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ED IT ORIAL D E PA R T M EN T N O T E
On accou nt of the increased interest a nd activity rega rding tra de association work since the pa ssa ge of the Recovery Act, this issu e of ou r Bulletin
should be of pa rticula r interest. It is generally conceded that uniform cost
accounting among trade associations will constitute perhaps the most important means of collecting, analyzing and interpreting the data necessary
in ca rry ing ou t the provisions of the various industrial codes that are now
being prepared. Every industrial engineer, pu blic accounta nt, a nd accou nta nt
within private industrial organizations should lea rn everything possible concerning the pa st a nd current developments of u niform cost a ccounting a mong
trade associations because herein lie gra ve responsibilities, as well as most
unusual opportunities, for the whole accounting profession to render a real
service to indu stry.
A. B. Gunnarson, the author of the first paper in this issue of our Bulletin, has had broad contact with various business problems. A gradua te
of the University of Minnesota and the Ha rv a rd Graduate School of Business Administration, he spent several years as instructor in accounting at
both institutions. La ter, he wa s associated in various accounting capacities
with Washburn- Crosby Co., flour millers, Minneapolis, Minn. Following
this, he became controller of Red Owl Stores, Inc. —a company operating a
cha in of food stores.
From there, he went to the Cha mber of Commerce of the United Sta tes,
Wa shington, D. C. T he Cha mber of Commerce ha s ta k en a n a ctive interest
for more than twenty yea rs in promoting uniform accounting methods for
particular industries through their trade associations. Mr. Gunnarson has
been directing this a ctivity since he ca me to the Chamber.
H e has addressed several NAC A Chapters, and in the course of his
present a ctivities has spok en before local chambers of commerce, tra de associations, and business organizations. He ha s bee n a mem be r of NACA for
a nu m ber of ye a rs. Before comi ng to Wa shi ngton, he wa s a direc tor of the
Minneapolis Cha pter. Active in promoting the forma tion of the Wa shington
Cha pter la st yea r, he wa s elected the first president of tha t cha pter u pon its
organization. H e is a member of t he American Economic Association and
the American T ra de Association Executives.

T he author of the second paper, Mona rd V. Ha yes, is a native of the
state of Texa s. After ta k ing his bachelor's degree fr o m t h e University of
Missouri, School of Business, he entered the Graduate School of Columbia
University where he earned his ma ster's and doctor's degree. Mr. Ha yes
has ha d nine yea rs of public accounting a nd management engineering experience with Peter and Moss; Mattison and Da vey; Loomis, Suffern and
Ferna ld; Griffenha gen a nd Associa tes; H. A. H opf a nd C ompa ny, a nd a s a n
observer of tra de associa tions. He i s th e a u thor of "Acc ou nt ing for Execu tive Control," published by Ha rp er Brothers, and of "Bu dgeting," to be released by Ronald Press, New York, as well as some technical papers and
book reviews.
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TH E OUTLO OK FO R UNIFO RM ACCO UNTING
UN DE R TH E NA TI O N AL I ND US TR IA L
RECOVERY ACT
By A. B. Gunnarson, Manager, Department of Manufacture,
Chamber of Commerce of the United States, Washington, D.C.
FI NI T E progress toward further extension of uniform
D Emethods
of accounting seems indicated by developments growing out of the passage of the National Industrial Recovery Act.
As an integral part of the business recovery program, America's
industrial enterprises have been given authority to draft codes
of fair competition and to enter into agreements with competitors
for acting collectively in eliminating unfair methods. Many of
these have sprung up as a result of adherence to an "every -manfor- himself" policy.
On June 16, 1933, the day following the signing of the Recovery
Act by the President, a code of fair competition was received from
the cotton textile industry. Subsequently, codes from other large
industries, notably steel, electrical machinery, shipbuilding, petroleum, clothing, and coal, were submitted. Other industries will
follow with their plans as rapidly as possible.
The Recovery Act is directed toward encouraging industry to
take the initiative in correcting competitive abuses. Many of these
abuses relate to practices which have only an incidental interest to
accountants. Others are of prime concern to the profession, however, since they deal with cost and price factors.
Labor and Material Costs Increase
The main emphasis of the Recovery Administration will be to
stimulate reemployment by shortening working hours. Accompanying this, it is expected that minimum wage rates will be established and that wages will increase for most occupations. Adoption
of these measures seems to indicate that immediate revision and
adjustment of present formulas for labor costs must be made.
Through other measures, such as that for the relief of agriculture,
commodity markets have been stimulated. The result is that material costs likewise will require attention by the accountant responsible for cost computations.
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Unfair Price Competition
In addition to these problems requiring the attention of the accountant, there is the problem of making practical application of
those provisions of codes dealing with the elimination of unfair
competitive practices relating to price factors. Among such may
be mentioned:
a. Selling goods below cost
b. Discriminating in prices between buyers of the same class
and of the same grade and quantity of product.
c. Giving secret rebates or commissions.
If codes are adopted prohibiting the above practices, methods
need to be devised for ascertaining and localizing violations. Development of uniform accounting and reporting procedure would
seem to be the logical solution.
Recognition of this need is to be found in the Recovery Act.
As a condition of his approval of any code, the President is given
specific authority to impose requirements for the making of reports and the keeping of accounts.
Provisions

