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Preface

Agricultural product markets are receiving much attention from
economists. The industrialization of food processing in the past 50
years has aroused mixed emotions in the minds of many thoughtful
citizens. On the one hand, it has been welcomed as a source of
employment and economic growth, and of labor saving in the home.
On the other hand, the dwindling number and expanded size of
firms that process and market most food products has been viewed
as a potential threat to the public interest in competitive, efficient
food markets.

Private and public research agencies, including the U.S. Depart-
ment of Agriculture and universities, are examining this situation.
The Marketing Economics Division of the United States Depart-
ment of Agriculture is conducting a study of the economic conse-
quences of consolidation, integration, and merger among agricul-
tural product marketing firms. Studies are being conducted in
Washington and in universities on a cooperatively sponsored
basis. This book presents the findings of a recently completed
inquiry into the baking industry—the structure, conduct, and per-
formance of bread markets. Funds for this research were authorized
by the Agricultural Marketing Act of 1946, under a contract
initiated in July, 1957, between the Department of Agricultural
Economics, University of Nebraska, and the Economics Research
Service of the U.S.D.A.

The authors are grateful for the assistance of many individuals
and groups in the development of this study. Dr. Paul E. Nelson,
Jr., Head, Market Structure and Practices, U.S.D.A., was particularly
helpful in planning and initiating the research. Drs. Winn Finner
and Allen B. Paul contributed as U.S.D.A. representatives. Dr.
Charles C. Slater, Economist, Arthur D. Little, Inc., formerly with
the baking industry, acted as a continuing consultant to the study.
Much of the work would have been impossible without the gen-
erous cooperation of many individuals and firms in the baking
industry. We are also indebted to Eleanor M. Birch and to Drs.
J. B. Hassler, H. W. Ottoson, and C. J. Miller, Department of
Agricultural Economics, University of Nebraska, for their valuable
advice and critical comments. These and many others have contrib-
uted to the original design of the study, to the collection of data,



and to the analysis and findings presented here. The authors express
their appreciation to all and willingly share with them whatever
credit the study may earn. We reserve for ourselves, however, any
debits that may be charged against it owing to possible errors of
fact or inference.

R. G. WaLsu
B. M. Evans
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1/ Introduction

Baking is one of the largest industries in the United States.
Its sales, which exceed $4 billion annually, rank it third among the
food processing industries, and thirteenth among all manufacturing
industries. Bakery products account for nearly $1 out of every $10
spent by American consumers for food. Almost half of the domestic
consumption of wheat flour is in the form of bread, rolls, cake,
pie, doughnuts, sweet goods, and other perishable bakery products.
While this study encompasses the perishable bakery products indus-
try as defined by the U.S. Census Bureau, it focuses primarily on
wholesale markets for white bread.1

Since World War 1I, important changes have occurred in the
bread baking industry. A decline in the per capita demand for
bread products coupled with changes in technology and costs has
affected the relationships between baking companies, their market
behavior, and the resulting level of efficiency and price performance.
In an industrial economy, the farming, milling, baking, retailing,
and consuming functions are integrally related. Changes in the
organization and practices in one may induce changes in others.
The baking industry occupies a strategic position? in this process,

1. As shown in Table 1, the US. Census Bureau defines the industry to
include plants producing bread and related perishable bakery products, pri-
marily for sale off the premises. Plants producing crackers and related semi-
perishable products are not included. Nor are retail bake shops with baking on
the premises. Bakery product markets segment into sub-groups along distribu-
tive channels such as direct home service, multi-unit retail, wholesale, and
integrated grocery chain. Distribution wholesale to grocery stores is by far the
most important. Table 9 shows that white bread accounts for more than half
of the total bakery product. Individual bread markets are primarily in large
cities with a 100-150 mile rural fringe, where the cross elasticity of demand
among sellers’ products is economically significant. Willard Cochrane, “The
Market as a Unit of Inquiry in Agricultural Economic Reseach,” Journal of
Farm Economics (February, 1957), p. 23.

2. In 1958, the function of wholesale baking received 58 percent of the
19.3 cent average retail price per pound of white bread, as compared with
16 percent paid the retail grocer, 3 percent paid the miller, 15.5 percent paid
the farmer, and slightly over 7 percent paid for other functions in the process
of wheat marketing. Marketing Margins in White Bread, Miscellaneous Bulletin
712, Agricultural Marketing Service, U.S. Department of Agriculture (Washington,
D.C, 1959).
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and as a result, consumers, farmers, millers, and retailers, as well as
bakers themselves, have a vital interest in the way the baking
industry performs.

Changes in market structure and firm behavior in the baking
industry have been the subject of study and concern by several
interested individuals and groups. The U.S. Department of Agri-
culture has followed with increased concern the widening of the
market margin and the declining farmer share of consumer bread
prices.? The Senate Agricultural Committee has completed a study
of average cost and returns of bakery operations.t The Federal
Trade Commission has followed the pricing practices of many bak-
ing companies with frequent cease and desist orders.> The Justice
Department, through periodic prosecutions, has kept baking firms
aware of the limitation imposed by the antitrust laws.® 'The Senate
Subcommittee on Antitrust and Monopoly has studied the impact
of “discriminatory pricing” by large baking companies on small
independent bakers.” The industry has encouraged economic study
of the historic development of baking and changes in market
organization and practices.2 Most recently, the F.T.C. studied buyer
concentration and the integration of retail grocery organizations
into baking and other food processing industries.?

