Prevent Anti-
Competitive Practices etc.]. See Rosenfield (1970: 9-18; Izraeli
(1972: 3-4). For operational descriptions, see Schwartz (1959); Curry
et al. (1966); Cameron (1970).

7. Bellin (1970: 756-57). A complete lack of reference material
about Australian franchising restricts the present commentary to the
situation in the United States. Information in Table 2.3 is not
available for Australia.

8.  Bernard Susser et al. versus Carvel Corporation et al., Commerce
Clearing House Inc., Trade Regulation Reporter No. 5, Current Comment
-- Trade Cases 1962, quoted in Lewis and Hancock (1963: 92).



41

9. Much detail exists on the origins of the franchise system. This
account has been based on Hewitt (1956); Kursh (1962); Lewis and
Hancock (1963); Slater (1964); Rothenberg (1967); Konopa (1970);
Rosenfield (1970); Izraeli (1972).

10. For further treatment of various aspects of franchising in the
automobile industry, see Hewitt (1956); Koo (1959); Pashigian (1960);
Brown et al. (1962: 103-26); Kessler (1962); Sloan (1964); Freed
(1964); Phelps (1965); Brownlee (1966); Curry et al. (1966).

11. Ridgeway (1957: 477). More information about gasoline marketing
is found in Cross (1962); Dixon (1964); Winer (1967).

12. See Oxenfeldt and Thompson (1968: 4).

13. The inadequacies were first pointed out by Lewis and Hancock

(1963: 85) and Ingraham (1963: 5). Yet, some years later, they
remained still apparently unrectified (Best, 1968: 46); Bond (1969:
44); Levy (1969: 37); United States of America [Senate] (1970: 17-18).

14. Estimates recorded in Konopa (1970: 19/41) and McGuire (1971: 2).
15. U.S.A. Statistics in Brief 1972, [Supplement to The Statistical

Abstract of the United States, 93 (1972)], Bureau of Census, Department of
Commerce, United. States Government Printing Office, Washington, D.C., 1972.

16. See Wilson (1966); Mockler and Easop (1968: 28-29); Levy (1969);
van Cise (1969); Augustine and Hrusoff (1970: 1349-51).

17. Brown (1970); Rosenfield (1968, 1970).

18. Alexander et al. (1963: 10) define a channel of distribution as
'the...intra-company organisation units and extra-company agents and
dealers, wholesale and retail, through which a commodity, product, or
service is marketed'. Apart from the stipulation of independent
retailers, franchising does not presume any particular distribution
channel structure. If involved at all, wholesalers could be either
corporate or non-corporate agencies. They might employ sub-distributors
who could, in turn, sell to their own retailers. Dealers might rely on
spotter or commission agents. For further general information on
channels of distribution, see Beckman (1932); Elder (1935); Clewett
(1954); Diamond (1963); Bucklin (1966).

19. Supplementary financing is the most common form of franchisor
participation at retail in capital-durable product franchising
industries. 0il producers and those engaged in business or trade name
applications tend to use the other alternatives.

20. As pocinted out later, 'concentration of capital' or asset strength
can be interpreted through other financial parameters in certain
circumstances.
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SAMPLE SELECTION AND STRATIFICATION
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In order to evaluate this project's hypotheses, study of a product
franchising industry under recession is required. A suitable focus
obtains in the experience of agricultural machinery firms between
1967 and 1972. The development of excess capacity in world equipment
manufacturing during the 1960s and consequent saturation of the
Australian market are examined together with the onset of the rural
crisis as long and short-term environmental stimuli contributing to
the demise of suppliers. Similarly, the decline in the domestic
demand is reviewed. For practical reasons, the enquiry then narrows
to nineteen leading companies responsible for the bulk of the
nation's tractor and implement output; in preparation for the
subsequent analysis, they are classified into 'large' and 'small'

divisions on the basis of structural attributes.

43



44

CHAPTER THREE

THE TEST CASE: THE AUSTRALIAN AGRICULTURAL
MACHINERY INDUSTRY

Despite its research opportunities, the widespread Australian rural
malaise of the late 1960s has attracted little more than press
coveragel. Centred in the wheat industryz, it was born of a cost/price
squeeze3, uncertainty exacerbated by unfavourable media, inadequate
credit4 and, most importantly, yvears of neglect of the need for
consolidation and restructuring (Campbell, 1971: 68). The officially-
counternanced over—-capacity and lack of adjustment in productive
resources relative to world requirements became chronic after the boom
of 1963-64. The years until 1968 brought economic turbulence,
rapidly-expanding acreagesS, variable seasons, rising expenses and
falling prices, and an increasing dependence on temperamental export
opportunities. During the financial year 1970-71, farm income
plummeted to a postwar low of $A0.89 billion, while gross rural debt
spiralled to $A2.10 billion (Table 3.1). Small operators and
sharefarmers -- a significant proportion of all landholders —-- were
jeopardised; even big producers lacked the liquidity to effect plant
alterations necessary in combating cost pressures6. As cut-backs
applied by the farm community ricocheted among their suppliers, the
demand function for producer durables left manufacturers of
agricultural machinery among the worst affected such that, eventually,
their plight became public knowledge:

the primary producer [has] never been in a better

position to buy top quality machinery at the

keenest possible price...this [is] a direct result

of the present recession [in which] used equipment

inventories [have] risen to an alarming level,

sales of new products [have] dropped drastically,

and discounting by all major organisations...[has]
...created a buyers' market (paraphrase of a speech
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by Mr R.M. Cherry, President, Tractor and Machinery
Association of Australia, quoted in The Land
[Sydneyl, 29 April 1971).