of Various Codes

Codes of some industries already submitted contain provisions
requiring individual establishments of the industry to follow uniform accounting methods and to submit prescribed statistical reports. Brief references will be made to some of these. Texts of
the code provisions relating to accounting of these industries are
appended. Many others might be mentioned.
The cotton textile industry, in its code as approved by the President, provides for the establishment of a central agency to make
recommendations from time to time with respect to conditions in
the industry which shall be dealt with in order to effectuate the
provisions of the code. This agency may require the keeping of
uniform accounts and the giving of statistical information which
will tend to promote the balancing of production and consumption
in the industry. A service bureau will be set up to render accounting, engineering, and other services, to the smaller mills in the
field. The performance of these services is a continuation of activities already engaged in by representative trade associations of
1708
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the industry. As a result of the promotion of cost accounting by
the Cotton - Textile Institute, it has been estimated that more than
6o per cent of the mills are now reasonably well informed as to
the costs of their various products. This is in sharp contrast with
conditions prevailing in 1925, when not more than 26 per cent of
the industry had adequate cost methods. Through the operation
of the industry's code, it is expected that a larger number of textile mills will have more precise knowledge of their product costs.
The codes submitted by the coat, suit, and clothing industries
that they provide
follow the general plan of the textile industry
for agencies to recommend uniform accounting methods, and the
establishment of service bureaus.
In the code submitted by fifteen divisions of the lumber and
timber products industry recognition is given to the relationship
of prices and costs. Several sections of the industry have developed uniform accounting methods and have collected information
regarding costs of operations. Extension of these methods to a
larger part of the industry seems contemplated under the proposed
code.
The code proposed for establishments engaged in shipbuilding
and ship - repairing provides that "it shall be an unfair method of
competition to sell below a reasonable cost arrived at by a system
of formulas established by the associations." In this instance, also,
methods have been developed by an association of the industry,
The Atlantic Coast Shipbuilders Association whereby establishments may avail themselves of standard accounting methods.
The electrical manufacturing industry, composed of manufacturers of all types of electrical apparatus and supplies, submitted
a code which sets up as a standard the methods of accounting prepared by the National Electrical Manufacturers Association. The
code provides that "every employer shall use an accounting system which conforms to the principles of and is at least as detailed
and complete as the uniform and standard method of accounting"
developed by the Association. The code further provides that products manufactured shall not be sold at prices or upon terms that
will result in transactions below cost as determined in accordance
with the uniform and standard method of costing.
General contractors, as provided in the code proposed for that
industry, "shall maintain a system of making reports and shall
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keep adequate accounts." Recommendations are made with respect
to the disbursement of funds received on contracts to the various
classifications of costs involved. The Associated General Contractors of America, the trade organization representative of this
field, has long taken an active part in promoting better record keeping in the industry.
Progress Made with Uniform Accounting
Efforts to apply uniform accounting methods to all units in a
field have been made by many industries. The printing trades have
campaigned for this for at least twenty years. As more and more
printing shops have adopted the methods recommended by the
United Typothetae of America, cost statistics collected by the association have become valuable indexes of the general economic
situation of the industry, and, in addition, have afforded the individual printer standards against which to check his own operations.
Other manufacturing industries in which progress has been
made toward improving accounting methods and devising uniform
procedure include: flour, ice cream, fertilizer, machine tools, paper
boxes, lace, foundries, and drugs. A complete list is unavailable,
but at least ray industries have devised standard methods. In many
cases, progress has been slow because forward - looking business
men, seeing the need and worth of such developments, have met
with opposition from those who believe accounting involves only
expense for which no returns are received. Further, there has been
no means of compelling the adoption of uniform accounting
methods upon objectors. It has been necessary to depend entirely
upon voluntary action.
Under the National Recovery Act, recalcitrants and minorities
will be required to adopt business practices which have been accepted by a majority as being in the interest of the industry and
of the public. Members of the accounting profession, —those employed in private companies as well as those in public practice, —
have a real opportunity to raise the standards of accounting method
and procedure in all types of business enterprises. The opportunity lies, first, in directing attention to the need for sound accounting as a requirement for the effective management of business. It is essential that those charged with drafting codes of fair
competition, should be cognizant of this. The accountant, in his
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relations with drafters of codes, whether they be employers or
