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INTRODU CTION

The production of iron in Asmerica began in a limited
ares east of the Alleghenies, centered around Philadelphia,
which was also a p#ingipal port of entry for foreipgn iron,
As early as 1750, pricing was done on a rudimentary basing
point structure. Apparently, all prices on domestic iron
‘wore quoted on & Philadelphia base and were higher in the
outlying territory where the iron was actaaliy made, The
manufacturers absorbed freight in order to move their iron
to the central market, wharé it competed with foreigm iron.i

with the tremendous growth of iron and steel capacity
at Pittsburgh, Philadelphla did not keep its position as a
base, and by the middle of the 1880ts, three ateel plants
in New Jersey and Eastern Pennsylvania began quoting prices
from the Carnegle Plant in rittsburgh. This marks the real
beginning of the basing point system of pricing in the
United Statas.ﬁ This pricing method slowly extended to other
steel products and producers through the medium of wvarious
pools, trade sgreements, and trade assoclations. By the

aﬁrly 1900ts, the basing point system was in,genaral use

1, The Basing Point Problem; Temporary National Fconomic
CommitLee ﬁcnagraph 42, (Washington, 1941), p. 41

2. Fritz Machlup, The Basing Point System, (Philadelphia,
1949), pp. 17-807 Frank A, retuer, it Basing roint
Pricing," American Economic Review, xxxvill (1948),
pp. 815-16, Prolessor retter mentions that the German
Stesl Cartel practiced basing point pricing in the
1870ts, and suggests that the American companiss
probably patterned on this model,




in the steel industry under the leadership of the United
States Steel cnrparatian‘l Thus, the first industry-wide use
of delivered pricing ocourred in the steel industry under
the 61& "pittsburgh~plus systamaz

Shérﬁly‘afuav in&uatrﬁéwida use of delivered pricing
had been achleved in the atde1 industry, the Portland Cement
Industry adopted & very similar pricing formula. This was
probably because the Hni&ad_&tatea Steel Corporation had
become the largest single producer of Portland Cement in
~ this country, Unlike the steel industry, however, the cement
industry sadopted a multiple basing point system and became
the first Industry in America to use more than one basing
point&ﬁ

After the adoption of delivered pricing by the producers
of Portland Cement, the use of basing points spread quite
rapidly to other industries., Little information regarding
the spread of delivered pricing is available, but at least
twenty industries have used the 3ystem.4

legal action against the basing polnt system began in
1520, when Western steel consumers protested to the Federal
Trade Commission that steel prices were too high and were
being fixed by collusive practices.’ Since that time, court

e }éﬂ@hlﬁp, 2%6 &&t; Ps 20,

2‘. Ibm,.‘ p'ﬂ ‘. )

Se m!& _ ‘

4, Y014, See also for a list of industries which are now
using, or have used, the basing point system.

5‘ xbid&ﬂ’ Pe 66.



;aﬁtiﬁn on this iasua‘hui been almost continuous., Pinally,
on,A§r11 26, 1948, the Supreme Court handed down a daeieima

in & case agalnst the use of dslivered priecing by the pro- .
 dugers of Portland comant.l This case, it 1s thought by

many, will have the affaéb of making the use of basing points
in any industry illegal. More recently, in the spring of

' 1949, the Supreme Court handed down a decision against the

use of delivered priexﬁg by‘tha makers of rigid steel con~
duit.g This case has rad the effect of atrong%hﬁﬁing~tha‘
belisef that ultimately basing point pricing itself will be
declared illegal if it can be proven the result of cﬁnspirﬁey.a
At the present time, the Congress of the United States is con=-
sidering various proposals for clarifying the status of the
basing point system. As yei, nothing conclusive has been
decided.

While it 1s still uncertain what the exact legal status
of basing point pricing will be, some induct:ias, ineluding
the steel industry, have abandoned the bsaing‘paint‘ayauem
and are now pricing on an entirely different bvasis.

SCOPE OF THIS STUDY

This study will be confined to a discussion of the

possible implications of the abandonment of the basing point

1. F@daral Tra&e cammisnion v. The Cement Inatituts, 338 VeSs

‘ , ¥ : SUTE df’Appoal :

175 zxgzsi Tha high eourt decision 1s racardaa in 1949
and is not yet availabdble,

5+ of, New Republic, July 18, 1949, p. 23,




system of pricing by the 'atrqal industry in Utah. Por purposes
of comparison, a rather detalled discussion of the basing
point system will be included, and to clarify the present
legal status of delivered pricing, some court history will
be summarized. Without doubt, a new pricing policy in the .
steel industry will have some rather far reaching effects,
both on other iIndustries and upon the economy of this region.
These possible effects will _ba“aiwusaed.

| PURPOSE OF THE STUDY o

The abandonment of the basing point system of pricing
by the steel industry creates many problems as to the adjuste
mentz which will be n.auna#&ry under the new pricing system.
It will be the aim of this study to ascertain the possible
nature and extent of these adjustments, and thelir effect,
both upon the Utah ateel industry an«i upon the economy of
this area. Since the abandonment of basing point pricing
is a rather recent development, this thesis, of necesalty,
will be in the nature of a predlctlon as to some of the
possible economic implications of this action.

METHOD OF ANALYSIS

Not enough time has elapsed since the stesl industry
abandoned the basing point system to make any important
decisions on the basis of an empirical study. For this
reason, the method of this study must be confined to a de-
termination of the possible Implications through the use of
economic analysis, Although much has been written about



~ the possible effects and.aﬁtanﬁant adjustments since the
 abolition of deliversd ﬁricing became a possibility, little

or nothing has been said about what might be the effeects on
',4a,§artinulap'industry, ahé‘the consequent effects on the‘ﬁcon~
~ oumy 6f‘a particular aréa;,'For thls reason, the use of exlste
- ing material will be confined to those statements which can

be applled to this particular study.



THE BASING POINT SYSTEM
BA CKGROUND

There are certain common characteristics among the In-
- dustries which have adopted a system of dalivareﬁ,pri@ing.l
No attempt will be made at this time to say which of these
characteristics are c&uaau ané which effects of ﬁhﬁ basing
point system, Such & discussion can be more profitably under-
taken later in this paper,

~ First, in nearly every industry, frelight costs are an
. “important element of the delivered price.? It is necessary
"th&tlthib"bé“fﬁa'eaSé'for‘any commod ity where the price is

'quoted on a delivered basis. If freight costs were trivial,

the buyers would not be very concerned about the point of pur-
chase, and any scheme to equalize freight costs would be
superfluous,

Second, the Industries are usually characterized by a
high degree of geographic concentration of production and e
limited number of producera.s‘whia characteriastic 1s most
easlly seen In the steel industry. Here, productive capacity
is located at the source of one of the raw materials rather
than at the principal market outlets. The effect of this

type of locational pattern is to create areas where nuch more

1. The term "dellvered priecing” will be used interchsngeadbly
with "basing point priecing®, throughout thias paper. Actually
"delivered pricing® is a broader term and includes zoning
and national uniform sales price schemes as well as the
basing point method, Most writers on the basing polnt system,
however, use the term as a synonym to basing point pricing.

2. nudigy‘F* Pegrum, The Regulation of Industry, (Chicago, 1949),
L 15, k

Se Ibidg, p. 118,




of the product is produced than can be consumed in the mmﬁmt‘
tmmediately surrounding the production point, The basing
point method allows ths h1gth concentrated production centers
t6 meet prevalling grices‘in;marafﬁiaﬁant market areas.l

Third,nthevtotal,daﬁnna for the product is usually com=-
paratively inelastic from a price standpoint, while the mar-
ket 1s such that the potential demand for the indivudual pro-
ducer?'s product is highly élnaticsg This means that in the
absence of control, the market might’?ery well be comparaw
tively'cumpatitive were it not for freight differences, which
in some cases may be effective barriers to widespread compe=
tition,

Pourth, the industries have comparatively high fixed
costs,d This means that there 1s constant pfasaure on the
individual to expand his own output, Also studies in the
steel industry have shown that variable costs remain constant
over & rather wide range of output.4 This means that the
average cost per unit deelines until a large output level
has been reached. Thus, the individual producer 1s always
striving for enocugh market outlets to allow him to producé
near capacity. The basing point system allows the individual
producer to expand sales on a geographic basis without upe
setting the price structure of the local market.

1. TuNeE:sCe Monograph 42, p. 25.

2. Ibid., p. 16,

Se m«; Ps 22

4. IbIJ. Also, Price Discrimination in Steel, TWNeE.Ce
mmph 41, P .310




Finally, use of the basing point system requires some

organization within the‘ihdusﬁry using it. This gives rise
to the laét charactariatic_o: industries using this pricing
ﬁathod, i.0., ccﬁc&ntrﬁtioﬁ_bf power within the industry cither
| . through the medium of dominéting firms, traae’asaociatianﬁ, or

V priée leadership, It has been argued that industries using
‘the bésing point system are of the type which would ordinarily
have an adminiatefed priae'in any casa.l | |

| OPERATIOR
Indispensable to the cparatimm of any delivered pricing

system, 1s publicapion of the various base prices by the pre-
" yiously designated basing points, In the steel industry,

this was done by the Iron and Steel Institute. Equipped with
this information, the individual producer finds it relatively
»simple to compute the delivered price to any possible destina~
tian; In order to facilitate eamputatién of delivered prices,
a rate book is usually published in caﬁjunctian with the base
prices. These rates may or may not coincide with the actual
V>freight rates. When rallroad freight rates change, the old
rate book 1is usually used untll suech time as a new one can be
ccmputed.g Although the system 1z extremely easy to use, it is
very preclse, and in at least one case, it has been shown that
prices submitted by cement producers on a government order

were preclsely the same to five decimal places .

1. Fortune, xxxix (194%), p. 211,
2, ¥achlup, gg, clt,, pp. 201,
Se Ibid’, Ps &0



Keeping the participants in line is a comparatively
simple procedure, If one of the producers quotes a price
which ig not in line with the price which would result from
use of the pricing formula, the other members can retaliate
Ey making this producerts mill an involuntary besing goint
with a very low base ﬁriﬁﬁ;"iwhis means that sales in this
producerts area will be made'anvthe basis of a base price
which may not even cover costs, The other members can di-
vide the business In thisvaraa in such a way as to suffer
only very slightly from the artificlally low price. After
a short periocd of this, the recalcitrant producer usually
conforms., This practice is known to have been successfully
used in at least ona‘inatanea.l It should be pointed aﬁ%,
however, that resort to sction of this sort is very rare
since 88 a rale members of the system conform because it
iz to thelir advantage to do so. This slmplicity in operae
tion of the basing point system should not be confused with
the vastly more complicated results, The basing point system
has been called the ",,,most intriecately confusing phenomenon
of modern capitaliamy”a

VECHAK ICS | |

In order to determine what some of the possible Impliw
cations of the abolition of the basing point system might be,
it is first necessary to define precisely what the system 1s,

1, cf. 7loyd pPord, "Economlc and ILegal Implications of the
gement Decision,™ Proceedings of the Twenty-third Annual
Conference of the Pacific (oast Lconomic Association,

. {Ioas Angeles, 194B) ' ' -

2, Fortune, xxxix (1949), p. 211,




and what some of its effects have been. It 1s for this pur-
pose that the following discussion is included.

The single basing polnt system was the first to be used
in this country and is the simplest type of delivered pricing
scheme. Thils systgm‘exiata when the sellers of a particular
produet figure freight charges on thelr product from one nar-
ticular product flgure frelght charges on their product from
one particular mill or clty. Thus, for example, if there are
several widely scattered mills producing identical or nearly
identical products and all the mills charge freight on their
shipments as if all shipments had originated st one certain
mill among them, this constltutes pricing by the single base
method. The single base method 1s important only from the
standpoint of historical development. It was the first step
in the evolution of the modern basing point eyatems.l |

The nmultiple basing point system is the type most widely
used in recent years.2 This method of delivered pricing iz not
=so simbie or readily understandable as the single base method,
It exlsts whore the sellers of a particular product figure
freight charges on their sales from a group of previously
designated mills or citles,. The multiple-base system differs
from the single base system only as regards the number of
points designated as bases or basing points, The rule under
maltiple basing point pricing is that of the various combinae-

tions between base prices and freight costs, the one resulting

1. Mﬂc'hluz}, Q‘Ec Gi‘t.p PP 17«20,
2. Ibid,

10



in the lowest delivered price 1s selected by each seller as
the applicable or gavarniﬁg.basa for his price quotation,
{Ses fig. 1). This usually means that the seller will come
bine the base price and freight coats of the nearest basing
point to the buyer in computing his price. This would be
fhu case unless the‘base»ﬁricevaf the nearest base point was
kigh enough to more than offset freight charges from a more
distant base point. (See £ig. 2).

Since all the mills sell to any consuming point as if
the product had been shipped from the basing point whose
base price plus freight made the lowest sale price, mill
net or actual amount receivaed by the producer after freight
has baanpcchéider&d, will v&iy‘according to the proximity
- of the seller to the buysr in terms of freight, If the seller
is in a less fortunate position freight-wisze than is the
governing basing point, he is sald to be at a frelght dlsad-
ventage and must resort to frelight absorption to make his
sale., (3See fig. 3), If, on the other hand, he 18 in s
comparatively better position freight-wise to the buyer than
is the governing basing point, he haa what is termed a freight
advantage and ia the reciplent of phantom freight, or payment
for freight charges which do not exist. (See fig. 4). Since
freight 1s nearly always figured on the basis of rail ship-
ment costs, a seller may be at a freight advantage and receive
phantom freight 1f there 1s some alternative cheaper method
(for example water transportation) of shipoing his product to
the buyer.