This study describes and analyzes: (1) the changes in the market
structure and organization of the bread industry, primarily since
1946; (2) the principal technological-cost factors associated with
combination-integration; (3) the related changes in price and non-

3. Ibid.

4. Cost and Margin Trends in the Baking Industry, 85th Congress, 1st Ses-
sion (Washington, D.C.: Government Printing Office, 1957).

5. For example: In the matter of Ward Baking Co., Docket No. 6833,
U.S. Federal Trade Commission, December 30, 1958,

6. U.S. vs. Continental Baking Co., American Baking Co., Colonial Baking
Co. (a subsidiary of Campbell-Taggart Associated Bakeries), Hart’s Bakery, et al,,
Dec. 18, 1958, Trade Regulation Report (New York: Commerce Clearing House,
1959), pars. 66, 345.

7. Administered Prices Bread Hearings, Subcommittee on Antitrust and Mono-
poly, 86th Congress, 1st Session (Washington, D.C.: Government Printing Office,
1959) , hereafter referred to as Hearings; Administered Prices Bread Report,
Subcommittee on Antitrust and Monopoly, 86th Congress, 2nd Session (Washing-
ton, D.C.: Government Printing Office, 1960), hereafter referred to as Report.

8. William G. Panschar, Baking in America, Vol. 1, Economic Development
(Evanston: Northwestern University Press, 1956); Charles C. Slater, Baking in’
America, Vol. 2, Market Organization and Competition (Evanston: Northwestern
University Press, 1956); Charles C. Slater, Economic Changes in the Baking
Industry, (Chicago: American Bakers Association, 1958).

9. Federal Trade Commission, Economic Inquiry into Food Marketing, Part
1, Concentration and Integration in Retailing (Washington, D.C., 1960).
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price behavior patterns of firms, and; (4) the impact of these changes
on industrial performance, particularly production, distribution,
and selling costs.

Theoretical Bases for the Analysis

Market structurel® refers to characteristics of market organiza-
tion considered important in determining firm conduct and indus-
trial performance. Market structural variables measured in this
study include the number and size of buyers and sellers operating
within the relevant markets, the extent to which firms sell identical
or differentiated products, the height of barriers to entry of firms,
and the role of mergers in structural change.

Market conduct refers to patterns of behavior that enterprises
follow in relation to their markets. Market conduct variables meas-
ured in this study include the methods employed by groups of firms
in determining price and output, sales promotion policy, product
variation policy, and various predatory and exclusionary tactics.

Market performance refers to the important economic results
of market structure and conduct patterns relative to the public
interest. Market performance variables measured in this study
include the relative efficiency of production and distribution as
influenced by technological advances, the size of operations and
the extent of excess capacity, the amount and type of sales promo-
tion costs, the improvement in quality of product, the price level
in large city and in outlying market areas relative to costs, and
the level of profits.

Market structure analysis is less concerned with the private
interest in the maximization of individual bakery firm profit levels
than with the public interest in greater per capita production,
more optimum distribution of resources, freedom of opportunity,
and the like. Other industry studies are currently under way to
analyze the impact of various economic changes on the individual
bakery firm profits.11

The need for further and continued research is evident from

10. Stephen H. Sosnich, “A Critique of Concepts of Workable Competition,”
Quarterly Journal of Economics (August, 1958), pp. 380—423. Joe S. Bain,
Industrial Organization (New York: John Wiley & Sons, 1959), p. 9. More
recently, Robert L. Clodius and Willard F. Mueller, “Market Structure Analysis
As An Orientation for Research In Agricultural Economics,” Journal of Farm
Economics (August, 1961) , pp. 513-553.

11. See, for example, Distribution: The Challenge of the Sixties, Report to
the American Bakers Association, (Arthur D, Little, Inc.: Cambridge, December,
1960).
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the findings of this study. One such area is the study of implications
for antitrust policy, and for other possible remedies which may
help achieve either adequate or optimum performance of the baking
industry. This study analyzes the costs to society of some strategic
deficiencies in the performance of bread markets, but it does not
“suggest for what purpose antitrust and other legislation might be
enacted, how it might be interpreted, where cases might be selected
for administrative and judicial action, what remedies might be
applied, and how the success of public policy might be judged.”!2
Specific policy recommendations would require extended investiga-
tion and analysis. There are no complete or final answers to all
the relevant economic and noneconomic questions, nor any solution
in the sense of a guaranteed long-run optimum performance of the
baking industry. This study should be viewed as a partial and first
approximation to be verified or rejected by further study.