Farm equipment is as essential to urbanised, twentieth-century
life as agriculture itself. Hence, the study probes the experience of
these merchants in the 1967-72 recession to illustrate aspects of
corporate decision-making. Knowledge of the general and international
economics of the industry not only addresses its diversity and
complexity but also assists forthcoming analysis of the behaviour of
selected member firms. After outlining the suitability of the chosen
field, this chapter shows the contribution of demand and other elements
to the current global arrangement of production. It then demonstrates
the bearing of worldwide excess capacity on Australia during the 1960s
and details the decline after 1969. This discussion acts as

a springboard to the sampling in Chapter Four of individual companies

for further analysis.

CHOOSING THE TEST CASE

Although the agricultural machinery industry was adopted for the
investigation from limited alternatives, it offers several distinct

advantages.

(i) Availability of material. As the recession lifted in 1972,
marketing documents were still to hand in firms and the
issues fresh in the minds of policy-makers. Secondary
sources were a}so well-covered by a substantial body of
published data .

(ii) Easily-segregated products. As farm equipment is functionally
distinct, the complexities of substitutes and cross-
elasticities could be avoided. As a corollary, assuming
reasonable degrees of firm specialisation, the corporate
repercussions of economic contraction should be undiluted
because the nominated product has no application outside
the rural sector.

(iii) Practicality. There is definite applied value in examining
this industry for, despite its small size, it is of crucial
importance to a significant part of the national economy.
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However, a criterion more telling than any of the above is that
product franchising is central to the market conduct of equipment

producers.

Product franchising in the agricultural machinery industry

The word 'FRANCHISE'...means that the Dealer and
[the Company] have joined together in a working
partnership with the farmer, and...under this
mutual understanding...all dealers can profit,
grow and prosper...and serve agriculture, the
community and this wonderful country of ours,
Australia (dealer prospectus of a Melbourne
agricultural machinery producer, early to mid-
1960s) .

Product franchising was apparently imported into Australia by
North American companies towards the end of the nineteenth century.
At the 1906 Royal Commission on Customs and Excise Tariffs, it was
denounced as an exogenous 'curse' which prevented the farmer from

obtaining his goods at a reasonable price,

[taking] hundreds of thousands of pounds out

of [his] pocket (Australia [Parliament], 1906:

92).
Despite these accusations, the direct distribution advocated by local
manufacturers was superseded by the prevalent use of commission agents
(Homs, 1918: 76). These forerunners of the modern dealer held
consigned stock for sale or hire in a rigidly-defined territory. They
were expressly forbidden, at the risk of their own trading margin
which ranged from five to fifteen per cent, to ask other than fixed
prices. Though advised to demand cash or notes on delivery, the
agents also made collections and repossessions. Any interest in
competing lines was prohibited as was latitude to pledge the
manufacturer's word, incur expenses on his behalf, or promise delivery
dates.

Real change from this principal/agent relationship was delayed by

the Second World War and the sellers' market which followed. By the
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early 1960s, in accordance with the growing intricacy and cost of
equipment, most major companies had modified their contracts and
retreated to a completely wholesale role8. Discount margins were
raised commensurately with enlarged performance obligations, formal
exclusivity clauses of all types gradually disappeared, consignment
was virtually abolished, and provision was made for passing title.
Invoicing was thenceforth directed to the retailer rather than the
consumer, thus enforcing substantial savings to the supplier. The
agent became a dealer under what could be construed as a legal vendor/
vendee association (Hewitt, 1956: 189).

Notwithstanding such modifications, the agreements still offered
ample scope for franchisor control. Considering the environment in
which agricultural machinery is sold, strong centralised administration
is probably more necessary than in most other areas of distribution.
Indeed, its use has been allied closely with a highly-variable demand
schedule and the development of competitive oligopoly. Such factors,
in turn, are paramount influences on world and local markets, as

indicated by succeeding sections.

THE DEMAND FUNCTION

Farm mechanisation has led a trend of increased capital substitution
in advanced agriculture since 1945. Greatly intensified research and
development has produced dramatic technological improvement, best
demonstrated in the application of power take-off, assisted steering,
sophisticated hydraulics, sensing devices, and an ubiquitous upgrading
of capacity and motive power (Vicas, 1970: 38-44). A Bureau of
Agricultural Economics (1969: 45-53) study of Australian wheat farms
reveals the financial import of agricultural equipment; for the

triennium ending 1966-67, plant and equipment represented nine per cent
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of the assets and fifty-two per cent of the annual gross value of
capital increments. Yet, while the quality and size of machinery has
risen, its price relative to labour and land has fallen (Heady and
Tweeten, 1963: 265-67). Thus, the adoption of more efficient products
is being paralleled by emigration of rural workers and subétantial
amalgamation of properties. In Australian primary industries, change
was initiated by the reconstruction of dairying in 1960 and has been

since accelerating (Campbell, 1971: 68).