11



One of the most important outgrowths of delivered price
ing 1s the practice of market penetration. Since all mills
use the basing point which results in the lowest delivered
 price to eny particular buyer, it is possible for them to
compete in any market, regardless of how far it is from
their plante. Thus, In figure 1, even though A is the logical
supplier of the market X, and can supply this market and reale
ize a higher mill net price than can the other plants in thie
diagram, the other plants can and do sell at X &t the same
delivered price as quoted by A even though they realize lower
mill nets on thelr sales. "Varket penetration occurs con-
.stantly becauge most of the larger producers (of steel) in
order to operate at a low unit cost compete in all of the
ma Jor markets for the products they make. Consequently,
while one mill sells for delivery at pointes nearer tc other
mills, it finds that more distant mills are making sales

for delivery in territories neavrer to it."l

These ghipments
have been called "cross hauling," It is suggested that this
term bte glven & more definite meanirg, and confined to shipw
ments of identical products which occur at about the same
time .2 {See fig. 5)e

Ordinerily, the natural market territory of any producer
is thourht of as the territory in which thie particular seller
car make sales at a2 lower price than can any other seller of

the same product, It 1s readily apparent that this could not

l1e TuTWTeCy Monograph 42, npe 34-6,
E.- Ibid.



be the case under a system of delivered pricings When every

geller quotes the same priée to every buyer as is quoted by

every other seller, regardless of dlstance from the buyer,

the old concept of the natural market territory is no ionger

valid. Thus, the natural market territory of a seller in a

basing point system 1is defined as that area In which the mill

can use a dellvered price calculated on the basis of its own

base price plus the acﬁualyfréight to the point of consump-
tion. (See fig. €). The 111l has a conmpetitlive advanbape

in selling in its own natural market territory, but it must
ebsorb freizht In order to muake sales In the natural market

territory of any other base mill, Thils means that when the

mill sells in some othor millts najtural market territory it

mugt receive a smaller mill net return than that made on
sales In its own territory. (See fig. 7).

The existence of & non~base mill does nob alter the
natural market area under the basing polnt system since in

no case are prlces ever cﬂm&ﬁted on the basls of a non-base

mill. (Sce fig. 6)s I, however, the non-base uill becomes ;Jf'

& basing point, the natural market structure 1is altered drase..-

4 3

tically. (566 fige. 8)s 1In this case, the new base mill has
1ts own market ares and the old basing polnts must now come
puto prices to consumers In this area on the basis of the
new polintts base price and freight costs.,

The abtove dlscussion of the mechanlies of the besing

ooooo

L



point system and the waammnﬂng diagrams present only a

very brief and incomplete picture. 1In the opinian‘éf the
writer, these i1llustrations do, however, contain the essentials
of the syaten,

A discussion of "extras” has been deliberately omitted
from the discussion In order to simplify it, "Extras" are
kamaunta added to, or deduﬁﬁeé from, the base prices announced
for product classes in order to take care of the particular
buyer's specificatlons of size, special qualilty, speclal treatw
ment, or quantity.l Prices quoted for delivery at given desti-
natlions, which include "extras", are called net delivered
pricees Omission of "extras" from the above discussion in no

way invalldates the discussion.

14



Note: The following eipht diagrams were either taken directly
from, or inspired by, those appearing in T.N.E.C. Monograph
No. h2, PPe. 33""1‘00

THE BASING POINT METHOD
Figure 1: Determination of the poverning base under a multiple
base system,
The basing point at A is governing for sales to the consumer
at X, The other basing points would have to compute prices
on this base,
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THE BASING POINT METHOD
Figure 2: Illustration of case where nearest base to consuming
point is not the governing base,
Both A and B are governing bases to consumer X,
Only A, however, governs to consumer Y, even though A
is further from Y than is B, This is because of the
higher base price at B,

- Bosng Fot . e Fomt

Price Y46

FIGURE 2
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THE BASING POINT METHCD
Figure 3: Illustration of freight disadvantage and freight
absorption.
Mills at B and C are at a freight disadvantage to consumer
at X as compared with mill at A, To make sales at X, they
must absorb freight,
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THE BASING POINT METHOD
Figure L: Tllustration of freight advantage or phantom freight.
Mill at A has lowest base price plus freight to X,
Mill at ¢ charges the same delivered price. Having a
freight advantage of $1 over A, c realizes a mill net
$1 higher than A, This #1 is phantom freight. Note
that mill ¢ is a non-base mill,
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THE BASING POINT METHOD
Figure S: Tllustration of cross-hauling,
Products shipped from A to Y so past products shipped
from B to X, This involves cross~hauling only if:
1. The products shipped are identical,
2, Shipments occur substantially at the same time,

(ézzsamny %.wf_ ekt y % 2
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THE BASING POINT METHOD
Figure 6: Illustration of natural market territory under the basing
point system.
Mills at basing points A and B realize full base prices
on sales in their respective natural market territories
as described by the boundary 0-0. Non-basing point mill
at ¢ has no base price and meets the delivered prices of
A and B when it sells in the&r respective natural market

territories. ,mﬁQWWQ%%gﬁé
Rt iy

©
_ ,5?5’/&7 B - 533/)77 Fout-

@&e@m Yuo - Bose Froe *0

0
. 30 un dﬁ_hj/ ,,,,,,

FIGURE 6
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THE BASING POINT METHOD
Figure 7: Tllustration of how shipping beyond boundary of natural
market territory reduces mill net.
When mill B sells to X, its mill net is #i0.
When mill B sells to Y, its mill net is only %37,
1, Freight is #2 higher,
2. Delivered price is %1 lower.
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THE BASING POINT METHOD
Figure 8: Illustration of the effect of naming a new basing point.
After C becomes a basing point, the boundary 0-0 that lies
between A and B ceases to be significant. Mill at C then
has a natural market territory bounded by N-N and N'-N',
in which it establishes lower delivered prices than A or
B. To sell in this territory, mills at basingAFQints A

and B must now,ﬁbsorb freight,
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LEGAL ASPECTS, LEGAL DEVELOPMENT, AND IMPORTANT CASES
INTRODUCGTION

The basing point system may be attacked in the courts
under the Sherman Act, thﬁ clayton Act, or the Faderal Trade
Commission Act. Suilt has’ been brought under all thrae of these
laws, Sucecessful prasedhticn, ‘however, has rasultad:an1y~under
5.#ha ﬂlaytun and Federal Tradu cammission Acts. |
i The followlng is a 1iaﬁ 0r the possible legal proviaiana
under whinh the gﬂvernmant could ask the courts to condemn the
.baaing~point-aystem as ased collectively by an industry. As
Bt&tad above, suceasaful‘ﬁﬁmp#eutian has resulted only in cases
based upon those portions of the Clayton Act, and the Federal
Trade Commission Act, which are listed below.
1, If the system arises as a result of agreements whose existe-
ence may be proved directly or inferred from thelr effects.
(Sherman Act, Sec. 1)
2, If the system is maintained by competing sellers who are
aware that concerted asction is contemplated and invited,
(Sherman Act, Sec. 1)
5. If the asystem enables a large firm to lmpose its price
policy on the smaller firms in the industry and is thus a part
of an attempt to monopolize, (Sherman Act, Sec. 2)
4., If the system is the result of agreements designed to avoid
price competition. {(Federal Trade Commission Act, Sec. 5)
8. If the system 1s maintained by competing sellers following
a common course of action which results in a limitation of price

competition. (Federal Trade Commission Ac¢t, Sec, 5)



6. Ir it eﬁnaﬁitutes conscious parallel action resulting in

a limitation of price competitlon. (Federal Trade Commission
Act, Sec. 5)

7. If members of the system are gullty of charglng different
prices to different buyers, not justifled on the basis of cost.
This constitutes a lesseniﬁg of competltion, and price dlscri-
mination, (Clayton Act, Bec. 2, as amandedqby the Robinsonw
Patman Act) | |

8. If the charging of different prices to different buyers is
not Justified on the basis of cost and imposes upon small come
petitors substantial reductions in income, Jeopardizing the
continuance of effective competition by these sellers and cone
stituting price discrimination. (Clayton Act, Sec. 2, as amend-
ed)

9, If charging different prices to different buyers not justi-
fled on the basls of cost causes substantisl differences in the

profit margin of the buyers of the product which may effectively

reduce competition., (Clayton Act, Sec. 2, as amended)
10. If the system cannot be jJustifled as a method of meeting
lower prices of a competitor in good faith, because systematic
discrimination which eliminates or reduces competition cannot
at the same time be s meeting of competition In goocd falth,
(Clayton Act, Sec. 2, as amandad)i

It has taken & total of 25 court cases and declsions to

reach the conclusion finally arrived at in the Cement Case.

l, Ma thlup, QEG Qitjg‘ Phe 42«3,
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The adjudication began in 1910, and has extended to date.
The cruclal i1ssues in deciding the question of the legality
of the basing point system were (1) whether the system was
based on collusive or concerted action in restraint of come
petition and (2) whether iﬁ‘involved price discrimination
injurious to cempatitianwl

There follows a brief history of significant court de-
cislons as they have developed through the years. These cases
ha#a been dlvided into industries because this method of pre~
senting them seems most loglcal,

STEEL

The first large scale use of delivered pricing was the
Pittsburgh-plus system which was used in the steel industry
from about 1909 until 1921, In 1921, the Chicago producers,
suffering from unused capaclty, broke away from the Pittaburgh
base and began gquoting their sales on a Chicago base. This
same year, the Federal Trade Commiaslon, after recelving many
complaints from the Western steel consumers, begen an inves-
tigation which ultimated in a complaint againgt the United
States Stesl Corporation,

In July, 1924, the Federal Trade Commission issued an
order to the Corporation and 1ts subsidiaries to cease and
deaist from the Pittsburgheplus practice, The order specif-
ically stated that prices were to be based on the cost at
the mill plus freight (actual) to the point of destination,

1. Ibid“b, pe 47,



{(This would be true f,o0.b, mill pricing.) The effect of the
order wes not the abandonment of the basing point system,
but simply the changing of the system by incressing the num-
ver of basing points from ﬁ aiﬁgie to & multiple base plan,
This bad the effect of bringing sharp reductions in prices
west of Chicago and the Western consumers were satisfiled
for the time, The Federal Trade Commissionts order appliled
only to the United States Steel Corporation and its subside
iaries, so a large portion of the steel industry remained |
under the old system. In apite of the fact that the order
was openly vielated,l no further attempts were made to en-
force it. Even the announcement of new basing polints pro-
ceeded only very slowly, For several years, the only effect
of the order was an Increase in the number of mills deslg-
nated as basing‘pointa.g

with the coming of the great depression in the 1930%'s,
there developed some open price competition in the sale
price of ateal, This outbreak of price competition was
stopped thrangh the use of gcvernmantal power delegated to
the large steel producers on the theory of industrial self-
government under the National Industrial Recovery Act of
1933« The regulations of the N.R.A. Code of Fair Competi-
tion restored the rule of the basing point system, and
probably made it more absolute than it had been before.

1. E&ﬁhl“ﬁ Qit: 13- 67,
2e Ibiﬂ.tg én_gs !
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All the rules which had been secret and voluntary now became
public¢ and compulsory. The bas ing point system was enforced
by means of prohibitive fines., When the N.R.A. was declared
unconstitutional in 1938, a?a‘df}t\he period of self government
' of industry was ended, thaﬁrieing practice in the steel ine
duatry continued undisturbeé. The apparatus of price control,
no longer lsgalized, had to gd unﬁaréraund.. There iz evidence
that the rules of the N.R.A« cada not only continued in effect,
but were amended and supplemented after ite diaaolu’cian.l

In March, 1938, an smendment to the Federal Trade Com=
mission Act, provided that every order of the Commission
should become final, and its violatlons punishable, unless
a petlition for review was,.fiiaé in the Cireult Court of Appeals.
This new provision of the law forced the United States Steel
Corporation to file & Petltion for Review in May, 1938, asking
the Court to set aside the 1924 order of the Federal Trade Com-
mission. Neither the Commission nor the Corporation were anx-
ious to press the case, however, and little action was taken.
At this time, the Commission had begun its case against the
Cement Institute, and 1t seemed likely that this case would
provide the basls for settlement of the Steel casa.g

The War again postponed asction, and in 1946, the United
States 31:331 gorporation filed a "petition for a Clarification

1. Machlup, g%' cit:t, p. 693 CuRa Daugherty, ¥.Ge de Chazean,
and S8, Tton, The Economics of the Steel Industry,
© 2 vol, (¥ew Yark, 1937Y, p. 1005,
2. Mﬂﬂhlu)?, OP. \'Jito’ Pe 71.
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of the Order under Review." The Corporation asked the Court
to modify the order of the ?ﬁdﬁ?&l Trade Commisslon in such
8 WAy aa'ta\aliminate the prébibihion against frelght absorpe-
tiﬁn,‘ Thé answexr to this cumévin the form of the Cement Deci~-
sion handed down in 1948, 3:;.’-11 1947, the Commission issued N
,Camplainb against thﬁ(ﬁmariédh Iron and Steel Instiﬁﬁta and
101 firms in the stesl 1ndustry, The Complaint charged the
firms with having followed, "...a common and cooperative
course of action in their;¢;nse'of basing point practices.”
The 1ndmstry 414 not give up its legal battle with the Fed=-
eral Trade Commission, end continued to insist before the
Commission as well as before the Court, that its basing
point system was laﬁfulg At the same time, however, it dis~
continued using the basing point system (July, 1948) and
started selling steel on an f.o0.b. mill basis, It explained
this action by pointing to the fact that the system had been
declared illegml.

This decision by the steel industry to abandon the basing
poing aystemfwas apparently part of a grand strategy for taking
the case to Congress to obtain apacial‘lagialation.l The method
chosen served to raise steel prices and thus to create a demand
for return of the "cheaper" basing point system, If the tran-
sition from the basing point system to uniform f.o.b. mill
pricing were to be made without increasing the average mill

net price, this average mill net price would have to become

1. Ibid., p. 723 The Iron Age, July 1, 1948, p. 119.
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the uniform f.0.b. mill price. Base prices are usually set
at a high enough level to allow for freight abaorg%i@n.' To
set tha}fgo,b‘ mill price,\imate&d, at the level of the fore
~ mer base price was to raise prices quite deliberately and
was by no means a necessary consequence of the transition
‘, to the unirbrm.f.o.b; milljpricing formala. This price ine
crease was made possible by the combination of the cost in-
cﬁaasaa and the excess of demand over exlsting capacity in
the early post-war era, s well as by a high state of organi-
zation within the industry. Most cbmervers agree that this
price increase was contemplated whether the basing point sys=
tem was abandoned or not, It offered an excellent opportunity
to put the new f.o.b. mill pricing system in an unfavorable
light at the outset. Combined with the price increase, were
the difficulties of adjusting to a new pricing system, as
woll as threats on the part of steel producers that reloca-
tion of plants to conform with the new pricing system would
be very costly and would further ralse prices, These and
similar items were used by the steel Industry to put the
new system at a dlsadvantage with the public from the start.
The management of steel malkes no secret of ite dezire to re~
turn to the old, more controllable system. It 1s at present

doing everything in its power to bring about this end.l

1, Norman Foy, "The essentials of the Steel Producers Right
to Compete," Delivered Pricing and the Puture of Amerlean
Business, The heconomic institute of the united States
Thamber of Commerce, (Washington, 1948), pp. 127-135,




30

CEMENT
gourt action againat the use of basing point pricing in

the cement 1nﬁuatry-waa begun in 1923, The District Gdurt
declided that there was. ﬁﬁlawful combination in restraint of

trada in the industry. The eement producers under the 1aad~

’”_~arship of the Cement Asaociation anpaaled the casze to the

Supreme Court, In their_c;se, the cement producers tried to
préve that uniform delivered prices were a natural result of
perfect oompetitibn. In the words of the Court: "A great
volume of testimony wss 21so0 given‘by distinguished economists
Iin support of the thesis that in the case 0of a standardized
product sold wholesale to fully informed buyers, as were the
dealers in cement, uniformity of price will inevitably result
from active, free, and unrestralined competition."l The Court
was persuaded by this argument. 1t was thus that In 1025 the
miltiple basing point system in the cement Industry was, In
effect, sanctloned by the Supreme Court.