The market structure framework outlined above permits inclu-
sion and use of the rich literature and theory recently developed
which relates to the explanation of changes in market structure
and behavior. Measurement of change in bread market conditions
is based on comparisons between variables at the beginning and at
the end of the time period under study. Explanation of the dynamic
factors underlying changes in bread markets relies, in large part,
on the many questions raised by oligopoly theory.

Oligopoly refers to an industry characterized by fewness of
sellers, and to the interdependent market behavior among them.
An oligopolistic market structure characterizes most bread markets.
Markets are served by a few large bread producers, with a fringe of
many small sellers some of which produce a specialty product or
provide a special service function. Entry into bread baking on a
significant scale is largely foreclosed except to certain established
retail grocery firms. With modifications appropriate to the baking
industry as subsequently outlined, oligopoly theory identifies impor-
tant factors that may be associated empirically with changes in
bakery markets.

Fellner suggests that oligopolistic markets may develop and
change because of changes in cost factors and because of changes
in the market power of participant firms.!® These two possible bases
for changes in market conditions are examined in this report:

First, that a dynamic variable tending to bring about economic

12. Sosnick, op. cit., p. 414.
13. William Fellner, Competition Among the Few (New York: Alfred Knopf,
1949), pp. 44-47.
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change in bakery markets is technical advance in bakery equipment,
in the transport and handling of bakery products, and in food
merchandising in general. The technological force is transferred
largely through its cumulative effect on cost economies in the pro-
duction and distribution of bakery products.

Second, the market power relationship between firms in bakery
markets as manifest in the interdependent practices of enterprises
with respect to pricing policies, nonprice practices and plant utiliza-
tion. Changes in market power between firms and segments of the
industry may have an important impact on several performance
dimensions, as for example, the maintenance of price stability and
profit goals; or the increase in price sufficient to cover the increased
costs of excess capacity and nonprice competition (advertising, prod-
uct variation, and services).

A further advantage of the market structure approach is that
it opens the door to some of the new special theory applicable to
imperfect markets. Modifications of the general theory of oligopoly
will be discussed: (1) Most oligopoly theory has dealt largely with the
relation between oligopolists as a concentrated group of large firms.
Vatter has explored the possibility of extending oligopoly theory to
deal with group inter-relations between the dominant few and the
small firm periphery.’¢ This study considers both, and explores the
possible impact of oligopolistic behavior by the dominant few on the
number and size of the small firm fringe in bakery markets. (2) The
small-firm fringe may affect the stability goal of the oligopoly core
through their lack of knowledge and/or rational economic behavior.
Also, knowledge within the oligipoly core may differ significantly,
thereby giving rise to independent behavior in place of the interde-
pendent type posited by general oligopoly theory. (3) Oligopoly
theory assumes enterprises have identical cost curves and, therefore,
is modified in this study to deal with changes in market positions
arising from secular changes (both shifts and shapes) in the cost
curves of interdependent firms as reflected in policies of capital
equipment adoption. (4) Aggregate demand for bread products is
exceptionally stable. Thus it is the extreme case in oligopoly theory
with respect to elasticity of demand, i.e.,, market price adjustment
may have practically no effect upon total quantity purchased. (5)
Market behavior of a bakery oligopoly may be modified from with-
out through its vertical relation with a group of large grocery chains.

14. Harold G. Vatter, Small Enterprise and Oligopoly, Studies in Economics
No. 4, Oregon State College (Corvallis, 1955), p. 4.
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The relationship may take the form of bilateral oligopoly or vertical
integration. In the case of bilateral oligopoly, grocery chains have a
position of strength by virtue of their control and allocation of retail
shelf space. Thus, the behavior of an oligopolistic baking group may
be influenced more by the behavior of an oligopsonistic retail groc-
ery group than by the behavior of consumers. For consumer prefer-
ence is modified by its reflection through a retail grocery group. Ordi-
narily, an oligopolist participating in a market would be a processor,
wholesaler, retailer or otherwise in a specific category. In this case,
however, many corporate and voluntary grocery chains integrate
vertically into bread baking, and thus compete directly with the
wholesale baker. The largest corporate and voluntary chains in retail
food markets may substitute a private label bread for that of whole-
saler brands while at the same time representing a bilateral force
of concentrated buyers from without. This combined relationship
may have important implications for economic stability and change
in bakery markets.

Sources and Method

Much of the work on this project has been assembling and
developing data bearing on changes in market structure and behav-
ior in the baking industry and interpreting these data within the
- general theoretical framework outlined above. The sources fall into
three main categories: (1) published material including investment
manuals, trade journals, annual reports of firms, studies by federal
agencies, congressional investigations, and industry studies by indi-
viduals; (2) direct interviews and questionnaires from a selected
sample of firms; and (3) engineering studies of optimum plant
operations and labor time estimates on delivery routes.

Published material is largely from two sources. The U.S. Census
of Manufactures for 1947, 1954, and 1958 provides bench marks
from which to measure the changes in number and size of firms,
the type of products produced, and the marketing channels utilized.
The transcript of Hearings in 1959 and subsequent Report in 1960
by the U.S. Senate Subcommittee on Antitrust and Monopoly pro-
vides much previously unpublished information on market struc-
ture and behavior in the baking industry. Both sources provide
reliable economic data. The Census provides aggregative industrial
and sub-industrial data, and the congressional committee, not
bound by the disclosure rule and armed with the power of sub-
poena, provides historic information on the market behavior of
individual firms. Both micro and macro data are available for the
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baking industry of a quality and quantity not often available to
the research economist.