The demand for agricultural machinery

Both the growing lumpiness of equipment inputs and the need to
achieve efficiency and scale economies have made farmers more aware
of the relative abilities of different goods and their support
facilities. Users are reacting to a more complicated factor market by
assuming characteristics of the industrial buyer, requiring specialised
economic and technical data from salesmen and assurances of readily-
available after-sales and spare parts serviceg. A survey in the
Canadian broadacre belt suggests that the chief precursors of machinery
buying are discussions among the farming community, magazine articles
and demonstrations on neighbours' properties (Segall, 1969: 7-9). Yet,
the impact of such publicity can remain latent, because purchases of
capital durables can be frequently postponed until a decline in the
utility of existing stock or the flow of its services prompts
replacement action. Alternatively, the desire to improve performance
and work capacity through a new model might stimulate sales. Given
the price of equipment relative to other factor inputs, crop returns,
the discount rate and current level of technology, economic theory
contends that there exists at any time a stock position which the
farmer considers optimum. Shifts in any independent variable will

necessitate an inventory movement to re-institute equilibrium.
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Therefore, annual purchases are determined by sensitivity to changed
conditions.

EconometricianslO have used both stock-adjustment and investment-
flow regression models to identify correlates of demand. A number of
common features have emerged. An emphasis on the price of machinery
in relation to a perceived operating criterion (such as labour rates
or crop prices) reflects the role of expanded educational and
extension services in broadening the economic foundation of farm
decisions. In isolation, however, the price elasticity of demand is
low to moderate and, in all but times of crucial recession, competition
on this measure is not encouraged by the oligopolists controlling
supply. Rather, product characteristics and after-sales service are
emphasized and engender brand conservatism as a serious barrier to
entry in selling (Conant, 1953: 22; Wadley, 1970: 144).

The high income elasticity of demand, first postulated by Shearer
(1951: 412) and Phillips (1956: 93-97), has been pronounced in the
analyses. In a setback, the relative decrease in equipment turnover
exceeds any fall in farm revenue. Net earnings are applied initially
to consumer-goods requirements to maintain living standards.
Thereafter, loan repayments are met and the more divisible operating
inputs such as fertilisers bought but, unless a complete breakdown of
services ensues, machinery buying simply ceases until prospects
brighten. Much also depends on the association of farm equity to the
general interest rate and the availability of loans. In the past,
funding has been derived mainly from accumulated assets but, now,
commercialisation of agriculture has brought strong participation in
liquid capital markets (Heady and Tweeten, 1963: 268-69). Since
credit renders the product less sensitive to price and income changes,
some major equipment merchandisers have set up finance subsidiaries

as another form of non-price competition (see Diesslin, 1955: 22-28).
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Several other factors affecting demand may be noted briefly. At
least two analyses consider farm size a significant influence on
demand, reflecting the ongoing thrust for rural rationalisation and
the role of critical thresholds in investment. Stock levels have a
bearing, not only in the replacement function, but also in
precipitating the need for new components for integrated machine-
systems. Governmental subsidy programmes or investment allowances can
also stimulate sales, as can technological innovation (Allen, 1952:
351).

In sum, demand is highly susceptible to a number of institutional
parameters, foremost of which is farm income. Its volatility is
aggravated by structural elements. The effects of seasonality —- a
perennial problem for manufacturers -- are compounded in Australia
because farmers invariably delay purchasing until the crop and price
outlook is known. To spread production and contain inventory, prior-
season discounts on sales and definite orders are required. Despite
these incentives, specialised small companies can sufferitroughs
which pose problems in maintaining workloads for staff and dealers
(Figure 3.1). Throughout the industry, a marketing programme can
collapse at short notice because of adverse climatic influences,
leaving retailers with substantial stock carry-over. If extra floor-
planning is not forthcoming from commercial sources, a competitor's
only option might be a costly intercession to save key dealerships.
Predicated upon many other fluctuations are long-term cyclical swings,
to which agricultural industries are especially prone. Apart from the
usual shifts in the mood of the nation, primary producers and their
suppliers have to face the hardship caused by fire, flood, drought,
and commodity surpluses. All these vagaries, seen in relation to the
complexity and expense of equipment, make the industry one of the

riskier fields of business endeavour. Two main counters -- franchising
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in the marketing sector, and product and functional diversification
in manufacturing -- have contributed much to the size and structural
differentiation critical to the performance of machinery companies

in recession.

GLOBAL MARKET STRUCTURE: THE BACKGROUND TO
CORPORATE OLIGOPOLY

Technological innovation, in addition to demand inconsistency, has
been significant in shaping the current form of worldwide production.
Major development in agricultural equipment began in North America
in the 1830s with McCormick's reaper and Deere's steel ploughll. In
the ensuing expansion, patent acquisition was emphasized as a means
of broadening output ranges; early 'patent pools' gave way to formal
merger which, by the 1890s, was happening on a massive scale. This
strategy, which accomplished diversification to cope with the whims
of the market and realised economies of scale, was seen most spectacularly
in the emergence of Massey Harris in Canada in 1891 and International
Harvester in the United States in 190212.

After 1900, the advent of the internal combusion engine raised
entry thresholds in the production and distribution of all major
machinery groups. By the 1930s, when Ford had pioneered the lightweight
farm tractor (Conant, 1953: 35) and the combine harvester had been
developed, only companies with superior reserves were in a position to
exploit all the benefits of market leadership. Thus, before the
Second World War, the evolution of the North American industry was
virtually complete with Massey Harris, International Harvester, Case,
John Deere, Allis Chalmers, Cockshutt, Oliver, and Minneapolis-Moline
pre-eminent in the field. Since 1945, despite the strides of long-
line firms such as Ford and New Holland in the United States and

Leyland, David Brown, Fiat and Claas in Europe, no other company has
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joined the full-line set. Therefore, postwar free-world trade has
been ruled by a small clique of oligopolists. For two major lines,
tractors and harvesting equipment, exactly forty-seven per cent of
1966 output emanated from the three largest firms; four-fifths came
from about a dozen enterprises (Table 3.2). Tight concentration
reduced opportunities to expand penetration or production; combined
with wavering aggregate demand, it encouraged a multi-national and

conglomerate disposition among the principal undertakings.