There seems to be but little doubt that price competition
was gbsent in the cement industry since the base prices remain-
ed unchanged from January, 1933, to June, 1938. Also, the ine
dustry was brought together by mergers so thet by 1937 the
five largest firms in the industry controlled over 39 per cent
‘of tue total capacity.

1, CGment Manufacturer's Protective sssoclatlon v. United

Sta : 025 ). Also for & similar
ﬁfif?ﬁhnt made by the representatives of the steel industry
see: T.K.E.C. Monograph 42, p. 52.




- In 1937, the Federal Trade Commission lssued a Complaint
against the Cement Institute and 74 cement companies, The
‘proceedings in thils case ihcluded ;aatimmny~aa to the facts
as well a# the economic issues involved, and a large number
of academic economists were called as expert witnesaes,
Fihally in July, 1943, the Commission lssued a Cease-and-
Desist Order, The (ement Institute and the companies ﬁppaalad
to the courts., The first decision was handed down by the
Circult Court of Appsals in 1946‘1 Thia decision set aside
the order by the Federal Trade Commission and in effect sance
tioned the use of multiple basing point pricing, The Federal
- Trade anmmiasion appealaa this decilalon to the Supreme Court
of the United States, which in 1948 set aside the decision of
the lower Court and upheld the Commissionts order by a 6 to 1
majorityug

The Federal Trade Commission'!s order was upheld by the
Supreme Court on two counts, The first was that the basing
point system, as used by the cement Iindustry, was unfalir com-
petition in violation of the Federal Trade Commission Act.

The second was that the industry's use of the system consti-
tuted systematlc price discrimination injurious to competition
in vielation of the Clayton Act as amended by the Robinsone
Patman Acts The Court rejected the contention that price
discrimination inherent in systematic freight absorption 1s

1. Aetna Portland Cement Company v. Federal Trads Commission,

L 2+ 8 ] ¥ ».
2. Federal Trade Commission v, The Cement Institute, 333 U.S,.




lawful as a price reduction, "made in good falth to meet

an equally low price of a campetitor.“l This provision of

- the Robinson~Patman Act bears, according to the court, only
on ",..individual eamgetiﬁive situations, rather than upon
a general system of ccm@etitinn."&

As was the case in the steel Industry, the cement indus-
try uvsed the transitlion from basing point to f.0,bs mill prio-
ing as an excuse for ralsing prices. This was possible in ce-
ment, as in steel, because at the existing prices, demand had
been in excess of the existing capacity of the industry. At
present, the cement industry is also making every effort to
return to basing point prieing.s

 CORN PRODUCTS

The corn products or corn derivatives industry is concerne
ed with the production of such things as corn syrup, glucose,
corn sugars, dextrins, starches, and corn oils, Corn syrup
is the chief sweetening ingredient in nearly all sorts of
candy and is also widely used in Jellies and jams., Corn pro-
ducts are also found in baby's formula, canned fruit, bread,
book bindings, soap, and numerous other articles found in
everyday use in almost any household.

The corn products industry was quite competitive in the
beginning, but it eventually became consolidated into the

l. Ianguage of Section 2b of the Robinson«pPatman Act, If this
can be proved, prosecution is not possible.

2+ From the majority opinion in the Cement Case sited above.

3. ¥achlup, op. cit., p. 83.
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hands of a few'praduaara‘thraugh a system of margera.l The
merpgers were demlarea.ta;ha'illegai in part, so ﬁhﬁ\inﬁustry
resorted to trade associﬁt@ana to conduect its pfiag policy.
The flrst scheme used waév“& single baging point system with
néll pfices issued on a éhicégs‘base, mhis was abandoned after
a time, and a mltiple basing point system combined with zone
pricing was sdopted,> |

| The Fecdersal Trade G@ﬁﬁiésion issued a Cease-and-Desist
order to two of the firms in the industry in 1938, 1939, The
pfa&ucers apnealed to thé courts for rellef from these orders,
and in April, 1945, the Sﬁ;&reme Court handed down two decle
sions. The first of these decislons was handed down 1n what
iz ecalled the Corn Products Cases, 1In this csse, the plants

of the company were locsted in Hansas City and nrices were
based on delivery from Chicago. chief consumers of the pro=-
ducts of this company were eandy producers, The effect of

the company's price poliey was to glve & competltive advane
tapge to the producers located at Chicago as sgairat those
located closer to the plants. The Supreme Court found that
the differences in price could not be lustified by differences

in cost such as would have made them lawful under the Clayton

1., Ibid., pe 84. By 1906 the Corn Products Refining Comnany
controlled 1004 of the production of glucose. The National
starch Manufacturing Company controlled 80% of the starch
production In the United States,

2. Iid., ps« 86, Packaged goods were sold by zones ond bulk
go0Gs were sold on a basing point arrangement.
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Act as amended, The Supreme Court upheld the order of the
ﬁummiaaien.l ,
The second of theao‘dﬁciaiona was handed down in what
48 called the Staley ﬂnuﬁ;gJTha‘Ebaley Plant was located in
Decatur, Illinois and it‘taaybaued its prices on a deiixbrad«
from-Chicago basis. Thﬂidisérﬁminatien and injury ﬁriaing
from this pricing praetic9 una mich the same a&s that in the
Corn Products Case. Staley, however, offered the defense
that its price policy was direscted at meeting the prices set
by Corn Products. The Court said that "...the Commission's
conclusion seems inescapable that respondentts discriminae
tions, such as those between purchasers in Chlcago and
Decatur, were established not to meet equally low Chicago
prices of competitors there, but in order to establish else-
where the artificially high prices whose dlscriminatory effect
permeates respondents entire pricing system." As & result of
the above named decisions, four trade assoclations which had
performed services helpful in ensuring observence of the
basing point rules were dissolved in September of 1946,

The Federal Trade Commission found it necessary in June,
1947, to proceed with a new complaint against 19 firms com=-
prising about 95 per cent of the industry. Among the firms

are the two who lost their casses before the Supreme Court in

1. corn Pra&ueta aefinin_ co: Federal Trade cCommission,

2. Federal Trade CQmmﬂusion Ve A+Es Staley Manufacturing Com=
any }e
3, GoTwin D E&wnrda, "The Effect of the Recent Basing Point
Decisions upon Business Practices," The American Economic
Review, xxxviii (1948), p. 830,




the above decisions, The Commission charges that the Indus«~
try is sti1l fix&ag_prieéS'en a Chiocago base as well as indulge
ing in other collusive practices, This complaint is still in
the courts at the time of this writing, but if the Commission
1s upheld, the Corn Products and Staley Cases will be viewed
&8 special cases Iin an m&ﬁatry-vide colluslive plan.1
STEEL CONDUIT

The Federal Trade Commisslon 1ssued a Cease-and-Deslist
order to the Rigid steel Conduilt Assoclation in connection
with thelr pricing practice. In this case, the Commission
found not only that the producers had consplred to adhere to
a pricing plan, but also that each individual producer had
adopted the basing point system in the knowledge that the
others were doing likewise., This action constitutes 1llegal
elimination in violation of the Federal Trade Commission Act.Z
The Association appealed this order to the courts. The Circult
court of Appeals upheld the Commissionfts order and the Associa~-
tion appealed the case to the Supreme Court. In April, 1949,
the Supreme Court by a 4 to 4 decision upheld the decision of
the lower caurﬁ.ﬁ This case was viewed as being easpecially
significant since 1t was, In effect, a test of strength for
the Cement Decislon.

1. Ibid., p. 8351,
2' m;; pt 855‘ v ‘ -
3. George J. Feldman, "Basing Points and the O'Mahoney Bill,"
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PROBABLE LEGAL STATUS

In all the above cases, the Court and the Commission
have based all their decisions upon the existence of a con-
spiracy to fix prices, sometimes accompanied by a conspiracy
to restrict competition in other ways. The Commission's proe-
aaedinga have not been directed ngninat the baaing point sys~
tem E__yaa, but egainst conspiracy or collusion resulting in
price diserimination which, in its turn, i1s a departure from
price competition, This has created a vast amount of 8pe cu=
lation on the part of academic economists, government employ-
ees, and businessmen as to the exact legal status of the
basing point practice,

In the hope of clarifying the lssue somewhat, the

Temporary Natlonal Economic Committee made the following state-

ment in 1041:

"Extensive hearings on basing point systems show
that they are used in many industries as an effec~
tive device for eliminating price competitlon.s.
The elimination of such systems under existing
law would Involve & costly process of prosecuting
separately and individually many industries, and
place a heavy burden upon antitrust enforcement
sppropriation... We therefore recommend that the
Congress enact legialat%an declaring such pricing
systems to be 1llegsl,"

Congress took no actlion on the T.N.,E.C, recommendation at the
time because the War had begun in Europe and Congress was
busy with defense preparations.

1. Final Report and Recommendations, T.N.E.C. Document 35, -
WA sﬁi'ﬁég'o"n'”, Iel)
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After the Cement Decision in April, 1948, clarification
of the legal status of basing point pricing systems seemed to
become & pressing need, Speculation as to the implications
~of this decision has appeared on all sides, and has been
extremely varied. Justice Black of the Supreme Court made
a staﬁamant implying that the Cement Declsion would make
basing point pricing 1llegal in nearly all cases, Mr, Lowell
ﬁason of the F.T.C. echoed this sentiment when he said, "I
bellieve that an individual delivered price system is out, I
believe that freight absorption 1s out, I believe zone prices
are out."x On the other side of the argument iz the statement
of Mr. Robert Freer, Chairmen of the Federal Trade Commission:

" "yow in the light of that analysis, I would just
like to offer two conclusions for you., The first
is that basing point and delivered price systems,
as guch, are under no speclal attack. In proceed-
Ing against collusive price fixing, and injuriocus
discrimination, the Commission has attacked those
delivered price systems where they appeared to be
the core of price fixing consapiracles or destructive
of competition. Second, 1t has been too broaedly
asserted that all delivered prices are unlawful,
Ko Commission order has yet required f.o.b. mill
pricing, nor forbldden freight absorption, except
in a context of price fixing or destruction of
competition, and since, of course, the Commission
has entered ng such order, the courts have suse
tained none."

It seems likely, that the opinions of Juatice Black and
¥r. Mason are rather extreme points of view., Mr. Freer's

statement is a much more rational end probable statement of

1. Floyd Bond, “Eaunnmia and legal Imylicatlana of the Cement
‘ agsisiqn, Froceedin s of the Twenty-third Annual COnferenee
of the ?ac‘,> ORS8 ‘ ;

P
2. Ibid., p. 143,
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the present legal status, Certainly, the actlon of the
F+TeCe has been more in keeping with thls statement.

At present, the F,T.(. holds that it is necessary to
.,Ioék‘into the eire&matanaeg.pf a particular 1nduutryibafore
daaiaing whether there 1@}caﬁa§‘ror legal action., Legal
“sction will be brought mﬁly;ift

1., The delivered priéing,syatem is part of a con-

’spirney‘tm alimiha;buﬁriea compet it ion .1

2. There 1is unlawfu1 pr1¢e discriminationy l.e.,

buyers are charged different prices where the

difference is not fully justified by differences
in cost. Such price discrimination is unlawful
only if it iInjures competition among buyers, or
substantially lessens competitilon among the
firmts immediate eampatitaru.g

' CONGRESSIONAL ACTION

In an attempt to clarify the lssue, Senator Homer E.
Capehart (R} of Indlana submitted a resolution authorizing
the Senate Committee on Interstate and Forelgn Commerce to
conduct an inquiry into the impact of the court decisions
on business. The Committee was to make its study and pre=-
sent recommendations to Congress for appropriate antinn.
A8 the result of this Committeets activity a bill was introe-
duced in Congress in the summer of 1949 which would have

1. 8ece 1 of the Sherman Act.
2. Se8c. 2 of the Clayton Act as amended.



declared a moratorium on F.T«Cs activity 1n connection with
basing point prieing for one year. This bill was défaated,
however, and a bill introduced by Senator O'Mahoney (D) of
Wyoming was proposed in 1ts stead,

The Ot'Mahoney bill declares the basing point system to
be legnl only when used by & single seller and without other
price discrimination. This means that under the F.T.C. and
Robinson~Patman Aets, delivered pricing and frelght sbsorp-
tion will not be illegal whén used by a single producer,

The Carrcl and Kefsuver amendments to the 0!Mahoney bill,

if adopted, would make it illegal to absordb freight costs

in "good faith" where the action would violate the (layton
Act a8 amended, Thess amendmenis have the effect of killling
the "good faith" arguments for delivered prices. This bill,
as amended, passed both Houses of Congress and was sent to
the Conference Committee. In this Committee, the amendments
were stripped from the blll and the wording of the bill changed
in such & way that the "good falth" argument could be used in
support of a delivered pricing syatem; Also, the wording was
changed in such a way that the burden of proof that a price
fixing conspiracy exiated would fall to the F.T.C. The net
effect of this, of course, would have been to weaken the
FeToC'8 chances for successful prosecution of industries
using the basing point system., The bill as reported from
‘the Conference Committee passed the House, but a bitter

el



wment developed in the Senate and consideration of the
1

bill was postponed until the next session of Congress.
Thus, at the time of this writing, there ls no new legiala=-
tion clarifying the legality of the basing point system,

1. "The Basing Point Bill," Few Republie Oct. 31 1949,
PP+ 8-9, "Dellvered Pricing St- uzzy," Buaineas Waek
Oct. 22, 1949, pp. 20«21, See these two artlcles for a
more complete dilscussion of the O!'Mahoney bill, its amend~-
ments, and the changes made by the Conference sommittne.