Data available from published sources were insufficient for the
entire analysis. To estimate some of the effects of structural and
behavior change in the baking industry, it was necessary to develop
primary data bearing on cost-volume relationships in bread produc-
tion and distribution. No adequate empirical data for the analysis
of economies of scale or levels of plant utilization were available in
published material. One of the first steps was a lengthy survey of
wholesale bakery plant operations to provide the authors with a
general orientation into its characteristics. This 20-plant sample
provided an empirical basis for estimating under-capacity plant
utilization at three relevant levels—station (machine), cyclical
(within the week), and secular (average annual).

Independently, additional observations were taken on 23 whole-
sale and five house-to-house routes to illustrate the effect of volume
on per unit costs of driver-salesman distribution. When allowance is
made for changing volumes and factor costs these route observations
do not differ substantially from average cost data previously pub-
lished. Neither set of survey data, however, fully reflects optimum
operation at minimum cost levels. This is a limitation of the survey
technique in industrial studies in general.

The engineering economic approach is an alternative method for
establishing cost-volume relationships reflecting minimum cost levels
to analyze the effects of structural and behavioral change in food
processing industries.' It provides an empirical basis for economies
of scale in bread production. Engineering measures of machine per-
formance, labor time, and physical input capabilities were prepared
by bakery equipment manufacturers. These were combined with
accounting costs from published sources to synthesize cost budgets
for model bread plants of small, medium, and large size, with auto-
mated-batch and with continuous-mix equipment.

15. See, for example, L. L. Sammet, “Structural Trends and Economies of
of Scale in Agricultural Marketing and Processing,” Proceedings of the Western
Farm Economics Association (August 13-15, 1958), pp. 187-201.
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the Industry

This chapter deals with changes in the market structure or
market environment in which the production and distribution of
bread products occurs. Because the baking industry traditionally
has been considered one of America’s least concentrated industries,
it is important to consider recent changes in market structure
variables: the degree of seller and buyer concentration, of product
differentiation, and barriers to entry.! The transformation of an
industry from low to relatively high concentration, product differ-
entiation, and/or net barriers to entry may affect market conduct
and performance more than any other factors in individual capi-
talistic markets. Measurement of market structure variables in this
chapter provides a partial basis for subsequent explanation of
market conduct in Chapter 5 and market performance in Chapter 6.

Concentration in the Bakery Industry 1947-58

Measurement of market concentration requires that a definition
of the relevant market be specified. In the baking industry, firms
buy flour and other inputs in regional or national markets but sell
bread products in essentially local market areas. Thus no single
measure of market concentration serves all purposes. Selection of
the various measures used here is based on the assumption that
baking companies buy in national markets and sell in a number
of local markets defined by the states and large cities in which
plants are located. Moreover, bakery markets are segmented into
several distinct channels of distribution. The primary market for
bread products is via wholesale distribution through grocery stores,
and some is distributed wholesale to restaurants, hotels, and institu-
tions (Table 1). Also, grocery chains have integrated vertically into

1. Bain, op. cit., p. 211.
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the baking industry, and compete directly with baking companies
distributing wholesale to grocery stores. Some baking companies
have integrated vertically forward into retail marketing through
chains of retail bake shops and through home delivery service.
Measurement of market concentration here is at the aggregate indus-
trial, wholesale segment, and bread plant levels.

TABLE 1

NUMBER OF ESTABLISHMENTS, TOTAL VALUE OF SHIPMENTS, VALUE OF SHIPMENTS
PER ESTABLISHMENT, PERISHABLE BAKERY PrODUCTS INDUSTRY, UNITED STATES, 1947,
1954, Anp 1958

Average
Numbgrhof VTiOtal f Shiv;}::t(s)f er
Bakery Segment Rl Shipments Establishment
($1,000s) ($1,000s)
‘Wholesale
1947 5,019 $1,764,968 $ 351.7
1954 5,426 2,385,721 439.6
1958 5,199 2,807,650 540.0
Vertically integrated grocery chain
)1947egr grocery $ 150,174 $1,668.6
1954 142 265,851 1,872.2
1958 178 871,941 2,089.6
Home service
1947 624 $ 281,937 $ 451.8
1954 217 297,551 1,371.2
1958 361 363,987 1,008.1
Retail multi-unit
1,064 $ 219,812 $ 2066
1954 318 117,892 870.7
1958 247 155,945 6314
Total bread product industry
6,796 $2,404,000 $ 3537
1954 6,103 3,067,000 502.5
1958 5,985 8,699,473 618.1

SOURCE: 1947, 1954, and 1958 Census of Manufactures, Bakery Products, Bureau of the
Census, Department of Commerce (Washington, D. C.).