The recoiling world market

The aggregate value of world exports of farm equipment --
comprised mainly of higher-priced items —-- rose by only three per cent
per annum from 1967 to reach $US2.16 billion in 1971 (Table 3.3). The
rather desultory progress is reiterated in United Nations production
statistics. Only one category —-— seeding and planting implements --
exhibited any appreciable uplift during the 1960s (Table 3.4).
Technological issues and agricultural rationalisation in advanced
lands {(the major consumers) now point to slow growth in the dollar
volume of total sales but an absolute decrease in the number of goods
required (Barber, 1971: 76). 1In many countries including Australia,
static or declining stocks of machinery on rural holdings augur poorly
for long-term replacement demand. Similarly, contractors who can
operate equipment at near-maximum efficiency are playing a greater role
in the developed lands so that, unless vast new acreages are opened up,
prospects for the industry in traditional markets are limited.

Although hopes are held for the emerging nations, their relative
purchasing power is presently low. In 1966, for example, they received
only one quarter of the world's equipment exports (Barber, 1971: 259).

The depressed state of global demand throughout the last decade



TABLE 3.2:

MARKET CONCENTRATIONS,

MAJOR AGRICULTURAL MACHINERY LINES,

UNIT PRODUCTION ACTUAL AND ESTIMATED, NON-COMMUNIST COUNTRIES, 1966

Unit Production

Firm Country Wheeled tractors Combine harvesters
of
Origin Number Percentage Number P
(thousands) 9 (thousands) ercentage
Allis Chalmers U.S.A. 15.50 1.91 9.00 7.31
Bolinder-Munktell Sweden - - 4.90 4.00
Brand n.a. - - 3.30 2.68
David Brown Britain 18.00 2.22 - -
Case U.S.A. 17.50 2.16 4.80 3.90
Claas Germany - - 22.00 17.87
Clayson (New Holland) U.S.A. - - 10.00 8.12
John Deere U.S.A. 78.00 9.64 15.00 12.18
Deutz Germany 17.00 2.11 - -
Fiat Italy 41.50a 5.13 - -
Ford U.S.A. 118.40 14.63 - -
International Harvester U.S.A. 108.00 13.34 11.00 8.94
Leyland Britain 15.00a 1.85 - . -
Massey Ferguson Canada 153.80 19.00 21.40 17.38
Minneapolis Moline U.S.A. 7.00a 0.86 - . -
Oliver (Cockshutt) U.S.A. 15.00 1.85 4.00 3.25
Renault/Porsche France 19.00 2.35 - -
Valonet Finland 4.00 0.49 - -
Versatile U.S.A. - a - 0.50 0.40
Volvo Sweden 14.70a 1.82 - -
Other (known companies) n.a. 9.40 1.16 - -
Other (unidentified) n.a. 157.20 19.50 17.20 13.97
Total non-communist 809.50 100.00 123.10 100.00
countries

a Actual figures, remainder estimates.

Source: Barber (1971:

132, 144).
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TABLE 3.4: PRODUCTION OF AGRICULTURAL MACHINERY BY TYPE, NON-COMMUNIST
COUNTRIES, 1961-70
(Million units)

?Fher Seeders | Combine Milking | Tractors
vear | Ploughs Ell}age Planters | Harvesters Threshers Machines | over 10 hp.

Equipment
1961 0.85 1.39 0.20 0.10 0.35 0.17 0.60
1962 0.91 1.21 0.20 0.11 0.34 0.15 0.61
1963 0.78 1.23 0.25 0.12 0.35 0.13 0.63
1964 0.77 1.28 0.32 0.14 0.36 0.14 0.66
1965 0.85 1.25 0.40 0.15 0.40 0.14 0.67
1966 0.91 1.35 0.40 0.17 0.42 0.12 0.73
1967 0.90 1.39 0.44 0.15 0.44 0.12 0.67
1968 0.66 1.22 0.51 0.13 0.44 0.11 0.69
1969 0.67 1.35 0.66 0.12 0.35 0.10 0.72
1970 0.65 1.25 0.70 0.15 0.26 0.09 0.73
Source: The Growth of World Industry 1970 Edition [Volume 2, Commodity

Production Data 1961-70]1, Department of Economic and Social Affairs,

United Nations, New York, 1972, pp.

375-82.
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resulted in a drive for operating efficiencies which impinged on

Australia even before the immediate rural crisis.

The struggle for economies of scale

Significant economies of scale attend the manufacture of most
classes of agricultural machinery and form an distinct barrier to
entryl3. A recent Canadian Royal Commission14 revealed that, as
volume in a specialised plant climbs from twenty to ninety thousand
tractors per year, unit production costs fall by nineteen per cent;
header supply offers comparable savings as a factory's output rises
from five to twenty thousand deliveries. In both cases, return on
investment is greater in the more sizeable operation (Barber, 1971:
85-107) . Thus, from the Canadian evidence, larger installations appear
to maximise efficiency. In theory, only nine establishments would
have been necessary to make the 809,500 tractors required by the
non-communist regions in 1966 assuming that all the availabie scale
economies were utilised (Table 3.2). However, not even the largest
concern (Massey Ferguson) had a works of the supposedly-optimal ninety
thousand unit annual throughput. Only five firms achieved the twenty
thousand level which the Commission held to be the lower limit for
a plant of 'efficient' size. Header manufacturing afforded even more
scope for rationalisation. In 1966, the German Claas enterprise alone
reached the twenty thousand annual unit output determined as the
minimum for 'efficiency' (Schwartzman; 1970: 83). Hence, in both these
major product areas, substantial worldwide economies were realisable,
but were precluded by excess capacity, prevailing competition and lack
of expansion in demand™ .