clients, can play an important part in directing this phase of code
development.
The second opportunity lies in giving whole- hearted support
toward the effectuation of code provisions, especially those relating to accounting and statistical procedure. Committees or agencies
established to carry out an industry's code will need assistance on
many questions. Where uniform methods do not already exist, the
accountants in the industry can furnish the experience and technical training needed for their development. If uniform methods
have been devised, full compliance therewith rests with the accountant. In addition, however, he must constantly be ready to
suggest improvements which will be of value, not alone to a single
firm but to the whole industry, and to the business community
generally.
A PPE NDIX
CODES OF F AI R C OM PE T IT IO N
Provisions Relating to Accounting
A— COTTON T E X T I L E I N D U S T R Y
(AS REVISED and presented to the Administrator prior to close
of public hearing June 30, 1933)
VI. To further effectuate the policies of the Act, the Cotton
Textile Industry Committee, * * * * is set up to cooperate with
the Administrator as a planning and fair practice agency for the
cotton textile industry. Such agency may from time to time present to the Administrator recommendations * * * * which will tend
to effectuate the operation of the provisions of this Code and the
policy of the National Industrial Recovery Act, and in particular
along the following lines:
i. Recommendations as to the requirements by the Administrator of such further reports from persons engaged in the cotton
textile industry of statistical information and keeping of uniform
accounts as may be required to secure the proper observance of
the code and promote the proper balancing of production and consumption and the stabilization of the industry and employment.
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z. Recommendations for the setting up of a service bureau for
engineering, accounting, credit, and other purposes to aid the
smaller mills in meeting the conditions of the emergency and the
requirements of this code.
8. * * * * Such recommendations, when approved by the Administrator, shall have the same force and effect as any other provisions of this code.
B —MEN'S AND BOYS' CLOT HING I N D U S T R Y
(AS SUBMITTED to the Administrator July 1 4, 1933)
IX. On and after the effective date, no manufacturer shall be
permitted to sell the product manufactured by him below cost, and
for the purpose of determining the cost there shall be set up a uniform cost - accounting system applicable to the entire clothing industry. It shall be unfair competition for any one to sell or offer
for sale merchandise at less than cost. * * * *
X. On and after the effective date no contractor shall be permitted to contract for the manufacture of any garment or part
thereof below cost, and for the purpose of determining the cost
there shall be set up a uniform cost accounting system applicable
to the entire clothing contractor market. * * * *
XIII. To assist in carrying out the provisions and purposes of
the National Industrial Recovery Act and of this code, * * * * the
Executive Committee of the Clothing Manufacturers Association
of the United States of America., * * * * together with three persons to be named by the Administrator, is set up as a Planning and
Fair Practice Agency for these purposes * * * *.
Such agency may from time to time present to the Administrator
recommendations based on conditions in the industry * * * * which
will tend to effectuate the operation of the provisions of this Code,
and the policy of the National Industrial Recovery Act, and in
particular along the following lines:
1. Recommendations as to the requirements by the Administrator of such further reports from persons engaged in the clothing
industry of statistical information and keeping uniform accounts
as may be required to secure the proper observance of the code,
and promote the proper balancing of production and consumption
and the stabilization of the industry and employment.
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C— LUMBE R A ND T I M B E R P R O D U C T S I N D U S T R Y
(AS SUBMITTED to the Administrator July io, 1933)
ADMINIST RAT ION
Art. III —The applicant organizations shall, with the approval
of the President, establish and empower a suitable agency herein
referred to as the Emergency National Committee, to assist the
National Recovery Administration in administering the provisions
of the Act as set forth in this Code. * * * * Said Committee shall
issue and enforce such rules, regulations, and interpretations, including trade practices; impose upon persons subject to the jurisdiction of this Code such restrictions; * * * * as may be necessary
to effectuate the purposes and to enforce the provisions of this
Code. * * * *
MINIMUM PRICE S
Art. IX —(a) Whenever the Committee determines that, in
order to effectuate the purposes of this Code in respect of the
minimum wages of labor or maximum hours of employment, or
maintaining a reasonable balance between production and consumption, or to prevent destructive exploitation of standing timber, it is necessary to do so, the Committee shall have the authority to establish, * * * * minimum prices reasonably adapted to meet
costs, * * * *.
Such minimum prices * * * * shall not exceed an average price,
for the respective products and items of each species of lumber and
timber products, equivalent to the current weighted average cost
of production thereof at operations actually in production. The
cost of production shall include only the elements recognized in
accounting for federal income tax returns; but the cost of standing timber included therein shall not exceed the current value
thereof, to be fixed from time to time in such equitable manner as
the Committee shall determine.
D— S HIPB UILD ING A ND SHIP - R E PA IR ING INDU STR Y
(AS SUBMITTED to the Administrator July