Note: Excludes products purchased and resold without further processing. Also, excludes
11,901 retail bakeries in 1958 and 12,611 in 1954 which were covered in the Census of Busi-
ness, Retail Trade. In current dollars, they had annual sales of $649.4 million in 1958 and
$581.9 million in 1954. While output may have increased slightly, the number of retail
bakeries declined by 710, or about 6 percent in this recent four gear period. Also excluded
from the above tabulations are bakery product stores with no paid employees. In 1958 there
were 4,752 such stores with sales of $79.3 million compared to 3,932 stores in 1954 with sales
of $59.7 million, both in current dollars. Combined, these small retail bakeries account for
about 16.5 percent of the estimated total bakery product sales of $4,428.1 million in 1958, a
decrease from 17.3 percent of the total of $3,708.6 million in 1954, and about 19 percent of
the total of $2,966.4 million in 1947.

Decreasing Number of Bakeries

The overall trend in the agricultural processing industries is
one of declining numbers of rival firms. The most dramatic change
in recent years has been a decline in the number of bakeries,
Between 1947 and 1954, the number of bakeries going out of busi-
ness was at a rate two-and-one-half times the rate for all food proces-
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sors. More than half of the postwar decline in total number of
processors in the 30 major food industries occurred in the bread
product industry.2 The number of food processing plants as a
whole has decreased at an average annual rate of about 0.5 percent
a year, while the number of bakeries has decreased at an average
annual rate of about 1.25 percent. For the nation as a whole,
the number of bakeries decreased from 6,796 in 1947 to 6,103 in
1954—slightly over 100 bakeries per year. This trend is continuing
although at a less rapid rate. The number of bakeries declined to
5,985 in 1958—approximately 30 fewer bakeries per year in the
most recent period for which data are available.

There have been important shifts within the bakery industry.
Some segments contained more bakeries in 1958 than in 1947. Table
1 shows that vertically integrated bakeries owned by chain stores
doubled in number from 90 in 1947 to 178 in 1958. The number of
wholesale bakeries increased from 5,019 in 1947 to 5,426 in 1954,
or by about 50 bakeries per year, but in more recent years decreased
at about the same rate to 5,199 in 1958. But the number of house-
to-house bakeries fell sharply from 624 in 1947 to 217 in 1954,
though they increased to 361 by 1958. Multi-unit retail bakeries also
declined in number from 1,064 in 1947 to 318 in 1954 and to 247
in 1958. In addition to firms going out of business, these divergent
trends reflect shifts in distribution patterns that result in reclassi-
fication by segment. According to Census procedure, a bakery is
classified in a particular segment if its distribution by the primary
channels of that segment exceeds in value its distribution by the
channels of any other segment. Many small bakeries that formerly
delivered primarily via high-cost house-to-house routes shifted to
restaurant and grocery store delivery and are now classified as
wholesale bakeries. Also, a change in Census definition of retail
multi-unit bakeries may account for part of the decline in numbers
of these bakeries between 1947 and 1954. Multi-unit bakeries pro-
ducing baked goods at each location for sale through a retail out-
let at the same location were included in the 1947 Census but
excluded in 1954 and 1958. Thus, a trend toward operation of multi-
unit bakeries, producing baked goods at each location, in super-
markets of grocery chains, not counted in the bakery industry in
1954 and 1958, would seem to account for some of the decrease in
number of multi-unit bakeries noted. For by 1959, some 38 percent

2. Forest E. Scott, “The Food Marketing Industries—Recent Changes and
Prospects,” The Marketing and Transportation Situation, U.S. Department of
Agriculture (Washington, D.C., November, 1957), p. 21.
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of all supermarkets ($1 million sales and over) had in-store bakeries,
and nearly half were operated by concessionaires.?

Increased Size of Those Remaining

Accompanying the decrease in numbers of bakeries is an increase
in the average size of those remaining. Table 1 illustrates this
trend for each of the four types of baking plants and for the indus-
try as a whole, as measured by current value of sales. When the 38
percent increase in the transfer price of bakery products from
1947-58 is removed, the real increase in average bakery plant sales
is $130,000 or an increase of 37 percent.

Industrial segments that experience the highest attrition rates
also have the largest average increase in size of plants remaining.
This relationship shows that bakeries going out of business are
usually the smaller producers. When all baking plants are classified
by size of employment and the number of plants within each size
group noted for each of the Census years, this tendency is readily
apparent. Table 2 shows that plants with 1-19 employees and aver-
age sales of §$75,650 in 1958 declined in number by 656, or 15 per-
cent, from 1947-58. Likewise, the number of plants with 20-99
employees and average sales of $686,070 in 1958 decreased by 207
plants, or 18 percent. On the other hand, plants with 100-249
employees and average sales of $2,757,050 in 1958 increased by 97
plants, or 23 percent. Large baking plants with over 250 employees
and average sales of $7,447,770 in 1958, increased by 46 percent in
the postwar years, to 184 plants in 1958. Census year comparisons

TABLE 2
DISTRIBUTION OF BAKERY PLANTS BY NUMBER OF EMPLOYEES AND AVERAGE VALUE
OF SHIPMENTS PER PLANT, BREAD ProDUCTS INDUSTRY, UNITED STATES, 1947, 1954,
AND 1958