In this dilemma, three courses were open to participating

corporations, depending upon their structure, needs and age (cf. Steed,

1971c: 55).
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(i) Functional diversification. As an example of the many
organisations which adopted a conglomerate disposition,
Massey Ferguson increased its participation in industrial
and construction lines from ten to fourteen per cent of
aggregate sales turnover in the ten years after 1957
(Martinusen and Barry, 1970: 9; see also Mautz, 1968).

(ii) Manufacturing and administrative rationalisation. During the
1960s, centralisation of production was required as much by
a proliferation of models and options as by the move for
economies of scale —-- it simply became infeasible to
duplicate all product varieties at every plant. Control in
the industry was also focused by a series of takeovers such
as that of Oliver (1960), Cockshutt (1962), and Minneapolis-
Moline (1963) by the White Motor Corporation (Barber, 1971:
46) . In addition, co-operative distribution arrangements
were established by non-competing firms in certain countries.

(iii) Geographical expansion. Through this policy, enterprises
acquired a multi-national role (cf. Steed, 1971d: 90). ILocal
operations-units thus became responsible for domestic
production and marketing but were subject to head-office
co-ordination in other matters. The search for new outlets
made Massey Ferguson and its peers the foremost influences
in machinery supply in both North America and Europe and
also in most other non-communist areas.

All these strategies reflected the weight of scale factors in an
over-subscribed market. Yet, postwar Australian supply was most affected
by the third (geographical expansion), since an influx of overseas
corporations between 1955 and 1965 changed the nature of competition

and paved the way for some of the more drastic repercussions of the

rural setback. These impacts are examined after consideration of

pertinent features of the domestic situation prior to 1967.

THE AUSTRALIAN AGRICULTURAL MACHINERY INDUSTRY:
A TALE OF DIVERSITY
Wide variations in the corporate and geographical characteristics of
equipment suppliers at the beginning of the recession can be ultimately
traced to the industry's antecedents among the blacksmiths and
wheelwrights of a pioneer economy (cf. Wheelhouse, 1966). Three main
chronological phases distinguish the foundation and spatial decision-

making of the major manufacturers of farm machinery -- one of the
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country's oldest forms of secondary production (Bernasek and Kubinski,
1963: 463).

The first stage was one of initial expansion and lasted until
about 1900. Through innovative adaptation to large scale and, often,
rugged conditions, Victorian and South Australian entrepreneurs
engineered the rise of several prominent factories. 1In response to
a location offering ready access to the expanding Mallee cereal-growing
areas, the industry gravitated towards Victoria. By 1910, the State
was delivering nearly half the nation's value of machinery output.

The interwar period, constituting the second era, was marked by
consolidation and expansion within the existing framework (Table 3.5).
Despite the economic turbulence of the time, significant policies
which virtually determined postwar patterns of heavy manufacturing were
made. Tariff variations prompted the merger of Massey Harris with
H.V. McKay of Melbourne in 1930, thus linking a Canadian giant with
Australia's largest seller (Neufeld, 1969: 148). Further, the
completion of the International Harvester works at Ggelong (Victoria)
in 1939 allowed the first integrated production of tractors in
Australia.

Following the Second World War, excess demand for machinery
stimulated the entry of small manufacturers and repairers whose
sporadic location and subsequent growth compounded such diversity as
already existed. Together with the spate of distributorships negotiated
by international concerns, they caused a proliferation of establishments
which became the hallmark of the industry's third phase of development
(Table 3.5)16. In the mid-1950s and early 1960s, the 1lull in the
world market, Australia's benign political climate and favourable
long-term sales prospects encouraged foreign corporations to convert
these outlets into branches. Most new entrants took up light

industrial operations and assumed administrative control from former
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TABLE 3.5: GROWTH ON SELECTED PARAMETERS, AGRICULTURAL MACHINERY INDUSTRY,
AUSTRALIA, 1910-68
Value of
Loty | Factortes®| mmptoyees | SR 0| DRSO | commontany
June Added]
npes) e
1910 150 4868 3.12 1.64
1915 153 3606 2.60 1.27
1920 141 3116 2.56 1.39
1925 153 5535 6.57 3.28
1930 140 4463 4.79 2.82 General depression
1935 139 4202 3.94 2.07
1940 108 6379 5.67 2.52 Wartime production
1945 146 9149 13.18 7.17
1950 208 10454 28.37 13.97 Postwar sales boom
1955 308 12182 57.65 29.11
1960 404 11359 70.35 33.69
1961 450 11307 69.86 33.74
1962 497 11317 74.34 36.32
1963 533 11785 80.18 39.63
1964 566 13786 102.93 49.62 Short-term boom
1965 615 15582 117.37 59.17 i:diziii
1966 671 15069 105.08 56.02
1967 725 15280 126.93 69.66
1968 764 15759 131.81 69.41

a See Footnote Sixteen.