POSSIBLE IMPLICATIONS OF THE ABOLITION OF THE BASING POINT
SYSTEM OF PRICING ON THE UTAH STEEL INDUSTRY AND OK
THE ECONOWY OF THIS REGION

THE GENEVA STEEL PLANT |

| ‘All the steel proﬁﬁ¢édsin the State of Utah at the
. present time is proﬁuce@ﬁstlthe Geneva Plant, This Plant
not only produces for tﬁe-immediately surrounding teéritery,
but for certaln segments of the market throughout the West.
Its size and the diversity of its market outlets make it a
particularly good moda1 far a study of the type proposed in
this paper,

The Geneva Plent was bullt at the request of the O0ffice
of Production Management by the Enitad States Steel Corporation
without fee. The original cost of construction to the governe
ment was $191,000,000, The steel products to be made by this
mill were plates and structural shapes for the needs of the
Pacific Coast shipyards.

Since 1t takes approximately five tons of raw material
to produce one ton of steel, it is apparent that the steel
producing point must be located with an eye to proximity to
raw materials rather than to markets, 1In selecting a site
within the State of Utah, consideration had to be glven to a
location possessing adequate transportation facllities and situ~
ated at minimum distances from sources of iron ore, coal, lime-
stone and dolomitej 1t was necessary also to select a place

where sufficient fresh water was avallable, These considerations,



along with the government's wish to daeantralize the new war
plants, resulted in the selection of %hﬁ Geneva Plant site
on the ahpra of Utah Iake near the city of Prevoul

The Geneva Plant 1s very favoradbly located with refer-
aence to the tranapoitatian costs on raw materials. Its coal
is shipped a distance of 120 mlles, its iron ore comes from
Southern Utah open pit mines snd moves & total of 255 nmiles
and 1ts flux (limestone and dolomite) moves 35 miles, In the
words of Walter Mathesius, President of the Geneva Steel
company:

"yaterial assembly costa for Geneva are favorabls,

We can produce excellent asteel for the Western

than most.  Geneva is a fine steel plant.id

.

As regerds transportation facilities, Geneva lies at
the junction of the railroad lines over which raw materisls
are assembled; at the apex of the rallrosd lines that fan
out to the three principal Psciflc Coast markets and those
running to the North, East, and Southeast. Also its labor
supply can be drawn from the largest communities in the region.

The plant has three blast furnaces with a daily capscity
of 1100 tons each, making a combined anrual total of 1,150,000
net tons of pig iron. There are nine open hearth furnaces
each with an annual capacity of 1,280,000 net tons of steel
ingots. The plate mill has a capaclty of 700,000 net tons

1. "The New Industrial West"™, (Paﬁghlet published by the
United States Steel Corporation, 1946), p. 143,

2. Arthur W. Baum, "Utah's Big Baby," Saturday Bvenlng Post,
May 15, 1948, p. 63,




of finished plates per year, and the structural mill, 200,000
tons of various types and sizes of structural steel., In Dee
cember of 1948, facllitles were completed for the production
of hot rolled coils. This will not change the above mentioned
plant capacities except that much of the steel which formerly
‘left Geneva as plant and structures will now leave in rolled
coil form,l

At the close of World War II, the emergency need for
geneva's vast plate and structural steel capaclity no longer
existed. Thus, the plant was listed for sale under the pro-
 visions of the Surplus Property Act. The United States Steel
Corporation almost immedistely submitted a bid. Opposition
to the sale of Geneva to this Corporation developed in certain
governmental quarters, on the grounds that it would make for
monopollstic control of steel capacity In the Western United
‘States. For this resson and otherq, the United Statea Stepl
Corporation withdrew 1ts'offéf. This action by tha‘corparation
resunlted in an immediate movement in Utah to have the Geneva
Plant owned and operated by U.S. Steel. In view of this strong
opinjon in the West and requests of government officlals that
the Corporation reconsider its decision, United States Steel
submitted & bid ﬁé purchase the plant and inventories st
Geneva for $47,500,000 and pledged that in the eveni of accept~
ance of its bid, not less than §18,600,000 additional of 1its

l. Geneva Steel Company Press Release dated December, 29, 1948,



own funds would be spent iIn the peacetims reconversion of

the Geneva Plant. This bid was accepted, and peacetime opera-

tions of Geneva Steel as a aubaidiarﬁ‘@f’ﬁha Unlted States

Steel Corporation began on June 19, 19&6.1
THE COMPARATIVE POSITION OF THE GENEVA PLAE‘I’

It will be helpful, before any significant conclusiona :
are drawn concerning the effect of the new priciﬁg;poiiey on
the Ceneva Plant, to take & brlef look at the competitive
position of Qeneva with‘raférence to the other Western steel
producers as well as thavpaﬁsible competitors from the Bast.
pefore any analysis can be made concerning the effect of the
new pricing policy on the Genava Plant, it is neceasary to
ascertain just how the Geneva Plant compares with other plants
throughout the Unlted States and especlally in the Western
Unilted states, as regards proximity to raw materials, types
of steel products needed and produced, and production faclle
itles.

Western steel capacity 1s largely concentrated in the pro=-
duction of bars, light structural steel, rail and other track~
age supplles, flat rolled or plate and thinner than plate
guage steel, and wire and wirsfpraductsgg (See fig. 9) of
thess various products, Geneva produces light structural
forms, plate, and thinner than plate rolled steel., Filgure 9
reveals that in 1944 the Geneva Plant was the leading Western

1. "The New Induatrial Weat, PDP. 8-8,

2. Mahoney, J.R., "The Western Steel Industry with Special
Reference to the Postwar Operation of the Geneva Stesl
Plant,® Utah Economle and Business Revliew, Vol. 3~4,
Salt Iake Cilty, 1944~45, rart I, pp., 37-9.
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producer of light structural and plate steel., The recent
addition of facilitles fﬁt»rbll&ng plate steel to hot rolled
coils of thinner than plate guages has changed this plcture
- somewhat so that now thﬂ.éeneva Plant 1g producing a signi-
- fleant ‘amount of rolled steel coils and smaller amounts of
piate snd structural steel than farmerly.l Western eap&qiﬁy
&n,th§ praﬁuctian of light etructural steel saeme'to’be
 ’ more than adequate to maét‘thé demand. The demandifdr gtruc~
s turgi,shapes at Geneva has dropped off to the extent that 1t
ﬁas necesaary to close théimill in June, 1948, The 5truc~
tural mill was reopened far_limited production in Daéehber
of the same year, but the demand for structural shapes con-
tinues relatively weak, and the future of tﬁiﬁ mill at the
present tima'ia uncertéinmg

The combined Western capacity for the production of
steel plate, and strlp of thinner than plate guages, prior

to constructlon of the geneva and Fontana Plants was estimated

to be enough to supply only about 10 per cent of the normal

Western demand.® This should assure the Geneva Plant a strong

and rather steady market for its plate and hot rolled steel
productss The most recent figures indicate that this s, in
fact, the case., The plate mill and the hot rolled coll

1, Lﬂttar from Paul Sullivan, Director of Public Relations
for the Geneva Steel Company, to the writer under the
date of January 17, 1950. {Hereafter reforred to as
Sullivan Letter.) A

Ze Ibld.

3. ¥ahoney, o ope ¢it., Part I, Pe e
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facilities were used at 100 per cent capacity until the
middle of 1949, and have been operated at from 70 to 80
per cent of capacity since that time,l

In ascertaining the comparative position of the Geneva
Plant as regards the costs of~mntariala, 1t is necessary to
mehtian the location of the various materials, the comparative
costs of the materilals 1né1ud$ng transportation costs, and the
amounts of the materlals avallable for exploitation,

The Geneva Plan%‘prd&uuaa steel from pilg iron, using only
the minimum amount of scrhp steel necesssry to insure efficlent
operations, JIron ore and coking coal are of approximately
equal importance as basic raw materials for the production of
pig ircm.a Evidence of the favorable conditions under which
iron ore has been mined In Southern Utah, 1s provided by the
fact that production was approximetely 6.4 tons per msn-hour
in the period from 1937 to 1941, These calculations are baaed
on all of the employment required for mining the ore, deliver~
Ing 1t to the crusher and loading 1t on the rallroad cars,
Production in the open pit mines or the Mesabl range in
Minnésota is approximately 3 tons per man-houri in the undere
ground mines of Alsbama 1t 1s about .7 tons., Add to this,
the fact that the ores mined in the Mesabl range must move
by rail a distance of 77 miles to loading daaks; be unloaded
from the rallrced cars and relosded on ships, Then it moves

876 miles over the Great Iakes, ls loaded again onto railroad

1. Sullivan Ietter.
2. Mahoney, op. glt., Part I, p. 7.
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cars, and then moves an average distance of 123 miles to the
Pittsburgh area.l Geneva's iron ore moves 255 rail miles only.2

Ths extent of the ore deposit now being used by the
geneva Plant is not definitely imown, This deposit, of course,
- wlll be exhausied at some future date, Just whare the plant
will then turn to secure its ore 1is not certain,’ainca come
= plete knowledge of the extent, quality, location, and mining
costs of all the possible sources of iron ore in this area
has not yet come to 1ight.‘»1n any event, 1if 1s prnbabie that
the great bulk of the iran and steel 1ndus£ry of the United
States will have to turn to higher cost iron ore considerably
sooner than the period when this will be required of the
Geneva PZant.s

Probably the most important competitor of wustern steel
producers, particularly in the Pacific Coast markets, 1s the
Sparrows Point Plant of the Bethlehem Steel Company. A coms
parison of the costs of producing steel at this plant and at
the Geneva Plant is extremely difficult since the costs at
Sparrows Point are not obtainable. This plant imports its
iron ore from the E1 Tofo mines in Chile, These mines are
located only fifteen miles inland from the port of Cruz Grande,
The ore 1s loaded hers on company owned ships for the trip,
4477 miles to Baltimore. The ships return empty. In the past,
the price of the Chilean ore has been very low, but by the

1. Ibdde, p. 16,
2& m. ) ' .
3., Tbid., Part I, p. 16.



time the shipping costs, including the canal tolls, have
been added, the price of thls ore has been about the same
a8 the ore used by Pittsburgh plants.l

The above facts seem to indlcate that the coatkof‘pram
~duction of pig iron in Utah is probably less than for the
plants around Chicago, Pittsburgh, and other centers depend~
ent on Iake Superior oresj also, that in all probability,
the cost at Sparrows Point, Maryland, ls somewhat in excess
of the cost at Ceneva.

It 1s more difficult to make & comparlison between the
coats of producing plg iron at Qeneva and at the West Coast
production points, Aslde from the steel plant at Pueblo,

- where the typlcel relationship between pilg iron and scrap
has prevalled, Western steel manufacturing has been based
primarily on scrap. That ie, scrap steel is used in much
larger quantities in proportion to plg lron than 1s usuval

in stesl production.a Most of the pilg iron used by plants

on the West Coast comes {rom the blast furnaces at Ironton,
Utah, and some comes directly from Geneva.® This means that
the pig ilron used in the Paclfic Coast plants must travel an

average distance of from 700 to 800 miles by rail. There are

blast furneces for the production of pig iron at the Kalser
Steel Company's Fontana Plant near Los Angeles, but the
capacity 1s only 432,000 net tons annually. In addition to

1. bid., p. 1.
L :’ smt e 27,
3, Sullivan Letter.
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this, all coking coal for the operation of this blast furnace
comes from the Utah coal flelds, which means that it must
travel about 800 miles by rﬁ11.1 | |
As regards coal sultable for coking and blast fﬁwnnau'

use, Geneva 18, again, f##ambly situated, The total reserves
of all the coal of the elévan Weatern States amounts to approxi-
mately one:haif the total reserves of the United st&tes. of

- this enormous reserve, 48 per cent ls located in the continuous
and almoatxunbroken‘Triwstate fleld in Southwestern Wyoming,

Western Colorado, and Southeastern Utah. There is very 1little

coal west of Western Wyomling and central Htah;a

¥ost of the known Western reserves of coking coal are
located in Utah, Colorado, and New ﬁexie@. There may be some
important deposits In Washington, Wyoming, and Montana, but
to date, these flelds have not been explored;s Thls means that
of all the Western producers of steel, Geneva and Pueblo are
the only two plants which are located within easy distance of
coking coal deposita. (See fig. 10.)

As for the relative costs of scrap, there is no reason
to think that aeny large price differential exisis bLetwesn
Geneva and the other Western producers. UNearly all the scrap
used by the Western plants comes from the Western States.