12,

1933)

7. To accomplish the purpose contemplated by this Act, the
members signatory to this Code agree that it shall be an unfair
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T RA D E A SS O C I A T IO N S A N D T H E N E W D E A L
By Monard V. Hayes,
Management E ngineer, New York, N. Y.
Basic Reasons for New Deal:
HE new deal recognizes that many of the older concepts of
Tfree
competition are basically wrong and are not suitable to
modern conditions. There are a number of factors which have
contributed to the obsolescence of this old type of economic analysis. Some of these factors are: ( i ) the growth in the size of
the enterprise, ( 2 ) the introduction and wide use of labor- saving
machinery, (3) the extension and increased economy in transportation, (4) the wide area over which individual concerns transact
business, (5) the standardization of parts, (6) the simplification
of products, (7) the application of the scientific method to the solution of some business problems, (8) the over expansion of industry to meet a growing demand for products, and (q) the necessity
for pulling the country out of economic chaos. The problems of
competition of a century, a half century ago, and today are not
comparable. This changed condition must be recognized and what
might have been a "logical" analysis of problems a century ago is
not an acceptable analysis of the problems of today. "Cut throat"
competition and the free play of individual initiative has during the
past three years cost the country more than the great war cost.
The problems of competition are too complicated for any company to deal with effectively. No longer is it a question for one
class in the community to be given free reign over.
The central idea back of the new deal is that if the income were
properly distributed all of the goods fairly produced would be consumed and that every one would be richer and more able to enjoy
the fruits of his legitimate labors, and the income from his investments.
Industry to Control Itself

than

The legal recognition of the right of industry to control itself in
the interest of the public, the employees, the management and the
owners is of great economic importance. Such control is to be exercised through trade associations and while there are more
1716
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C — LUMBE R AND TIMB ER PRODUCTS INDUSTRY
(AS SUBMITTED to the Administrator July io, 1933)
ADMINISTRAT ION
Art. III —The applicant organizations shall, with the approval
of the President, establish and empower a suitable agency herein
referred to as the Emergency National Committee, to assist the
National Recovery Administration in administering the provisions
of the Act as set forth in this Code. * * * * Said Committee shall
issue and enforce such rules, regulations, and interpretations, including trade practices; impose upon persons subject to the jurisdiction of this Code such restrictions; * * * * as may be necessary
to effectuate the purposes and to enforce the provisions of this
Code. * * * *
MINIMUM PRICES
Art. IX —(a) Whenever the Committee determines that, in
order to effectuate the purposes of this Code in respect of the
minimum wages of labor or maxima n hours of employment, or
maintaining a reasonable balance between production and consumption, or to prevent destructive exploitation of standing timber, it is necessary to do so, the Committee shall have the authority to establish, * * * * minimum prices reasonably adapted to meet
costs, * * * *.
Such minimum prices * * * * shall not exceed an average price,
for the respective products and items of each species of lumber and
timber products, equivalent to the current weighted average cost
of production thereof at operations actually in production. The
cost of production shall include only the elements recognized in
accounting for federal income tax returns; but the cost of standing timber included therein shall not exceed the current value
thereof, to be fixed from time to time in such equitable manner as
the Committee shall determine.
D— SHIP B UILDI NG A ND SHIP- R E PA IR ING IN DUSTR Y
(AS SUBMITTED to the Administrator July