Sources:

(1)

(ii)

Australia, Commonwealth Bureau of Census and Statistics,
Official Year Book of the Commonwealth of Australia, various

issues, 1910-68.

Unpublished data for 1962-68 supplied by the Manufacturing
Industries Division, Commonwealth Bureau of Census and Statistics,

Canberra.
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assembler/distributors. Leyland (formerly Nuffield), Case, Allis
Chalmers, David Brown and Fiat selected head-office sites in Sydney.
By contrast, John Deere and New Holland chose Melbourne -- the latter

acquiring a substantial fabricating plant at Dandenong.

Aftermath of the influx

Australian machinery demand is deceptively small by world
standards, despite this country's vast areal expanse. Although
overseas products had been on sale since the end of the Second World
War, the insurgence of actively-competing organisations caused
a substantial degree of market fragmentationl7. In the late 1950s,
three contestants =-- Ferguson, Ford and International Harvester —-
were dominant. By 1966, companies less than fifteen years old accounted
for well over one quarter of tractor turnover and enjoyed appreciable
success in haymaking and harvesting deliveries.

In all sectors of the industry, returns were generally low over
the 1960s apart from the peak year of 1963-64 (Table 3.6). Given

their poor profit record, the tenacity of fledgling subsidiaries

e
PR

could be explained in three ways.

(i) To large corporations, marginal results were insignificant
and could be offset against anticipated long-term
profitability and the advantages of entry into
a politically-safe market in the face of declining world
demand (cf. Hunter, 1963: 15).

(ii) Import prices were so adjusted as to create factory profits
in areas with more favourable taxation. (Several other
intra-organisational reasons could have contributed to
a decision to limit returns to Australian operations.)

(iii) Many new businesses perform badly until the overheads of
establishment are taken up in sales volume.

Whatever the reason -- and, probably, the first had strong relevance
in a majority of cases -- the addition of two more distributorships
18

and absence of any notable amalgamations between 1963 and 1968



TABLE 3

.6:

SELECTED INDICATORS OF FINANCIAL PERFORMANCE

AGRICULTURAL MACHINERY AND AGGREGATE MANUFACTURING

INDUSTRY, AUSTRALIA, 1964-65 TO 1966-67>

Median of Seventeen Large Aggregate

Agricultural Machinery Manufacturing
Measure Manufacturers Industry

1964-65 | 1965-66 | 1966-67 1964-65 | 1965-66 | 1966-67
Operating profit/
funds employed 10.10 9.10 12.10 11.50 10.20 10.60
(per cent) .
Sales/funds .
employed 1.25 1.09 1.30 1.50 1.45 1.35
(ratio)

a The only period during the 1960s for which this type of data is available.

Sources: (1)

(i1)

Agricultural machinery industry:
Australia [Tariff Board] (1970: 80-81).

Aggregate manufacturing industry:
Australia [Tariff Board] (1972: 14).
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pushed the number of available international tractor brands to
fifteen. Twelve header lines were actively promoted. As sales of
each product in 1967 were 17,871 and 4,424 units respectivelylg, it
is obvious that the supply/demand equation was precariously balanced
even before the recession. Thus, through a combination of short and
long-term causes, global excess capacity began to pressure inventory
into the constrained Australian market and created an explosive

situation in which certain companies were finally overwhelmed.

The broad impact of market recession

The agricultural equipment industry is going
through the biggest discounting period in its
history, as manufacturers and distributors seek
to maintain their share of a shrinking market
...there are no signs of an early resumption to
more normal production levels (The Australian
Financial Review, 17 September 1970)

Before analysing the corporate behaviour of selected organisations,
the overall effects of the farm crisis on the agricultural equipment
industry should be summarised.

(i) Tractor and machinery imports (f.o.b. port of shipment) into
Australia peaked at $A72.43 million in 1968, suggesting
a high level of inventory formation before the recession.
Over the next three years, the value of overssss receipts
tumbled sixty-one per cent to $A28.02 million~ . Only
a marginal recovery occurred as conditions improved in 1972.

(ii) Wholesale machinery deliveries, on a unit count, fell by an
average of forty-five per cent in every major class between
1967 and 1312 (Table 3.7). Sectoral effects assumed great
importance ~ . In accordance with the income elasticity
hypothesis, higher-value items such as seeding and grain-
harvesting machines were the hardest hit. Tillage needs
declined in concert with the total fall but haymaking lines,
in response to diversification into livestock, performed
relatively well.

(iii) Machinery stocks, though perhaps a less reliable indicator
of change than deliveries, show a decisive pattern over the
study period (Table 3.8). Maximum inventory was attained
before 1970; minimum holdings were recorded in 1972. The
lag in movements in 1969-70 shows that a certain amount of
hedging as to the outcome of the downturn took place -- as