Most of the supply of steel scrap comes from the operation

l. J«Re. Malboney, op. cit., Part II, p« 9.
2. I‘bm‘u, Part i,-%o_ 7. ' g
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of the steel furnaces and rolling mills, so it 1a“nkt une
llksiy that the QGeneva Plant 1is largely nalfannpparﬁing‘tn
~this material, L ‘\‘

Most of the important ferroalloys are found in sizeable
amounts in ths Western United States. Tha Gensva Plant 1s
as favorably located with rafaranca to these as are any other
producers in the United Statea,l

One important raw material which is often overlooked
but which is extremely vital:ta the operation of a éteel
‘plant in Utah, is water, The limited supply in Utah makes
it necessary for those who are operating the stecl ﬁlant to
become quite efficlent in the proper and full utiligation of
the water which may be available for use,2rilitant conservaw
tion, however, should make the supply adequate, ‘

Not the lsast of the considerstions on aeleﬁtiﬁg‘the site
for the Geneva Plant was the availabllity of 1abur.] The
Geneva Steel Company employe 5500 men, one half of them at
the steel plant, The problem with reference to lab{r was
not so much one of gettlng men as getting tralned industrial

workers, This problem seems to have been solved to
faction of all, ¥ost of the employees were small farmers be~
fore they began working in the Ceneva ¥M1ill, but thawfacta ind ie
cate that they have adjusted very rapidly and have become as
efficlent as most steel workers in other, more highly indus-

trialized, areas.” The Geneva Plant compares favorably with

|

|

1. Ivid., pp. 19«27,

2. Welter ¥athesius, "Raw haterial ?roblama of the Inter-mounm
tain and West Coast Areas," Paper pressnted at the Seventh
Regional Technical Meeting of the American Iron and Steel
Institute, (San Francisco, 1946 ps 10,

S+ Arthur W. Baum, loes ¢ite, Do € . |



other plants in the United States as regards the quality

and quantity of its labor supply. |
The only other consideration necessary to paiﬂt out th@
relative position of the Geﬁava Plant in the Western steel
market 1s the comparative aﬁaquacyAaf 1ts plﬁnt and eguipment.
The large amount of area svailable for the aonstrﬁ‘ticﬁ of this
nill has enabled the agtimum location of the various devices
necessary to the productive process. Conveyor beltf nove the
various raw materials to the assembly points. All the ingre-
dients necessary for the production of piz iron are moved
directly from the stockpiles to the blast furnaces by & con=
|

The plant 1s arranged to allow for some diversity in the

veyor system,

final products. 7The Plant 1a equipped with s sflabbiing and
blooming will whilch may prcénca.either blooms for the struc-
tural mill or slabé for the;plate mills Slabs may be either
used jmmedlately or stored for conditioning énd scaéfing to
eliminate defectss The Goneva plate mill is officially
classified a8 a semicontinuous mill., This mill is Lquippeé
with all the latest machinery and patterned after ths most
recaﬁt continuous plate mills that have been consiructed in
the main steel centers of the cauntry;l

.1h December, 1948, installatlon of the naceaaafy facll-
itles for the production of hot rolled coil were cowpleﬁed.
With the installatlon of the new equipment, &ncladihg a8 slab

1. Ibid., p. 43, |




squeezer, a vertical edger, two glant finishing stands and
the collers, the finishing speed of the combined pi&te and
coil mill has been incrsasad to a maximum of e,aaoifeet per
minuté, approximately double the former apeed.l It 1s undoubt=
edly this addition to the capacity of the plate ané coll mills
'that has allowed the plant to operate at from 70 t% BO‘par
cent of capacity in s§ite'cf the shutdown of the atructural
mill. o .

This plant and equ'ipméht compare very faverabiy with
the other Western steel producing facilltles. Since the
Western producers are, &iﬁh the exceptlion of the Cdlorado
Fuel and Iron Company's Plant at Pueblo, colorado,]baaad on
the use of scrap, they can never do more than suppﬂy a small
part of the total steel needs of the West., Costs Qt Geneva
are enough lower than those of the Pacific Coast Sﬁetas Pro=
ducers that there should be no great difficulty for the Ceneva
Plant to compete in the sale of steel on the West Coast. This
contention is borne out by the fact that at present, the Geneva
Plant is finding their principal merket outlet on the West
Coagt in spite of the transportation costs 1nvolveq‘

EFFECT OF THE NEW PRICING POLICY ON THE UTAH STEEL

INDUSTRY

The steel industry, including the Ceneva steeﬂ Company,
abandoned the basing point system of computing delivered
prices in July, 1948, At this time, the demand for steel

\

1. Press Release from the Department of Publle Helakiona,
Geneva Steel Company, dated December 28, 1948,
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was in excess of the supply, and nearly every mill Lx the
United States was producing at capacity, Since the market
wag not what past experlence would indicate as the ﬁsual
thing in the steel ﬁm&nstry; any factual or statistieal study
of the changes accasianad'ﬁy the new pricing systen, uniform
f.oebs mill pricing, must be nostponed until such t‘ 8 88
the market situation approximates what 1%t has been in pre-
vious years. Aisa, the teneva Plant had been opara#ed as
g private concern only since’June, 1946, This 1s hér&ly
enough time to allow a comparison of the conditions before
and after the changed prlecing policy to be made. It is for
these reasons that the study is made on the basis of economic
analysis rather than facts and figures.

UTILIZATION OF CAPACITY '

The steel industry is characterized by very hiéh fixed
costs relative to variable costs. This has lead to an esti-
mate that the average stesl mill mist produce at frém 30 to
50 per cent of capacity to cover the overhead or fixed costa.t
- This means, In effect, that costs and profits inthl indZustry
are very sensitive to changes In the rate of capaci%y utili-
zation, average unit costs varying inversely, and profits
directly, with the volume of output: The effect of uniform
f.0.be mill pricing, as an alternative to basing point pricing;
on the utilization of capaclty s, therefore, of fundamental
importance in determining whether the Ceneva Plant &illybe in
a stronger or weakar‘§usitian ag a result of the change,

L

1, walter Adams, The Structure of American Industry, (New York,
1950), p. 166, N ’ -
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The Ceneva capacitiles are so arranged that some change
in the proportions of final products produced 1s po#aibic.
That is, it 1s possible to convert soms of the 1ngaﬁa into
elther plate or thinner hhan plate rolled stasl, or into 1lghh
structural forms, depending on the relative atrangth of the
demand for these types af products, In the past, the West
has been a surplus area in the production of structural shapes,
and a deficit area in the production of nlates and strip.
Current production figures of the Geneva Plant seam to Indi-
cate that this 1s st1ll the casa.l If s, the Geneva Plant
is in a surplus area with reference to one itenm of ﬁnaﬁuctimn,
and in a2 deficit area with reference to encther. The effects

on the capacities for the two types of products might be

guite different, |
Tn the case of light structural forms, the exi%tence of
a basing point system might have made it possible t% vtilize
enough capacity to maintain production of thie pradﬁet. By
abgsorbing freight, the CGoneva Plant could have madeisalea
outgide the Western market, Thus, in effect, the Geneva Plant
could have dumped some of its product in another pl#nt'a market
area, In all probability, this would have been done only if
1% were impossible to change the amounts of the types of final
product. 8o long as the distant sale covered all v&riubla
costs and any part of the fixed costs, the officialL at the
Geneva Plant would have been justified in making it from the

1. Sullivuan letter.
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standpoint of profit, The effect on the steel in&uétry as

& whole would have been somewhat differont, however. 3Since
the product would have bsen dumped in another compsny's terri-
tory, the saving in cost of idle capaclty accrueing to the
feneva Plant would have baan offset by the loss to Lha company
in whose area the dumping was done.l At best, the aggr@gata

ef'Tact on the stesl industry would have been nelther cost

saving nor cost Increasing.

In the absence of the baslng point system, the| progonents
of delivered pricing argue, the effect in en area of surplus
steel productlon will be cutthroat competition., They say,
that since it wlll pay the producers in the surplus areas oy
product to make any sales that willl cover all varlable costs
and some part of the fixed costs, every producer in‘this
situation will ultimately lower his price to below fhe point
where total costs are covered. The end result would, of
ecourse, be the survival of only the strongests” It does not
soem likely that this will be the outcome at the Geneva
Plart, In the first place, this plant can switch to the pro~
duction of the more readily saleable plates and strip withe
out necessitating a drastic cutback in total output. If the
price wers lowered under uniform f.0.bs mill pricing to the
extent that sales could be made in a more distant market
territory, that would mean that the prices to local buyers

1. Frank A+ Fetter, "Exit Basing Point Pricing,” The hmeriean
Kconomie Qaviaw xxxviii (1948), p. 828, e
2, Adams, op. clts, D. 157,




were likewise l@waredfl"ﬂnlé&a the gains by selling in the
more distant market taﬁr@uory:wera more than enough to
offset the lnaaeafaﬁgpnﬁcrad,in sslling.at a lower priaa
in the more 1mmed1at$ﬁmﬁﬁk§£jtgrrikory, the sales wnulﬂinnf
be m@ﬂa, Also, the owno§# df Geneva do not have investment
tled up in the atracturai}ﬁill to the extent that would usually
~ be the case, It must be'bcrna in mind that this mill was pur~
chased at about one fouréh the cost of conatruction. The fact
that the structural mill was closed in mid~1949,wiﬁhout a
price war being precipitated seems to bear out this contention,g

Eighty per cent of the market for structural steel proe-
“duced at the Geneva Plant is on the Pacific Coast which leaves
only 20 per cent sold in the Inland Western ragian.3 Thus,
it would seem that the possiblliity of other planis penetrating
Geneva's principal market, the West Coast, under the basing
point system, was fully as great as the possibllity of Geneva
successfully penetrating other market areas., 1In the light of
this, 1t seems safe to ccncludes that the net effect of the
abandonment of basing point’pficing on the structural mill
will be negligible. There seems to be no logical justifica-
tlon for the belief that it would have functioned any differ-
ently updar‘basing polint pricing than at present.

The situatlon with refarence to plate and hot rolled

strip seems somewhat different. Western demand for these

1. Failure to do this would be a violation of Sec. 2 of the
Clayton Act as amended. gee¢ supra, p. 22

2¢ Sullivan Letter. ' S s P *

3. Ibld.



products has been, and continues to be, rather strang¢1

The major portion of the steel which leaves the Geneva )
Plant is ﬁrobably in the form of hot rolled colla, These
are shipped to the ¢old reduction mill at the United States
'Steel Corporationts Pittsburgh Plant located near San
Francisco, califopnia,g-Thia'mavement of plate and hot rolled
coils to the Pacifie ﬂoa#tbstataa accounts for 92 per cent
of the output of these produects at the Geneva Plant. Only
8 per cent of (eneva's output of these items is consumed in
the Mountain States.® |

What the effect of ﬁhe abolition of the basing point
system will be upon the utilization of the plate and strip
capacity depends upon whether the Geneva Steel Company can
compete with the producers of these products on the West
Coast in the matter of price. Also, the produsers of these
products on the Eastern Seaboard must be considered as possible
competitors, At the present time, the figures would indicate
that Geneva 1s competing successfully with both these groups.
This may not be a true plcture, however, since the present
time 1s one}of very large demand., Whether the Geneva Plant
will be able to compete in the future if there ia a large
reduction in demand remalins to be seen. The facts Indicate
that on the basis of costs of production, the plant at Ceneva
should be in a atrong‘eompatitivg position.4'Thu costs of

1. Ibid., Mahoney, op. cit., Part I, p. 48

2., TGeneva Steel Company Press Releaase, under date of December
29 » 194'8'

d¢ Smllivean letter,

4. See section on the comparative pecaltion of the CGeneva Plant,
supra, pp. 40-51,



transportation, however, are fully as Important as the com=
parative costs of production, At present thess are such that
the f.0.b, mill price of plate mill products plus transporta-
tion costs to the West Coast result in a price which compares
favorably with final prices from other plants.l what the
freight rates will be in‘ﬁhe future is, of course, Impossible
to say. If there 18 no significant change, however, iﬁ seems
" likely that the Geneva Plant will continue %o supply a large
partiaf the Pacific Coast's needs in plate and strip steel.
To determine what the effects of the new pricing policy
will be, it will be helpful to first see what would have
occurred under the haaing polnt system. Since Geneva was a
basing point for its own preducts,athera is no reason why,
under the basing point system, sales in this area should not
have taken place from Eastern areas on a freight absorption
basia, It 1s doubtful that this would have occurred as yet,
since local demand is probably strong enough to absorb Eastern
output of stesl products in most cases. When demand falls
below the level where steel producers can find loecal outlets
for near capacity production, the Pacific Coast, and even
the Mountain States, would be subject to market penetration
from Eastern producers under the basing point system. Prices
from the Eastern mills would, of course, have been computed

on a Geneva-plus basis which would have involved some freight

1. This fact is indlcated by the ability of the Geneva Plant
to sell most of thelr present output on the Pacific Coast,
2. "The Vew Industrial west,"” p. 18,
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absorption in nearly all cases, This would have been justie
fied from the standpoint of profit, however, so long as the
mill net return to the mill practlcing the freight absorption
was enough to cover all variable costs and any part of the
fixed costs,

¥arket penetration from the Eest can occur under f.o.b.
mill pricing only Af the mill price at the Eastern plant is
such that after transportation has been added, the price on
the West Coast 1s as low as the prevailing price in this mare
ket. It may be that the Sparrowe Polint Plant of the Bethlehem
Steel Company at Baltimore, Maryland, can share in the Western
market on thls basis, Eastern produgers located inland from
the RBastern Seaboard are almost surely eliminated as competitors
in the Western market under f.c.b. mill prieing. To lower
their mill price to a level low encugh to offset the differ-
ence in transportation costs pptwean the two areas would be
disastrous since this would mean that this lower price pre~
vailed in thelr local market as well.l

The adoption of f.o.bs mill pricing assures the imme=
distely surrounding territory as market for Geneva produced
steel only., Thus, the 20 per cent of structural steel and
the 8 per cent of plate mill products which Geneva sells to
the local area are almost certainly going to be supplied by
the Geneva Steel Company in any event, For even a West Coast
producer to penetrate this market under f.o.b. mill pricing

would be extremely unlikely. To do this the West Coast

1. 3ec. 2 of the Clayton Act as amended,



producer would have to lower his mill price to all buyers by
fﬂ‘an'amnunt sufficient to af£Sut the transportation from.tha‘
‘  ﬁauat to the Intermountain area.
s In the 11ght of the above analysis, it seems uksly that
"the effect of the adaption of uniform f.c.bs mill pricing on
" the utilization of the plate and strip eapaeitiaa will bo

Qf‘favarable, or, at least, nst unfnvarable.
. POSSIBIE EFFECT ON TOCATION OF FUTURE camcmfz

' ‘The effect of the abandonment of basing point pricing
on the possible future. 1aaati¢nal pattern of steel production
in Utuh is conditioned by sever&l cons iderations peculiar to
this area., The Geneva Plant, which was built to antiafy'warf
time demand for certain products, has such large capacities |
in comparison to what 1t seems Western demand will be, that
1t seems unlilkely that any new capscity will be added for
some time to come. If, and when, the demand in the Western
area increases to the point where new capacities are Justifiled,
the new pricing policy will undoubtedly play an important role
in the locational pattern, however,

Because of the large amount of weight differential in
the raw materials and the finished steel, the primary loca=
tional factor under any pricing system is proximity to, and
availability of, raw materlals, Insofar as this 18 the govern-
ing consideratlon, Utah is favorable as & future site for steel
production. Any discussion of future 1uaabign must have this
in the background. As to the effect of the pricing system on
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future location, history has shown tbat the allowance of

new basing points has resulted in the movement away from

the old producing eantéravﬁa’haw'ones and the gwnarﬁl\&amm
entralization of the industry.l If this is the result of merely
dstabiishing new basing ﬁéints, 1t seems likelyvthht‘the‘raw
sult of abolishing the syﬁfam would have an even more pro-

© found effect in the saﬁajdiragtian.