Number of Employees

Year 1-19 26 - 99 100 - 249 250 or

more
( number of plants )

1947 4,492 1,648 426 126

1954 4,079 1,371 474 179

1958 3,836 1,441 523 185

(average value of shipments per plant)
1958 $75,650 $686,070 $2,757,050 $7,447,770

SOURCE: Census of Manufactures, Bakery Products, op. cit., p. 10,

Note: The 1958 Census shows that 708 plants, or 12 percent of all bakeries, had 100 or
more employees with average sales of about $4 million, and accounted for $2.8 billion or
about 70 percent of total bakery sales of $4.1 billion (includes resales and miscellaneous re-
ceipts of $0.5 billion).

8. Annual Report, 1959, Super Market Institute (Chicago, 1959), p. 9.
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(not shown) reveal that all of the increase in number of large plants
is in two segments of the industry, the wholesale and vertically inte-
grated grocery chain plants, while some 80-90 percent of the decrease
in number of small plants is in the home service and multi-outlet
retail segments—and the remaining decrease in small plants is in the
wholesale segment.

Share of Sales by Largest Companies

While the bakery industry as a whole has experienced a high
casualty rate, the largest companies have captured an increasingly
larger share of the industry’s sales. Table 3 shows that between
1947 and 1958 the share of all bakery business done by the four
largest companies increased regularly—from 16 percent in 1947 and
1950 to 20 percent in 1954, and to approximately 23 percent in 1958.
The four largest companies do a 50 percent greater share of the
business today than they did in 1947. Moreover, while the industry
grew at an annual rate of about 1 percent per year, the four
largest wholesale baking companies grew at an annual rate of
about 5 percent per year. As a result the total growth of the four
largest companies during the 11 year period accounted for all the
industry’s growth. These comparisons are made after correcting for
the 38 percent increase in transfer price of bakery products from
1947 to 1958.

While the Bureau of Labor Statistics reports that white bread
prices at retail increased 54 percent during this period, the 38 per-
cent figure is more appropriate for this industrial comparison; it
was obtained by dividing total pounds produced into total value
of sales of all bakery products, as reported by the Census of Manu-
factures for these years.

The baking industry, as a buyer of flour and other ingredients in
regional and national markets, exhibits a medium to high degree of
concentration. Kaysen and Turner classify an industry as concen-
trated (Type II Oligopoly) if the eight largest firms account for
33 percent or more of total industrial shipments and the 20 largest
firms account for 75 percent or more.t The eight largest baking
companies purchase about 32 percent of the total flour and other
ingredients utilized by the industry (Table 3), and it can be shown
that the 20 largest buyer groups purchase about 60 percent. Added
to the eight largest wholesale baking companies are the eight largest
integrated grocery chain baking divisions buying 89 percent of

4. Carl Kaysen and Donald F. Turner, dntitrust Policy: An Economic and
Legal Anglysis (Cambridge: Harvard University Press, 1959), p. 30.



TABLE 3

CHANGES IN CONCENTRATION AMONG THE EIGHT LARGEST BAKERIES AND COMPARISONS OF THE SALES OF THE EIGHT LARGEST BAKERIES WITH
TOTAL SALES OF THE PERISHABLE BAKERY PRroDUCTs INDUSTRY, UNITED STATES, 1947, 1954, AND 1958

1947 1954 1958
Total ‘Total Percent Total
Bakery Percent Percent of Bakery of 8 Percent of Bakery Percent Percent of
Bakery Sales* of 8 All Bakery Salesa Bakeries All Bakery Salest of 8 All Bakery
Group (million Bakeries Sales (million (percent) Sales (million Bakeries Sales
dollars) (percent) (percent) dollars) (percent) dollars) (percent) (percent)
Sales of top
two bakeries® 253.7 40.6 106 346.6 36.5 113 506.2° 445 14.1
Sales of top
four bakeries® 384.6 61.6 16.0 613.4 64.5 20.0 820.7 722 229
Sales of next
four bakeries 240.4 384 10.0 3373 35.5 11.0 8159 278 8.8
Sales of eight
largest bakeries? 624.9 100.0 26.0 950.7 100.0 31.0 1,136.6 100.0 31.7
Total industrial
sales 2,403.6 100.0 3,067.0 100.0 8,579.0 1000

SourcE: Concentration in American Industry, Report of Subcommittee on Antitrust and Monopoly, 85th Congress, 1st Session (1957); Census of Manu-
factures, op. cit., p. 4; Moody’s Industrials.

# Industry value shipments, bread and related products; does not include products sold but not produced. Excludes non-bakery sales.
» Continental Baking Co. and General Baking Co. in 1947; Continental Baking Co. and American Baking Co. in 1954 and 1958. Moody’s Industrials.

¢ Add to ? above, Campbell Taggert and American Baking Companies in 1947; Campbell Taggert Baking Co. and General Baking Co. in 1954 and
1958. Moody’s Industrials.