TABLE 3.7: DELIVERIES OF NEW AGRICULTURAL MACHINERY, UNITS BY YEAR,
AUSTRALIA, 1967-72
Type of Product Year Ending June Simple
Equipment Percentage
Change
1967 | 1968 1969 | 1970| 1971| 1972 | 1967-72
Tillage Disc ploughs 4878| 5279 4798 | 2169| 1773| 1867 -63.66
Rippers a 1810| 1505| 1431| 1091| 1123 -39.73
Chisel ploughs 1123 a 823 676 498 490 -55.56
Mouldboard ploughs 827 957 771 694 650 416 -21.41
Tine harrows 63322(62645|50115|22541 (20598 |30805 -67.47
(sections) b
Disc and other harrows a 5532 | 4269| 4610| 3872 3992 -30.01
Tine cultivators 8060| 7886| 7355| 4054| 3677| 4597 -54.38
Rotary cultivators 4181| 4094| 4038| 3578| 3435| 4351 -17.85
Average
~43.77
tillage
Seeding Drills (all types) 5341| 6223| 5091| 2197 1353| 1877 —74.67b
Fertilizer spreaders a 4514 3834 | 3507| 2695| 3306 -40.30
Bverage -57.49
seeding
Haymaking Pick-up balers 2907| 2075| 2354| 1828| 1080| 1088 -62.85
Forage harvesters 742 620 382 490 316 188 -57.41
Mowers (rotary) 4855 4532 3666 | 4912 4621| 5190 -4.,82
Mowers (other) a 3279| 3425| 2363| 1766| 1269 -46.44
Hay rakes 3689| 2336| 2744 2201| 1817 a —50.75b
Windrowers a 80 a a 59 25 —26.25b
Bale loaders a 1369 a 1448| 1155 922 ~15.63
Bale elevators a 918| 1388 922 797 541 -13.18
Average
-34.67
haymaking
Harvesting |[Headers (auto) 1873| 2156| 2028 812 461 531 -75.39
Headers (drawn) 2552 a 1964 675 382 538 -85.03
Average. -80.21
harvesting
Other Cane harvesters a 248 242 315 218 216 —12.10b
Grain augers a 4630| 4920 5459| 1585| 2069 -65.77
Posthole diggers 2773| 2481| 2173| 1924| 1180| 1180 -57.48
Hammer mills 1410| 1240| 1010| 1066 910 970 -35.46
Average ~42.69
other
ALl -44.73
machinery

a Not available in original data.

b 1968-72 change.

Source:

Machinery Statistics,

Australia, Commonwealth Bureau of Census and Statistics, New Agricultural

[Ref. 12.1], various issues, 1967-72.
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TABLE 3.8: STOCKS OF NEW AGRICULTURAL MACHINERY, UNITS BY YEAR,
AUSTRALIA, 1967-72
Type of Product Year Ending June Simple
Equipment Percentage
Change
1967 [1968 |1969| 1970 (1971 | 1972 |1967-72
Tillage Disc ploughs 2516 | 2583 | 1921| 1841 | 1504 630 -40,23..
Rippers a 403 | 236 415 326 218 —19.11b
Chisel ploughs a a | a a a a n.a.
Mouldboard ploughs 651 708 533 450 314 151 -51.77
Tine harrows 6157 | 7965 | 8695(20299 [ 9768 | 1839 -36.97
(sections)
Disc and other harrows a a a a a a n.a.
Tine cultivators 4724 | 4201 | 3661 3777 | 2613 | 1577 -44.69
Rotary cultivators 1606 | 2086 |2173| 1611 | 1139 | 1371 -29.08
Average
tillage -36.98
Seeding Drills (all types) 475 a a a a a n.a.
Fertilizer spreaders a 1733 | 1484| 1049 646 a n.a.
Average
seeding n-a.
Haymaking Pick-up balers 713 812 680 760 478 244 -32.96
Forage harvesters 16l 264 159 134 69 41 -57.14
Mowers (rotary) 541 | 1908 | 2901| 1601 | 1271 | 1008 +134.93b
Mowers (other) a 2412 | 1995| 1344 | 1264 671 -47.60
Hay rakes 885 | 1683 | 1378] 1112 724 a -18.19
windrowers a 61| e6| 88| 64| 50 +0.05°
Bale loaders a 367 151 273 138 a —62.40b
Bale elevators a 272 214 374 138 94 -49.26
Average
haymaking -16.57
Harvesting | Headers (auto) 400 744 549 905 655 322 +63.75
Headers (drawn) 261 415 593 636 421 174 +61.99
Average +62.87
harvesting
Other Cane harvesters a a 31 13 a a n.a.,
Grain augers a 1230 | 1400 626 580 303 -52.85
rosthole diggers 385 545 338 430 397 147 +0.03
Hammer mills 393 342 369 179 103 112 -73.80
Average -42.20
other

a Not available in original data.

b 1968-72 change.

Source:

Machinery Statistics,

Australia, Commonwealth Bureau of Census and Statistics, New Agricultural

[Ref. 12.1], various issues, 1967-72.
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distinct frgm the normal long cycle of production
scheduling =~. Nevertheless, stock run-down by 1972 was
considerable.
While the above measures point out difficulties in the machinery sector,
they say little of the tractor market. Here, optimism appears to have

been the keynote. Just after the 1964 boom, W.F. Baillie, writing in

The Australian Financial Review (12 February 1965), had predicted

agricultural requirements of twenty thousand units per annum in

a total market of twenty-four thousand with a three per cent growth
rate. Simultaneously, International Harvester had estimated that,
subject to "normal' economic circumstances, demand would climb from
twenty to twenty-six thousand units by 1969—7023. Such hopes were
dashed as sales failed to recover from the 1967-68 drought and, over
the following two years, crashed thirty-one per cent to their lowest
since 1956 (Figure 3.2). The severity of the situation warranted

a doubling of the 1966 bounty rate on domestic farm tractor production
by the Commonwealth Government as an 'urgent short-term measure in the
face of overseas competition‘24. A full-scale hearing on this segment
of industry was conducted in May 1971, in which grim forecasts of the
future of local suppliers were made25. Ford's predictions indicate
the general gloom of the period (Figure 3.2). The halcyon days of
1963-64 were long past as some companies came into dire financial
straits, with forced closure of wholesale facilities and atrophy in
dealer networks commonplace. In this manner, the incipient crisis
began to impinge on spatial decision-making, as shown in the later

analysis of the recession's ramifications on sample firms selected in

Chapter Four.
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FIGURE 3.2: Tractor market, actual and
estimated, Australia, 1960-75.
Sources: (i) Australia, Commonwealth Bureau of Census and

Statistics, Receipts, Sales and Stocks of New
Tractors, [Ref: 12.18], various issues, 1960-73.