Because of the 1ack'afnany raw materials on the Pacific
Coast, 1t seems 1ikely that any future plants which are built
in that area, or any B&@ﬁﬁ#iﬁn of existing plants on the Coast,
will have to be on the basis of scrap iron and steel as prin-
cipal ingredlents of the steel production. 1In the years
prior to world war II, the supply of scrap to the (Coastal
producers was more than ample to meet their needs. With the
shipment of large amounts to Japan and other Far Eastern
countries just before the War, however, this condition changed,
and scrap was in short supply. Although these exports ceased
a short time prior to Japan's attack on Pearl Harbor, end ale
though current scrap supplies lnecreased substantially during
the War Years asz & result of West Comst shipbullding and other
War~-time manufacturing sctivitles, the easy supply situation
of the pre~War years has never returned, and locally available
scrap supplies have since then been hardly sufficient to meet
the needs of the greatly enlarged capacity whieh now exists
on the Waest Coast.? If west Coast production continues to

1. Fritz Machlup, The Basing Point 8ystem, (Philadelphis,
1949), p. 237. ) ) '
2. ¥athesius, locs clt., pp. 14-15,
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grow st this great speed, even if the stesl plants on the
Coast expand proportionally, it is apparent that the portion
of the steel industry In the West based on scrap can never
supply more than a portlon of the needed steel; This means
that some additional capacity will have to be added in the
areas where iron ore and coking coal are availnbla; Flgure
10 indicates that Ttah 15 moere favorably situated with re-
- spect to these materlals than are aﬁy of the other Western
- States. Whether enocugh raw materials exlst in Utah to supe
port any greatly expanded steel output will depend in part
on possible new discoverles and technologlcal developments
which might made now known depoaits usable.

As regarda the effect of f.o.b. mill pricing on the
future locatlonal pattern, only the broadest generalizations
are passihla'at this time, It seems rather certain that this
type of prieing will have a decentralizing effect on future
100&1;1@ of productive capacity. Under this system impetus
is giyen to locate as near the consuming market as possible.
If a small plant can locate at the point of consumptlon it
has an sdvantage in the lececal area over all other producers,
This advantage did not exist under the basing point system
where anyone could sell in that market on a frelght absorp~
tion basis. Whether the savings of large scale production
are enough to offset this locational adventage remalns to

be seen. Past cost studles in the stesl Industry indiecate
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that this is probably not the ﬂlﬂﬁ‘@-l

An additional future effect of the change in priecing
1s that under the new system encouragement is given to inde=-
pendent producers to hagin small scale operaticons, Under
the basing point system, the Independent was at the wmercy
of the larger producer since the small producer's market
“was always open to invasion, This 1s pariicularly signif-
icant in the Western area where the Unilted states Steel
Corporation at present controls Sl @ar cent of the output
‘of steel ingﬂta.z Whether or not the advantage gilven to
the small 1ndepéndent producer 1s great encugh to overcoms
‘the tremendous advantage of size of the glant concerns re-
maing to be seen.

POSSIBILITY OF FORCED REIOCATION OF EXISTING CAPACITY

Probably the greatest amount of controversy which has
come out of the declslions foreing abandonment of the basing
point system in the steel and cement industries, centers in
the idea that the adeption of f.0.b. mill pﬁiuing will force
a vast amount of relocation of existing production faeilitles,
It 1s argued that these industries have grown up under the
basing point system and located in such a way as to profit
most from this pricing method. Now that the system has
been abandoned, these plants are no longer at optimum loca«~

tions and will be forced, in many cases, to close down or

1, The Haainf ?aint Problam, TeNeE.Cs Monograph 42, (washington,

2. Adams, ;Ef cit., Pe 160,



move to & more favorable location,

It appears that there might be some justification for
theee bellefss The basing point system encouraged the selec-
tion of locations on the basis of assembly costs rather than
orn the basis of proximity to market outleta.l This can be
easily seen in the case of the Pittsburgh and Detroit areas.
Detroit has only 5 per cent of the steel capacity in the
United States and consumes 15 per cent of all the steel pro=
duced in this country. On the other hand, Pittahurgh and
the immed intely surroundiﬁg area produces 40 per cent of
the nation's steel while this same sarea consumes only 20
per cent of the national output. Thia means that one half
of ail the steel produced in the Pittsburgh area must be
exported to other consuming regions. The cost differentinl
between these two areas 1is not large enough to justify thie
very great dlscrepancy in eapaeitiea«z

It can also be shown historically, that the basing point
system has tended to encourage the expansion of existing capace
1ty and retard shifts in productive facilities, In both the
steel and cement industries, there has been a notable reluc~
tance to grant basing point status to new milla, This delay~-
ed installation of new producing points as basing points,
with base price differentlals smaller than freight differsentials

1. Machlup, gg, cit., pe 1603 Daugherty, deChazeau, and Stratton,
The Economics of the Iron and Steel Industry, (New York,
1027, pPe ’ '

542~
2+ Adanms, OP» cit., p+ 176,



from old areas, has kept the delivered price at too high
a level to permit sufficlent demand to develop in the new
area. This bas retarded the growth of regional production
mp&eiﬁy.l

The intensity of feeling sbout the possibility of forced

reallocation 1s exemplified by the following statement made
by the Genbral President of the United Cement, ILime and Gypsum
Workers International Union before the Senmate Subcommittee

on Trade Practlcest ‘

"mhe moving or closing of any of these large cement
plants, or even part of a plant, would disrupt the
community life of these small towns, because these
small towns are nmore often one-industry commnities,

At that, it would be impossible for most of these
workere to migrate to new locations because of
family conditions and other ressons, and it would
all result in the creatinz of small ghost-towns,
such as we have experienced in coal-mining commue
nities after the supply has been exhausted.,."2

That the adontlon of f.,0.,b. mill pricing will accelerate

the tendency to reglonallze primery production facilitles

can be plainly seen, YNonetheless, to expact the adjustment

to occur overnight is to replace reason with hysteria, Partiw
cularly is this the case wilth reference to the Western aresa,
Ho reallocatlor of facllities has been forced in any area of
the United States to date because of the large &emanas for
both steel and cement since the basing point system was abane

doned, It 1s extremely fortunate that thils change over was

1. ¥achlup, op. cli., ». 2353 FPetter, loec. cit., ». B26,

2+ Quobed Int 163d Bond, "Economic and Legal Implications
of the Cement Decision,™ Proceedings of the Twenty-third
Anmial Conference of the FTaciliic EgasE Beonomic ABBOCIALion,
TIos Arngeles, 1048), De 148, ‘




made in m period of above average demand, The locational
adjustments which must be made can now be made more gradually
and with less 111 effect than would have been the case in a
period of lower demand. If the present high rate of steel
consumption eontimmes, 1t is very possible that adequate
return on invwatment; made in areas which will be surplus
under f.0.be mill pricing, can be secured.>

The Geneva Plant seems to be in a completely secure
positlon as regards posslble reallocation of faclilitiles.

It is supplying a deficit steel producing area which, because

of the nature of raw material locgﬁion, will In ell probabllity

continue to ke a deflclt steel produclng area in the future,
In addition, the Ceneva Plant was not built with an eye to
the dellvered pricing system, although in all falrness it
ghould be said that its loecatlon probably would have baén
the same if it had been. Tho Geneve Plant was, lnatead,
bullt to minimize assembly costs of raw materials, near
sdequate raw material supplles, aﬁd 2% & pulint where it would
be relatively secure from possible enemy attack in wartime.
It seems unllikely that realloocmtion of the Geneva facilw~
ities would take place in the near future even 1if it were
economically justified, which it certainly is not. Flrst
becauﬁﬁ the Investment of the present owners l1s only a frac~

tion of the constructlon cost. Second, because it would

lg Ad&ma, 22: Gitb' p- 1849
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be extremely costly to move these facllities. These consi-
derations are of academlc interest only since the Geneva
Plant will be favorably located under the new prieing ayatom.
Since f.0.b, mill pricing will provide incsntive for
steel consumers to locate in areas of surplus steel produce
tion, and for new stesl produecing plants to locate in deficit
producing areas, the State of Utah and the Geneva Plant will
both benefit under the changed system. This is because the
State itself 1s a surplus area in steel production, while
the area served by the Ceneva Plant iz a deficlt stesl proe-
duging area, It would be a mlatake, however, to expect
any mass migration of fabrication ﬁlants to this area as a
result of the changed pricing policy. The preponderance of
demand for fabricated products in the West is in the Pacifie
Coast States, Because of the concentratlion of demand there,
and the small amount of demand, by comparison, in the inland
ﬁautern region, it seems llkely that in the future, as in the
past, fabricators will contlinue to locate as near their market
outlets as possible, i.e,, on the Pacific Comst. The most
obvious reason, of course, is because in a vast ma Jority of
cases, the frelght rates on the finished product are signife-
icantly higher than the rates on the steel used as raw material.,
(Por ezample, rates on sheet steel sre rmuch lower than rates
on finished refrigerators.) It might be that in some particular
cases, the welght lost In the fabriecating process is enough
to overcome this difference in rates between steel as a raw

materilal and the finished fabricated product, and if this



were true, the existence of comparatively low prices at the
Geneva M1ill would be an incentive to locating in this area.
It must be recognized, however, that this would be an unusual
situation, and that the freight differential would be one of
higﬁar freight on finished products in nearly all cases.

one other possible ébnsidnration is a fabricating induse
try in the West which served a market which was not 0@n¢&n~
trated on the Pacifilc ﬂaast. If such an industry existed,
it would be to the advantage of the owners to locate where
the costs of procuring the raw material were least: 1In the
Western United States, this would mean locating near the
Geneve Plant, By doing this, the producers in this indus~
try could serve a wider market, geographically, than could
preduegra located at any other point. Here again, however,
the situation would be exceptional, and for the overwhelming
maJority of fabricating industries in the Western United
States, the market is concentrated in the Paciflc Coast
States,.

There 13 cne other possible outcome of the change to
f.0.bs mill pricing with reference to location of steel pro-
ducing facllities., This possible locational effect arilses
from the fact that there are many types of stesl products,
particularly certain steel alloys, which are not produced in
the waatql‘ﬁnder the basing point system, these items were

1. Economlc antiﬁuhn, Delivered Pricing and the Puture er
american Pusiness, U.S. chamber ol Commerce, (Washingto

162, n. ¥r. F.B. Delong, Vice President in Charga

of Saiea, golumbia Stesl Company, stated at the meeting of
the Industrial Plant Iocation Committee of the California
State Chamber of Commerce, that 35% of the steel consumed
In the West comes from the East. Unquestionably, some of
the steel consumed was of types not produced in in" ftne West.




supplied to Western consumers on an Eastern-basing-pointe
plus=freight basias., Under uniform f.o.b. mill pricing, they
mist be supplied on an f£.0.b.=producingsnoint-plus~frelight
basig, Any freight abaarpﬁian which may have occurred on
the shipment of these items under the basing point system 1s
not possible under uniform f.o.b. mill pricing. In the abe
sence of the basing point system, there is additional incen=
" tive for new companies to construct new facllities, or to
add to exlsting plants the facllitles for the production

of steel products not formerly produced in this area, If

& new company, or an existing aompany; decided to constrmuct
facilitles for production of some of these items, they could
be relatively certain that the price for the same product
from Eastern production centers would be comparatively high.
This would be because of the transportation costs from the
East or Mid-west to the Far West, Thus, if the new company,
or 0ld company with new facilities, had high production
costs for the first several years, they could still be com-
paratively certain that thelr market would not be invaded by
Eastern producers because of the freight difference. Such
invasion was, of course, possible under the basing point
system on a freight absorﬁ%i@n baslis, It should be¢ borne

in mind, however, that in no case can the price charged by
the Western producer be higher than the Eastern price plus
freight from the East since the Eastern producers could in-

vade the market if this were the case. It i1s apparent

e
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ﬁhik the priue to western ﬁonsumars of stesl produced in the
Fast or ¥id-west exclusively at present, might be higher by
the amount of freight absbrption carried on while the basing

. point was in use, but the gbtaﬂt1a1 long~range effect is the
astabliahment of faeiliﬁiééin the West for the production of
these items, and ultimately 1awurfpr1caa. The favorable com~
bination of rescurces in Utah make it & likely spot for future
construction of these added facilities,
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LOCAL MOROPOLY

The argument most frequently used by advocates of the
basing point system is that its abolitlion will make posaible
a situation where every isolated producer can charge rela-
tively higher prices to those consumers located near his
plant, This 1s possible, it is argued, because each mill
will be protected by a wall of freight rates from competi=
tion by more distant sellars,t This, of course, would be a
very undesirable development since it would constitute a
reduction in competition among producers. Therefore, the
argument runs, the elimination of basing point pricing does
not make for competition in the steel industry, but will
have quite the opposite effect, It creates a series of
local monopolies,

This argument overlooks many significant considerations.
In the first placs, the steel industry has in past years been
characterized by long periods of excess capacity. Thus, during
the 1920ts, the utilization of capacity averaged only 71.6
per cent. During the decade of the 1930ts, this figure fell
to 48,3 per cent, and as late as 1946, only 72.5 per cent
was being utilized although this figure bas risen to near
100 per cent since that time.? Thus, in the past, there has

l. In an interview with J.A. Wood, Vice~President in Charge
of Sales of the Utah Idahe Sugar Company, thls argument
was the one principle used to support the existence of
basing point pricing in the sugar industry. of. slso,
T«NsE.Ce Monograph 42, p. 82, ‘

2. Adams, Ops mq s DD 176-7,
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usually been & significant amount of preasure on the average
steel producer to sxpand his sales in an effort to utilize
his capacity more effectively. If this condition of excess
capacity returns in the future, and it certainly has an
excellent chance of doing so, the individual producer will
again be anxlous to expand sales and utilize his capacity ?
to the greatest extent possible under the conditions of
the future market. Even if he is a comparatively isolated
producer, he will attempt to expand hils sales area if he
is faced with excess capacity. The only way the sales area
can be expanded under an f.o.bs mlll pricing system 1s for
the producer to lower his prices by an amount sufficlent
to attract buyers from the periphery of a rival aeliera
market territory. If this is done, the local consumers
will share In the price reduction extended to the distant
consumers and the effect will be that although the isolated
producer in fact dpea have a monopoly In the immediately
adjacent market area, the price to these consumers might very
well be lower than those which would obtain under the basing
point system.