12,

1933)

7. To accomplish the purpose contemplated by this Act, the
members signatory to this Code agree that it shall be an unfair
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method of competition to sell below a reasonable cost arrived at
by a system of formulas established by the Associations.
E — E LE C T R IC A L M A N U FA C T UR I N G I N D US T R Y
(AS SUBMITTED to the Administrator July

12,

1933)

VIII. Every employer shall use an accounting system which
conforms to the principles of and is at least as detailed and complete as the uniform and standard method of accounting set forth
in the S ;xth Edition of the Manual of Accounting, prepared and
published by the National Electrical Manufacturers Association,
and a costing system which conforms to the principles of and is at
least as detailed and complete as the standard and uniform method
of costing to be formulated or approved by the Board of Governors or Executive Committee of National Electrical Manufacturers Association, with such variations therefrom as may be required by the individual conditions affecting any employer or group
of employers and as may be approved by the Board of Governors
or the Executive Committee of National Electrical Manufacturers
Association or the supervisory agency and made supplements to
the said Manual of Accounting or method of costing.
IX. No employer shall sell or exchange any product of his
manufacture at a price or upon such terms or conditions that will
result in the customer paying for the goods received less than the
cost to the seller, determined in accordance with the uniform and
standard method of costing hereinabove prescribed. * * * *
V. National Electrical Manufacturers Association is hereby
designated the agency for administering. supervising and promoting the performance of the provisions of this Code by the members
of the electrical manufacturing industry.
* * * * every employer in the electrical manufacturing industry
shall prepare and furnish to National Electrical Manufacturers
Association not less than once in each year an earnings statement
and balance sheet in a form approved by the Board of Governors
or the Executive Committee of National Electrical Manufacturers
Association or acceptable to any recognized stock exchange.
* * * * each employer shall prepare and file * * * * at such times
and in such manner as may be prescribed statistics of plant capacity, volume of production, volume of sales in units and dollars,
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orders received, unfilled orders, stocks on hand, inventory, both
raw and finished, number of persons employed, wage rates, earnings, hours of work, and such other data or information as the
Board of Governors or the Executive Committee of National
Electrical Manufacturers Association may from time to time
require.
VI. * * * * statistical data filed in accordance with the provisions of Article V shall be confidential and the data of one employer shall not be revealed to any other employer except that for
the purpose of administering or enforcing the provisions of this
Code. * * * *
F— GENERAL C O N T R A C T I N G I N D U S T R Y
(AS SUBMITTED to the Administrator July

11,

1933)