Ford data from The Australian Financial Review,
21 May 1971.
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RESUME

A rural market contraction in the late 1960s prompted this study of
the Australian agricultural machinery industry. Product franchising
is well ensconced as a shield against the vagaries of the demand
function. In manufacturing, producers have diversified their ranges
to smooth seasonal and cyclical influences. This long-held strategy
has been largely responsible for the conglomerate, oligopolistic
nature of world supply, within which a number of major corporations
dominate the trade of most countries. By the mid-1960s, the global
market for farm equipment had been static or declining for some time.
Many new enterprises saw good sales possibilities in Australia and
established branches throughout the period 1955-65. Within the local
industry, demand was over-estimated and the resulting excess capacity,
fragmentation, and stock accumulation left an open flank for the
economic attack. An account of the effects on company distribution
policy and practice must await the necessary grouping of chosen

combatants in Chapter Four.
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CHAPTER THREE FOOTNOTES

1. Newspaper articles are drawn upon heavily in this Chapter.

Often, they are the only reference source available. They also
influenced much producer and consumer decision-making during the
recession era. See also Campbell (1969, 1971); Committee for the
Economic Development of Australia (1971); Davidson (1971); Australia
[Bureau of Agricultural Economics] (1973a, 1973b).

2. For more information on the wheat industry, see Campbell (1969).
There is also a prophetic series of fortnightly articles by E.J. Donath
in The Australian Financial Review, commencing 2 October 1964. Annual
reports of the Australian Wheat Board advance further information.

3. Campbell (1971: 72); TIrwin (1971: 31).

4. In 1971, the rural gross debt/liquid asset ratio reached 2.51
(Table 3.1). Trading banks, pastoral houses and other financiers
became concerned at the number of farmers who could not service their
debts, let alone repay the principal. They reacted by applying
stringent conditions on loan applications. See The Australian
Financial Review, 22 July 1970; also Australia [Bureau of Agricultural
Economics] (1972).

5. As shown in various issues of Australia, Commonwealth Bureau of
Census and Statistics, Official Year Book of the Commonwealth of
Australia, the area under wheat in Australia had climbed from 4.93
million hectares in 1959-60 to 8.43 million in 1966-67. Following
further moves into climatically-marginal regions and intensification
of landuse on existing farms, it rocketed to 10.85 million hectares
in 1968-69, only to be cut to 6.48 million by the rural crisis of
1970-71. Pushed by the wheat expansion, aggregate areas under crop
exhibited a similar movement -- from 10.57 million hectares in 1959-60,
to 16.02 and 18.99 million in 1966-67 and 1968-69 respectively, and
then back to 15.96 million in 1970-71.

6. The concern of farmers culminated in a ten thousand strong
protest march in Melbourne. See The Sun [Melbourne], 24 March 1970;
The Sydney Morning Herald, 24 March 1970.

7. About a dozen major studies of the recent Canadian Royal Commission
on Farm Machinery are referenced in Barber (1971). Several theses are
available -- Shearer (1951); Eckles (1953); Schwartz (1966); Wadley
(1970) . Published works include those of Phillips (1956), Wheelhouse
(1966) and Neufeld (1969). Significant articles have been prepared

by Zimmermann (1951: 156-75); Conant (1953); Phillips (1958);
Whitney (1958: 227-56); Slater (1960); Bernasek and Kubinski (1963);
Phillips (1966); Staiger (1970). A report by Pothecary (1970) offers
an interesting outside view on the Australian market during the
recession. Finally, papers by Lier (1971) and McLean (1973) reflect

a growing concern with agricultural mechanisation.

8. A search was conducted nationally through the rural press for old
franchise agreements. It was unsuccessful and most material in this
section was compiled from documents in company archives. Assistance in
historical research proffered by Mr C. Crennan of John Crennan and Co.
of Henty, New South Wales, and by Mr O.M. Gainger of International
Harvester is particularly appreciated.
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9. See Industrial Marketing Committee Review Board (1954); Wilson
(1965, 1968: 12-14).

10. Cromarty (1959); Griliches (1960); Heady and Tweeten (1963);
Rayner and Cowling (1967, 1968). See also a résumé in Wadley (1970:
18-27).

11. See Shearer (1951); Eckles (1953); Schwartz (1966).

12. For the merger of Massey Harris, see Neufeld (1969: 19); that of
International Harvester is described in United States of America
[Department of Commerce and Labor] (1913: 39-93); Eckles (1952:
97-109); Barber (1971: 38).

13. Bain (1954, 1956); Whitney (1958: 238-39).
14. See the reference in Footnote Seven.

15. Australia's domestic production of tractors and headers is highly
fragmented. Tractor manufacturing, with an output of less than five
thousand units per year, is a high-cost operation despite its
horizontal integration with other lines. Its viability depends on

a government bounty which approximates five to fifteen per cent of the
retail value of the average product. Concerning headers, an enquiry
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