If, on the other hend, the isolated mill is located in
an area which 1s deficlient in steel production facilities
80 that the lmmediately surrounding area more than consumes
the output of thils lsolated mill, there will be no pressure
on this seller to lower his prices and expand his markets,

Under these conditions, the local consumer might honestly
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be at the mercy of the only producer in the area. Even if
this situation occurs, it is still pomsible that steel prices
will be as low or lower than under the baslng point system
because of decreased costs in transportation due to the elime
ination of cross-hauling and the disappearance of non-base
mills‘l It 1s conceivable that being at the mercy of one
mill might be preferable to being at the mercy of a whole
industry united in one price.? If the isolated mill dia,
however, fix ites prices to the local consumers at a very
high level, thils should be only a temporary condition, If
this 1isolated mill continued to make unusual profits over
any considerable period, other producers would certainly

be attracted to this area, and in time, the price would fall
to a more reasonable level, It should be recognized that

the large investment necessary for steel production might
delay this adjustment for some time, howéver.

The Geneva Plant quite definitely falls into the firat
of these two possible aituations. The (eneva Plant is come
paratively isolated geographleally, and does not have anything
approaching sufficlent demand in the local market to allow
near capacity operatlons. It would be ridiculous, therefore,
to argue that the new priecing system has put the local cone
sumers at the mercy of the Geneva Plant in the matter of
prices. If the management of the Geneva Plant attempted to

1. Bond, §% clte, pe 584
2. "U.8. Steel II: Prices,” Fortune, xiil (1936), p. 156g



raise their prices to the local buyers, and consequently to
the Pacific Coast buyers, the plant would lose a great deal
of its Pacific Coast market either to producers on the
?&nifie céaaf cr‘ta Eastern saubwaréfpruduuera. selling toi
buyers on the Pacific Comst at a price below the price to
local buyers ylus‘frsigh# to the Coast 1s forbidden by sec~
tion 2 of the Clayton Act as amended by the Robinson-Patman
Act, as being price discrimination injurious to competition.
| Therefore, the local consumers must participate in any price
concessions to Pacific Coast consumers. Of course, there 1is
always the possibility that the producers who supply the
Western market might fix prices in concert, but even if this
oecurred, there is no reason to belleve that the resultant
price would be at a higher level than the basing point
price, Also, this could scarcely be consldered as beling the
result of the abolitlion of the basing point system, Con-
trary to the effect of creating a local monopoly in every
isolated steel producing area, the adoption of f.o0.b, mill
pricing will have the effect in most arveas of guaranteeing
the local buyers against monopoly priecing. Certainly, it
appears that this will be the outcome in Utah,
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THE EFFECT ON PRICES

There are several reasons to suspect that the abolition
of the basing point aystem.ﬁiii not bring with it price come
" pat£t1an in ﬁha steel 1naﬁﬁ§ry, aithar in the Wéat or elsew
whsra; The first of th@éaéraaaana is that the demand for steel
iz probably relatively inéias%ic, which means that no signife
icant expansion of markaﬁs;is nossible as the result of iﬁduau
try-wide price cuts, Thisyinelasticity of demand for steel
products probably reaultsyiﬁ part from the fact that these
products are usmally'uaedvfor further production. That 1is,
most steel demand iz derlved or secondary demand. At‘leaat
thils seems to be the case with the products produced at the
Geneva Plant. Steel is also characterized by a lack of sube
stitutes and there are not many things for which steel can be
substituted. This means that price cuts in steel will result
in only & mincr increase in the amount demarded for substie
tution in many cases,

The amount of steel contained as raw material in a
finished product 1s, of course, of primary significance in
determining the elasticity of demand of a particular buyer
who uses 1t in further productlon, Generally speaking, the
proportion of the total cost to the cost of the steel in the
finished product will vary inversely with the buyers elastice
ity of demand. Thus, if the cost of steel 1s a minor pert of
the total costa, the demand 12 llkely to be less elastic

than would be the case 1f steel costs were a large part of



the total costs, If an average price per pound of .50 cents
for all steel products 1s assumed, the following is a list of
the total cost of steel used in some rather coﬁmnn articles,
The approximate cost of the steel in an electric refrigerator
is $6.¢23 in a typical passenger automoblle, $124.043 in a
typical farm tractor, $54.00f in & modern six room house,
£206.87; and in a railroad freight car, $1610.00.> It can

be seen from this very inecomplete list, that the elasticlty
of demand for varilous producers of goods in which steel is
used as a raw material might be subject to rather wide vari-
ation as the result of the relative importance of the cost of
steel to the total costs.

For thelpurpones of this analysls, however, 1t may be of
more significance to ascertain the effects of a change in the
price of steel on the costs of producing commoditles which
use it as a raw material, It 1is in this connection that the
relative unimportance of steel price changes to many consumers
can be most clearly seen, For example:

¥, ..under 1948 conditions, a §5 per ton change in the

price of all steel products going into a §1,500 autoe
mobile would affect the cost of producing the automo=

bile about $8; a 20 electric toaster would be affected
by less than one cent; a $285 electiric refrigerator by

1l: To arrive at the approximate price of steel per pound, prices
of selected steel products per ton were taken from: "Basic
Data Relating to Steel Prices,"™ 81 Cong, 2nd Sess, Published
by the Joint Committee, (Washington, 1950), pp. 1ll-16~31,
These flgures were divided through by the number of commode
itiles and this figure was then divided by one ton to get
the approximate price per ton. This price was then multi-
pllied by the number of pounds of steel used in the various
products to determine the approximate cost of the stesl
used in each. Yo attempt has been made to include freight
costs or extras. In some cases these might make a consi-
derable difference in the final cost of the steel used.



61 centsy a $184 gas range by 49 cents; and a $130
washing machine by 25 cents while the cost of build-
ing a 35 story steel frame office buildigg would be
affected by six~tenths of one per cent,"”

 For some other thinga in which more steel is used the affect
of a price change would be greater but in almost every case,
the affect of a price change in steel on the total cost of
the admmodity is eamparatﬁvély small when compared with the
final sale price.

In addition to the inelasticity of demand for steel,
the industry is characterized by a high degree of concentrae
tion, A study of annual steel capacities as of January 1,
1948, showed that the twelve largest steel companiles controlled
83.69 per cent of the output of steel ingots, 88,18 per gent
of pig iron capacity, and 82,66 per cent of the facilitles
for finished hot-rolled steel.? The situation in the Western
steel market is one of even more concentration with one
company, the United States Steel Corporation, controlling
39 per cent of all steel capaclity and 51 per cent of the
capacity for steel 1ngoﬁs,3 Add to the capacity in the West
owned by the United States 3tesel Corporation that owned by
the Bethlehem Steel Corporation and the Kalser st§91 Company,
and practically 81l steel capacity in the West is accounted
for,. There are some small independent producers in the West

but they are dwarfed by comparison with the three big campaniea;4

1. Adams, op, cit., p. 1?@.

2. Americall Iron and Steel Institute, Direstory of Iron and
Steel Works of the United States and Car

3. Ad&ms, Q L Oit;, pi gﬁl

4, 3ulliven leTter; Mahoney, op. clt., Part I, p, 71. The
¢olorado Fuel and Iron company Plant at Pueblo is omitted
because 1t does not serve the same general market as the
above mentioned companles,




The Western steel industry 1s an excellent example of an
oligopolistic industry. ﬁharo are a fow sellers of a homo-
geneous product, and every seller must consider the actlon of
a8ll other sellers when he changes his price. (See fig. 1l1).
This makes steel prices "sticky" and given to less frequént
changes than would be the case if the steel market were com-
petitive, It can be ahaﬁﬁfﬁh&t in t he past, stesl prices have
- fluctuated relatively 1&a$'than stesl output and employment.
(See fig. 12). Also, that steel prices have tended to fluce-
tuate relatively less than prices of commidities prbﬁﬁcéﬁ in
industries characterized by & smaller degree of ead%rnlizav
tion of control, (g%ee flg, 13). These characteristics of
the stesl industry must be considered when an analysis of
the effect of a new pricing policy is attempted,

When the basing point system was abandoned in July,
1947, the immediate effect was an increase in price. Nost
writers on the subject agree that many mills had set theilr
base prices under the basing point systém at a level high
enough to allow for some freight abaorptionul If this were
the case, then the loglical outcome of abandoning the delivered
pricing system should have besen to lower the f.o.b, mill

prices by the amount of the cost decrease occasioned by the

l. cf, Machlup, op. cit,, p. 723 Corwin D, Edwards, "The Effect
of the Recent BasIng Point Decisions on Business Practices,"
,Amarican Econom1¢ Review, xxxvill (1948), p. 839; Norman
7oy, "The Essen 8 0f the Steel Producers! Right to
Compete,” Delivered Pricin»‘and the Futura,nf Ameriean
Busineas, 0«8« Chamber of ( >
B
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SOLIGOPOLY: Partial control over a commodity price by a few
sellers acting to some extent as & group. Each aeller asks hime
gelf what will be the effect of his action on the bvehavior of the
other sellers. If the product is homogenous, a price cut by one
seller may result in price cuts by the others. ...!nder oligopoly,
output does not respond immediately to shifts in the marginal cost
curve as in the case of monopolistic competition where each firm
disregards the action of other firms..." B8yrne J. Yorton, Julien
Mpley, snd ¥,B. Schnapper, Dictionary of Modern Econowics, (*ashw
ington, 19L8) p. 2LS5. '

The line D,X,D', represents the characteristic demand curve for
& firm operating in an oligopolistic market. The segment O,X, is
relatively elastic, the segment X,N', is relatively inelastic, The
price under the above illustrated conditions would be at point P, and
the ampunt demanded, at point Q. The kink in the demand curve arises
from the fact that if the producer raises his price, it is likely that
the other producers will not follow the price increase., Thums, if he
raises his price, he does so on the slastic serwent of his demand
curve, This means that his total receipts move in the apposite direc-
tion from the price. ©On the other hand, if he lowers his price, he
expacts the other producers who share his market to lower their prices
by an even graater amount so that his reduction in price will resuit
in a less than proportional increase in the number of units he can
sell, This is tatamount to saying that if he lowers his price, he
does so on the inelastic segment of his demand curve, If this is the
case, his total receiptz will now move in the same Jirection as his
price, or down, Thus, it is easily seen, that given the above con~
ditions, the individual producer can maximisze his total receipts only
&t the point where the other firams in his market ares have set the
price, at the point where the cemand curve is kinked, The price tends
to be "sticky" at this point,

- The contention is, that under the basing point system of pricing,
this type demand curve for the individual producer sesms likely to
oceur., Using basing points, retaliatory action against a price cutver
18 relatively simple through the medium of desirnating his plant esg
a punitive basing point. On the other hand, since every =ill quotes
identical prices to any given buyer, an attempt by one buyer to raise
his price above the prevalling basing point price is futile since the
buyer has simply to switch to another supplier at the old lower price.

FINURE 1X
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elimination of net freight absorption. Not only 4id thie
fall to happen, but many mills raised their prices end implied
that higher prices and higﬁér mill realizations were now re-
quired by 1&w;1 The ahvinuaEpurpesa of this action was to

~ convince the buyers of stééi; and the public In general, that
- it was to thelr best 1nt§§ééts to oppose the abandonment of |
tha baaing point system. 1ﬁ1a0, the price increase was long
overdue since steel priéea~had not changed since the War and
the prices of nearly all other commodities, including those
which used steel as a basic raw materlal, had gone up by’
various amounts.® The demand for steel at this time was in
excess of supply. According to one writer,%the price rise
was part of a vigorous campaign to get Congress to amend the
law and legaligze basing point pricing.

The Geneva Plant, in line with the general policy in the
steel industry, raised its prices when the change over to f.o0.b.
mill pricing was mada.4 It would be difflcults, if not impossible,
to say whether or not the price of Geneva products under the
basing point system had been high encugh to allow for some net
freight absorption. The mill had been operated as a private
concern for a comparatively short time and the demand for steel
had been in excess of the supply for the entire time Gensva
was a basing point. On the one hand the distance from (eneva

1. ﬂﬁﬁhlﬂy, ops clt.; D« T2

2. Ibid,, and maly others,

3. Torwin HEdwards, loc. £it., p. 837, Also others.

4. Economic xnstituEET'g%; city, p. 162, (Statement made by
KeT» Xorris, president, T« ia Stamping and Manufacturing
Company, & West Coast Firm,)



to the West Cosst, which is an outlet for most Geneva pro-
ducts, would suggest tnu#itha base price at Geneve was seb
;7at a.puint which would allow for net freight absorption.
~ on ﬁhé other hand, howevér,rtha favorable position of the
Geneva Plant with referan#é_to raw materials as compared with
~the Weat Coast producersfﬁigbt suggest that the price could
5 béjaat“at Geneva without ai1owanaa for net freight absorp-
tion and still allow prnfitébla operation, 1In any case,
the price increased when %he‘basing polnt system was abane
doned. Considering the dégrae-of concentration of abﬂtrol
“in the Western steel industry and the fact that at the time
 the change in pricing policy was made demand was in excess
of capaclty, it does not seem unreasonable to assume that |
: the price increase on products prddugad &t CGeneva could very
easlly have been the result of cﬁhaideratiana other than
the geographical pricing palicy..iA factual study of the
effect of the changed policy on the prices of steel produced
at the Geneva Plant will have to walt until such time as the
demand for steel declines and the sellers market for steel
s gone,

The very conditlons which make the price for steel
aticky and subject to infrequent changes, can in the sbsence
of control or co~operation among the producers, give rise
to the opposite effect, The fact that steel is used largely
in further productive processes indicates that most purchaseﬁ
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_are made in rather large s&nﬁﬁﬁn'by*buyars who are very well
f inform@d concerning aﬁua1 §r1can. This might make the sales

- garve of the individusl éé#éiiproducer extremely elastic
below the market price. {éﬁé‘fig. 14)s The fear of retal-

B 1ah@ry price cutting is af;éry important factor in making

th«.é, price for steel :lnfle’iiﬁle. (That 1is, if there 18 no
cantrol or co-operation éﬁang‘the producers.) It follows
‘then, that sny price policy which made the possibility of
retaliatory price~cutting 1eaa likely would provide an
incentive to lower prices. This would be particularly true
if the demand for steel were such that only a fraction of
produecing capacity were being utilized. The basing point
system almost certainly uoniralizad nnntral,land made retal=-
iatory action s comparatively simple matter. If a mill cut
pricah below the establlished basing point price, it was come
paratively easy for hhﬁ rest of the producers to make this
mill & punitive basing point with lowerethan-cost prices.
With this arrangement, all other mills would sell In the
price~cutting mill?s market territory at less than cost with-
out much harm to themselves since no one mill would be sblling
any large percentage of its products in this area. The price-
cutter, on the other hand wﬁuld’be forced to sell in his own

territory at the reduced price or in other market areas on

1., Smlthiles, Fetter, Edwards, Pegrum, Machlup, and nearly all
other economists and some businessmen who have written on
the subject agree that thie is the case. (All above authors!?
works on this topic have been cited previously in this paper.)
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Agsuming a market served by a few sellera of a homogenous pro-
duct, but in which the individual seller is not afraid of price
retaliation., Assuming further, that in this market, there is no
collusion, either overt or tacit, among the sellers, Also, in this
market, the buyers of the product are for the most part purchasing
for further productive uses, and purchasing the product on a compar-
atively large scale. In other words, assuming that the buyers are
well informed as to the prices quoted by the various producers serv-
ing the market in question,

Given the above market conditions, the individual producer could
greatly expand his output by lowering his price below X, the price
of the other sellers serving this particular market area., Since the
seller does not expect retaliation in the form of further price cuts
by his principal competitors, he can lower his price and greatly ex-
pand his sales. The principal reason the individual seller in the
above market illustration would be faced with a relatively elastic
demand curve below the price point X, is the fact that the buyers
he supplies are very well informed as to the prices offered by all
possible suppliers, and are buying in sufficient quantity to make
even a comparatively small price change important. On the other
hand, if this seller raised hias price, he would be faced with a
sharp reduction in the amount he could sell for the same reasons as
he can increase his sales sharply below the market price.