4 Includes in addition to the foregoing, Ward, Interstate, Langendorf, and Purity Bakeries in 1947; Ward, Interstate, Langendorf, and Omar in 1954;
Interstate, Ward, Langendorf, and Southern in 1958. Moody’s Industrials.

e Includes estimated sales of firms acquired by Continental in 1958. Excludes non-bakery sales.
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total bakery supplies, and the 258 independent baking companies
buying about 16 percent of total bakery supplies through three
purchasing cooperatives. This leaves unaccounted for only one of
the largest 20 organizations buying bakery supplies.

Another relevant consideration is the level of concentration in
wholesale baking, the largest and most important segment of the
industry, as Table 1 shows. While the eight largest baking companies
account for about 32 percent of all bakery industry sales, they
share about 42 percent of all wholesale bakery business. It is true
that smaller independent bakeries still do more than half (58 per-
cent) of the wholesale bakery business, but many of these have
become affiliated with management cooperative groups to achieve
some of the advantages of buying (as noted above) and merchandis-
ing available to the largest companies.? Although such organizations
date from 1922, they have become increasingly important in recent
years, until in 1958 around $570 million or more than 36 percent
of the sales of the smaller wholesale baking companies are made
by the 258 members of three cooperative groups. These organizations
rival in size the largest wholesale baking companies. For example,
the 120 members of Quality Bakers of America, the largest of the
bakery cooperatives, have combined sales of over $280 million. If
the annual sales of the eight largest wholesale baking companies are
added to the sales of the 258 bakeries affiliated with the three man-
agement cooperatives, these 11 large organizations combined account
for approximately half of all sales by the baking industry and for
two-thirds of total wholesale bakery sales.

Significant changes have also taken place in the multi-market
organization of wholesale baking. In the postwar years, there were
seven wholesale baking campanies that owned 20 or more plants
each. Generally speaking, each of the seven companies operated in
20 or more markets. In 1947, they operated a total of 203 bakeries.
By 1954, they had increased this to 260 bakeries, and they expanded
further to approximately 300 bakeries in 1958.% Comparing these
findings with Census data reveals that the smaller companies owning

5. Hearings, op. cit., p. 6035 ff. Affiliations of independent bakers provide
small business members with advice and guidance comparable to that available
to the largest baking companies in the following areas: accounting and cost serv-
ice, advertising, dealer relations, insurance analysis, laboratory, engineering,
management, personnel, production, sales promotion, sanitation, supplies pur-
chasing, transportation, and brand franchise. Average sales of affiliated bakeries
are $2.2 million as compared with average sales of $3.2 million by the 351 plants
of the largest eight baking companies, and average sales of $0.6 million for
all bakeries.

6. Moody’s Industrials.
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two or more bakeries declined sharply from 141 in 1947 to 98 in
1954, to 78 in 1958, and the number of plants they owned declined
from 753 in 1947, to 479 in 1954, to 380 in 1958. Not only is the
number of multi-plant companies declining, but also the largest
wholesale baking companies have expanded their operations hori-
zontally into more and more markets. This increased horizontal
integration brings under unified control bakeries operating very
similar production and marketing functions in an increasing num-
ber of bakery markets.
TABLE 4

DISTRIBUTION OF BREAD PLANTS BY CAPAcCITY PER HOUR AND OwNERsHIP, UNITED
STATES, 1958

Next
- e sl tGme o g
Plant Capacity Com%:zlaiees Com(;):i:iees Compaatﬁies Other Uo.t;.
2,000 pounds per hour
(from 1,000 to 2,999)
Number 16 12 14 814 856
Percent 8 17 17 82 63
4,000 pounds per hour
(from 3,000 to 4,999)
Number 125 37 49 113 324
Percent 62 51 59 11 24
6,000 pounds per hour
(from 5,000 to 6,999)
Number 45 19 13 54 131
Percent 22 26 16 6 10
8,000 pounds per hour
(7,000 and above)
Number 17 4 7 14 42
Percent 8 6 8 1 3
Total bread plants
Number 203 72 83 995 1,353+
Percent 100 100 100 100 100
Median plant capacity
(pounds) 4,800 4,800 4,000 2,500
Annual capacity®
Million pounds 7,016 2,788 2,390 17,910 50,104
Percent 23 9 8 60 100

Source: Calculated from data (flresented in Report, op. cit.,, p. 105; and 1958 Census of
Manufactures, op. cit., pp. 10 and 18.