The contention is, that this type of demand curve for the in-
dividual producer has a better chance to occur in the absence of
the basing point system than if this system is being used. This
should not be construed to mean that this type demand curve will
be the inevitable outcome of the adoption of f.o.b, mill pricing.
On the contrary, this seems rather unlikely. The inhersnt instab-
ility of a market situation such ag that illustrated above should
be recognized. Every producer in the hypothetical market is faced
with this type demand curve, hence, every producer has incentive to
lower his price below the prevailing price. This ecould very easily
Jead to ruinous competition which, it seems likely, would ultimate
in some sort of collusion among the sellers.

FICURE 1k



a freight absorption basis. Neither of these alternatives
would be very inviting and the price-cutier would probably
raise his price back up to the e#t&blishﬁd level., Under an
f.0.be mill pricing system, however, retaliatory price cutting
would not be so easy. If a certain millts prices were lowsred
in its own market area, the only way retaliation could take
place wounld be if mills 1a¢gtad nesr this producer lowered
their f.o0.b. mill prices to a level so low that transporta-
tion costs to the priaaneﬁttgr'a territory plus their mill
pricea'woula be below the price set by the priéeecutter.

The retaliating mills could not keep prices in their own
market territory up to the previous level since this would
constitute price discrimination and waﬁld be clearly illegal
under Section 2 of the Clayton Act as amended. Thus, the
retaliating producers would find that they had chosen & very
expensive course of action, and it 1ls questionable whether
retaliatory price cutting would occcur. The proponents of
the basing point system point out that the method of puniw
tive actlon against a price~cutter described ahove was never
used while the a%eellinﬁuatry was pricing on a delivered
basis. This seems to ba.tihe truth, but the faet that such
action was possible would certainly discourage any contenw
plated price cuts. This analysis applles tc the Western
steel industry as well as to any other section of the United
States,
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It should be emphasized that price-cutting under the
f.04bs mill priecing ayﬁﬁﬁm@ibfjuat easier than it would be
under a basing point ayﬁﬁéﬁg‘frnia‘doaa not meen thet price
cuts will be the inevitable cutgrowth of the new pricing
arrangement,. Pr1¢e‘cmﬁ§;§111 occur only where the stesl
producers are so situated that no producer in the same or
very nearly the same area can retaliate, What 1s even more
important, they will occur only if the producers in any area
act independently instead or tacltly agreeing on a price policy
in their area. The fact that Western steel capacity is highly
concentrated in the hands of a few Rastern companies makes the
probabllity that there will be widespreed price cuts in the
Western market more unlikely than would otherwise be the case,

Purther impetus should be glven to price reductions for
steel products by the decentrallzing effect of the ﬁav pricing
policy as mentioned in & previous section of this pagor.l If
more independent plants are set up closer to the market out=
lets, the reduction in transportation costs as well as the
added competitive influence should stimulate price reductions.
Also, any excess costs involved in cross<hauling and use of
other then the cheapest means of transportation should be
eliminated and the resultant savings could be passed on in
the form of lower prices. The seller could pass these cost
reductlons on to the canaumér_without a. net change in the
price he received, Thus, f;oah‘ mill pricing should encours

age price reductions bvecause of savings in costs which would

1. Supra, pp. 60-61,
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| r&mlt under the syuhamg{,'jwhathar this outcome 'w‘i.ll be real-
ized in the future remaiﬁpftéba seen, but it seems rather
obvious that uniform fwa*b;‘mill pricing provides & better
opportunity for low ateaiﬂpﬁieea than would be the case
1undar‘a delivered priaing~éy§ﬁemu

Actually, when aﬁpligétian of the above analysis is
made to the Geneva Plant, it becomes apparent that the effect
will be less than in mamygéthar areas and to many other pianta‘
The existence of such hrga capacities at the Geneva Plant
makes it unlikely that other plants wlll be encouraged to
locate in thils immediate area for some time to come, Of
course, if the demand for steel on the Pacific Coast con=
tinues to grow at the rate experienced through the past few
years, some additional capacity will have to be msdded to the
Western steel industry in & comparatively short time. This
capacity might very well locate in Utah, but 1t would be
because of the proximity to raw materisls rether than as a
result of s changed pricing policy.

The Oeneva Plant will not experlence any great saving
in costs as a result of the elimination of cross-~hauling
gince the amount of steel sold in Utah is very small, This
means that even if other producers lnvaded the Utah market,
the amount of wasteful ecross~hauling would be of minor signifw
ieance. thr«fher, the Geneva Plant would probably not have

801d any significant amount in the Esstern or even Mid-western
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United States even if the basing point system were allowed,
Thus, no wasteful cross-hauling would have occurred to and
from these areas.

Finally, the absence of any large bodles of water
‘betwaan the Geneva Plant and its principal market outlets
rmakes it extremely unlikely that much saving will accrue as
the result of using cheaper transportation.

There 1s one other Important effect on price which
should be considered. That is that the loeal consumers will
be guaranteed a share in any price cut to any part of a par-
ticular producerts market. For example, if the United States
Stesl Corporation had wished to lower the price of steel on
the Pacific Coast while the basing point system was being
used, they could have done one of two things, Either the
base price at Seneva could have been lowered, or a new basing
point for the products could have been established at one
of the Columbia Steel Company Plants on the Coast. If the
base prices at the Ceneva Plant had been lowered, the steel
consumers in Utah would have shared in the priece reduction,
If the other alternative had been followed, however, the
price reduction could take place on the Coast without any
price change occurring In the Utah market. Under the present
pricing system, any reduction in prices of Geneva made pro=-
ducts on the Coast mast alsé be a reduction In the local mar-
ket., Thus, the new vricing system guarantees the local cone

sumer & share in any price deqlinazwhich”ocuurs on the



products of a particular plant.
One writer summed up the effect of the new policy with
regard to competition and prices as follows:

‘Hrhe difference between market competition under
f+0sbe mill pricing (with strictly delineated
market areas) and under discriminatory delive
sred pricing is something like the difference
between trench warfare and guerilla warfare.

In the former case, all fighting takes place
along a definite battle lines in the second
case, the appasing‘iorcas are intermingled
over a broad area."

York, 1948), p. 57, —— = : i




SUMMARY AND CORCIUSIONS
Several considerations peculiar to the Genevs Plant

condition the effects of the abolition of basing point pricing

on this firm, One of the most Important of these 13 the fact
that the plant is so constructed that some change in the proe
portions of the final products is possible. That is, the
gteel ingots produced at the plant may be either made into
structural shapes or Into plate and thinner than plate
guages, Were 1t not for the possibility of changing the
relative amounts of these two types of semiefinished steel
products produced at the Geneva Plant, it seems likely that
the change in pricing methods might occasion some curtaille
ment of production. Western capacity for structural steel
is, at present, more than adequate to meet the demand., Under
the basing point system, thie would cause the Western pro-
ducers to seek markets outside of the Western area in which
to dispose of thelr structural steel surplus. These oute
side markets would be merved on a freight absorption basis.
0f course, this is not possible under uniform f.o.b., mill
pricing, and some capacity for the production of this type

of semi-finished steel must lay idle. In the case of the
geneva Plant, this cut-back in the production of utrﬁeturall
steel can be largely absorbed by increasing production of
plate and thinner than plate steel. Therefore, as regards
the structural mill, it seems likely that the same policy

is being followed under f.,o.b. mill pricing as would have
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been followed under the basing point system, i.e., production
of structural steel has lﬁrgeiy given way to production of the
other types of sami-riniahad atoel at the Qeneva Plant.

The zitnatinn in the wuat with regard to plate and thﬁnner
than plate rolled steel is quite different from the structural
situation. There seems to be demand for meae types of s emi~
finished steel products sufflclent to allow for effective
utilization of existing wéntgrn capacity. The effect with
reference to these steel pb@&uﬁts of the changed priecing
system will likely, thersfore, be quite different. In the
first place, uniform f.o.b, mill pricing will eliminate the
posalbility of market penetration by some Eastern producers
which wounld have been possible under the basing point system.
Thﬁa, the effect of the changed priecing policy in thié case
should be favorable to Western steel producers including the
Geneva Plant,

The effect of abandoning the basing poiﬁt system on the
future location of ateel producing facllitles in this ragién
will be eénditianeﬁ by the fact that the Geneva Plant was
constructed to serve wartime purposes and to fill an extremely
large wartime demand. The capaclties of the Geneva ?1&nt;
therefore, are more than adequate to supply demand which
exists now or willl probably exist for some time in the future,
It is also extremely dAifficult to say what the effect on
future location will be because of the largm(rcle played in
determining location of steel mills by the availability and



extent of raw materials, It is concelvable that foreign
sources till‘he\&iaea?eraé knd developed whiék.wili\allaufpram
duection to be carried on at tldewater on the Paclfic Coast
at a cost which compares favorably with the costs of prd*
duction at Geneva, Because the future is so uncertain in
these respects, uhout.ali that cen be seid 1z that the
abolition of the basing point system will likely have the
effect of decentralizing future steel produet@éﬁ; and Utah
might concelvably be a location site for some 'of this decen-
tralized steel capacity. Avallability and extent of raw
materials will be of more importsnce than the pricing system
in determining this, however,

The concentration of market outlets for fabriceted pro-
ducts on the Pacific Coast makes it extremely unlikely that
the change in pricing systems will have any significant
effact on fabrication plant locatlon In the Western United
8tates, The fact that the frelight costs on the finished pro-
duct are generally much higher than those on the steel which
goes into the product as a raw material, makes it profitable,
in a preponderance of cases, for the fabricator to locate
a8 near as ﬁossible to his market, It seems unlikely that
the change in pricing methods wlll hsve enough effect to
make location away from the market more profitable, parti-
cularly in the west where the market 1s so highly concentrated.

The location of the Geneva Plant with reference to 1its
principal merkets makes it virtually imposaible for the local
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steel consumersz to be charged a local monopoly price which

is higher than the price which would prevaill if the basing
point system were in use. To raise the price to the local
steel consumers under the present uniform f.o.b. mill pricing
systam wou1d mean that hﬁa price to the rest, and in the

- cass of the Geneva Plant the vastly greater part of the mare
ket, would have to be ralsed as well since federal law prow
hibits discrimination in price between two market areas or
consumers, Since the Geneva Plant will be competing with
several producers on the West Coast, it 1s a virtual impossi-
bility that this will ocour.

It is with reference to future steel prices thaﬁ the
changed pricing policy might well bave some signiflecant
effects, both in Utah and elsewhere. In the first place,
the decentralizing effect of the new priecing method should
introduce elements of competition Into the sale of steel
which might not otherwise be present, The fact that the
buyers of stesl will now be faced with alternative prices
from different producers, whereas they were faced with s
single griaa under the basming point system, should stimulate
some price competition which did not previously exist, The
possibility of a steel producer expanding tle area of his
gales by price reductions, and the fact that uniform f,0.b.
mill pricing makes price retallation more difficult should
8dd to the possibllity of more competition in price, It
should not be presumed that the adoption of f.0.b., mill
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pricing by the stesl industry will automatically mske this
avaamg&titiva industry, h&g@yﬁr. Toc many other éannidur~
ations are presont. Thefiééuatry 1s not competitive in its
very structure, gnd 8 ch&@g§ 1n‘gaograph1en1 price policy
S will ca?tainly'nat alterfﬁﬁig. It would also be.an»arrét
 to assume that the mngé to f.0.b. mill pricing will autoe
matically result in lower steel prices. Here sgain, other
considerations might be paramount, Thers 13,‘hgwaver,
reason to believe that the change to f.o.b. mill pricing
willl have the effect of encouraging competition in price,
and what is equally important, encouraging price flexibility.
Probably the most important conclusion to be drawn
from this study is that it seems very unlikely that the re-
sults of the change in pricing method will be world-shaking.
This i1s not to say that there will be no effects, but that
the results in the area under study will in all probability
be less significant or pronounced than was widely antleiw-
pated. Perhaps this situation 1s peculiar to this area and
in other sress, it might be that the more important effects
gradictad by writers on the subject willl occur. It may be
also, that the occurrence of the change In prieing methods
during a period of very high demand, both for steel and for
fabricated goods, has softened the effects;y had the change
occurred in a period of weaker demand, the predictlons of
the majority of writers on the subject would have been borne

out. Or, it may be, that the concluslons arrived st in this



study will prove to be too underestimated. Only after
enough time has elapsed to enable some emperical studies
to be made, will the final word be sald.
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