= Baking plants with 90 percent or more specialization in bread and bread type rolls.
Practically all of these plants (1,234) are wholesale bakeries. These 1,353 plants had sales
of $1.5 billion in 1958. An additional 1,114 baking plants had 51-89 percent specialization
in bread and bread type rolls, and sales of $1.5 billion in 1958. Estimated total sales of
bread and bread type rolls in 1958 were $3.3 billion, slightly more than half of which was
produced in plants with less than 90 percent specialization in bread and bread type rolls,
and not shown in this table.

b Takes into account allowance for breakdowns, holidays, etc., which decreases the number
of three-shift operating days to 300 annually. Bakeries of approximately 2,000 founds per
hour capacity had total annual capacity of 12,500 million pounds or 41 percent total U.S.
bread plant capacity. Bakeries of approximately 4,000 pounds per hour capacity had total
annual capacity of 9,300 million pounds or 31 percent of total U.S. bread plant capacity.
Bakeries of approximately 6,000 pounds per hour capacity had total annual capacity of 5,700
million pounds or 19 percent of total U. S. bread plant capacity. Bakeries of approximately
8,000 pounds per hour capacity had total annual capacity of 2,600 million pounds or 9 per-
cent of total U. S. bread plant capacity.
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Another consideration relevant to this study is measurement of
the bread plant capacity owned by the largest baking companies,
and the distribution of that capacity by size or scale of plant. The
1958 Census shows that 1,853 baking plants specialized 90 percent
or more in the production of bread and bread type rolls with an
estimated annual capacity of 30 billion pounds. The tabulation of
bread plant capacities in Table 4 shows that the largest eight whole-
sale baking companies own about 32 percent of the estimated annual
capacity of bread plants. This is very close to their share of total
bakery sales. But the largest four and largest eight wholesale com-
panies operate a disproportionately greater share of the larger capac-
ity plants, as do the eight largest bakery divisions of integrated
grocery chains. It is true that many smaller companies operate
medium and large bread plants, but fully 82 percent of the 995
bread plants owned by the smaller companies have productive capac-
ities of less than 3,000 pounds per hour, while this is the case for
only about 12 percent of the large wholesale and grocery chain com-
panies. These findings as to size of bread plants have important
implications for production costs of large baking companies as
compared with their smaller competitors, to be discussed in Chap-
ters 3 and 5.

Seller Concentration in Bakery Markets

The industry may be further classified according to the geo-
graphic extent of market areas in which bread products are sold.
Despite a freight absorption system of pricing, high transportation
costs combined with perishability and bulk of the product necessi-
tate 80 to 100 separate and semi-independent bakery markets.” The
radius of market areas has widened from an estimated 50-100 miles
in 1946 to about 150-300 miles in 1958. This development has not
altered the fact that bread markets consist, typically, of a metro-
politan area and a ruralurban fringe.

It is true that a small percentage of variety breads, cakes, sweet
goods, and other bakery products of higher value to bulk ratios are
frozen and transported longer distances than white bread. But only
within rather strict limits may market cross-over be accomplished
even with these higher value products. Roughly, transportation costs
are increased one-half cent per pound for every 50 mile extension
of the market area.

Most bread is distributed within 50 miles of its production point,
in keeping with the concentration of population in metropolitan

7. Arthur D, Little, Inc, op cit, p. 73.
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centers. It is not unreasonable to accept the individual market as

the -logically and empirically relevant

unit for consideration of

economic organization, conduct, and performance in the bakery
industry. Each market constitutes a group of rival sellers supplying
close-substitute outputs to common buyers, where there is little or

no inter-penetration of markets.

Consequently, even though the industry is composed of more
than 5,000 firms, its anatomy does not conform to the structural
assumption of the usual competitive model, but has many oligopo-

TABLE 5
MARKET SHARES OF THE SEVEN

LARGEST WHOLESALE BAKING COMPANIES AND

MAJoR GROCERY CHAINS INTEGRATED INTO THE BAKING INDUSTRY, 27 SELECTED

METROPOLITAN MARKET AREAS

PERCENT

OF MARKET
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Source: Compiled by E. T. Sperry from newspaper
as summarized in Hearings, op. cit.,, p. 6146.

surveys of consumer bread purchases,
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listic characteristics. Although individual companies are of insig-
nificant size in terms of the nation’s total bakery business, they may
be very important in the markets in which they operate. For exam-
ple, whereas Continental, the country’s largest baking company,
does only 9.3 percent of the industry’s total bakery business, it
does more than one-third of the bread business in many of the
markets in which it operates (Table 4). Typically, the largest bakery
in a bread market does more than 30 percent of the business, the
two largest bakeries about 50 percent, and the four largest over 65
percent (ranges from 46 to 92 percent).

These general estimates are based on tabulations by the authors
of newspaper surveys of consumer bread purchases in 27 large city
markets located throughout the country. Cities selected are shown
in Table 5. Reliability of these estimates is considered good; sample
size ranges from 1,200 to 6,000 households per city, and samples
were drawn on a probability basis.

Another measure that reflects more closely than national figures
the level of concentration in the industry’s market areas is a special
tabulation of concentration on a state basis. It can be demonstrated
by the use of Census data that concentration in states is considerably
higher than for the nation as a whole (Table 6). In 1954, in three
states the four largest companies did over 80 percent of the total
bakery business; in nine states the four largest companies did more
than 70 percent of the bakery business; in 16 states the four largest
companies did over 60 percent; and in 23 states, the four largest
companies did over 50 percent. In only three states did the four
largest companies account for less than 30 percent of the bakery
business. This tabulation, however, generally understates the con-
centration in bread markets since the geographic extent of bread
markets does not typically correspond to state lines and the area of
the state is nearly always greater than t