Section 4. Reports and Accounts —(a) A general contractor
shall maintain a system of snaking reports and shall keep adequate
accounts as provided in Title I, Section 3A, paragraph 2 of the
National Industrial Recovery Act. All moneys received and expenditures made shall clearly show the allocation, to each improvement of real property or a public improvement, of the funds received and disbursed on account thereof.
(b) Funds received by a general contractor for construction
work shall be accepted and applied first for the purpose of paying
proper costs of making such improvement, including amounts due
to employees, materialmen, subcontractors and others. This shall
not be construed to require a general contractor to keep in separate bank accounts or deposits the funds received under separate
contracts, provided that books of account shall clearly show the
allocation to each and every contract of the funds deposited in his
general or special bank account or accounts.
Section 6. * * * *
(d) A general contractor shall not knowingly submit a bid nor
accept a contract which does not include all direct and indirect costs
and include a reasonable amount for profit and he shall maintain
and keep on file his original estimates supporting his bid or
contract.
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T R A D E A S S O C I A T I O N S A N D T H E N E W DE AL
By Monard V. Hayes,
Man agement En gin eer, New Yor k, N. Y.
Basic Reasons for New Deal:
HE new deal recognizes that many of the older concepts of
Tfree
competition are basically wrong and are not suitable to
modern conditions. There are a number of factors which have
contributed to the obsolescence of this old type of economic analysis. Some of these factors are: (i) the growth in the size of
the enterprise, ( 2 ) the introduction and wide use of labor- saving
machinery, (3) the extension and increased economy in transportation, (4) the wide area over which individual concerns transact
business, (5) the standardization of parts, (6) the simplification
of products, (7) the application of the scientific method to the solution of some business problems, (8) the over expansion of industry to meet a growing demand for products, and (g) the necessity
for pulling the country out of economic chaos. The problems of
competition of a century, a half century ago, and today are not
comparable. This changed condition must be recognized and what
might have been a "logical" analysis of problems a century ago is
not an acceptable analysis of the problems of today. "Cut throat"
competition and the free play of individual initiative has during the
past three years cost the country more than the great war cost.
The problems of competition are too complicated for any company to deal with effectively. No longer is it a question for one
class in the community to be given free reign over.
The central idea back of the new deal is that if the income were
properly distributed all of the goods fairly produced would be consumed and that every one would be richer and more able to enjoy
the fruits of his legitimate labors, and the income from his investments.
Industry to Control Itself
The legal recognition of the right of industry to control itself in
the interest of the public, the employees, the management and the
owners is of great economic importance. Such control is to be exercised through trade associations and while there are more than
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various kinds of associations in the United States, relatively
few of them are equipped to handle the job. The present functions
of trade associations are many and varied. If they are to serve the
community as the means for control, important changes will have to
be made. Many trade associations were operated solely for the
benefit of capital; they were not so much interested in basic problems as in keeping harmony in the group. The viewpoint of the
management of trade associations will have to be changed very
materially in order to work harmoniously with the new order of
things. The executives of the trade association will have to be,
more and more, men of capacity to get the facts and to interpret
them to the management, the workers, the owners and the public.
The trade association executives will be the intermediaries between the government and those interested in the industry. This
work must be done without prejudice or favor and with a high
degree of intellectual achievement.

7,000

Some Causes for Delay
Many people feel that industry has been very slow to realize the
new status under which it is to be governed. Former legal restrictions and supposed restrictions, however, have caused many trade
associations to operate with very limited functions. Many of the
associations know little about important questions upon which they
should be informed. So far as the writer knows, no association
had usable information as to the hours of labor and the wages
paid. What information has been secured has often been ineffective and the organizations lacked adequate personnel to make
proper use of the data at hand. The depression caused many good
associations to go practically out of business.
Under the by -laws of many associations there were no means
for enforcing compliance to fair practices. Too often the association meetings were places where competitors could meet and discuss what ought to be done, to pass resolutions and then go back
home and break the spirit, if not the letter, of the resolutions.
Then too, certain of the producers refused to have anything to do
with the association and they frequently were to blame for violations of resolutions. Few trade associations have anything
like adequate means for checking the accuracy of rumors of practices, or statements that certain practices are being followed. This
1717
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has often resulted in strife and bitterness among the members.
Many employers and trade association personnel have not changed
their ideas very materially during the past three months. There
is still considerable evidence of selfishness and desire for private
gain. All these, and other factors, have caused the formulation
of codes to progress with hesitancy.
Trade Association Management Problems
Up to the present time the secretary has had a difficult time in
keeping the membership in line with the operating objectives of
the association. Much of his time has been consumed in collecting
dues and in being sociable rather than in the active prosecution of
the business at hand. The presidents and vice presidents are generally men of standing in the industry. They have problems of
their own and too often consider their official titles in the nature
of an honor. These officers have often failed to act for personal
reasons. They are usually elected annually. The tenure of office
is too short; the secretary no sooner gets accustomed to working
with a new set of officers and committees than another set is
elected. Under such conditions the work has usually been rather
ineffective. Some industries, however, have "czars" or "commissioners" who devote all of their time to the execution of the business of the association. Undoubtedly this latter form of organization will come into wide use during the next few years.
Too often the secretary has not had or has not taken time to
gather and digest the essential data of the industry. Many of the
members do not care much about acquiring fundamental knowledge of the industry; they work in it every day, so they think that
they know already. One of the big management problems of many
associations is to deliver the facts to the members and to get them
to act upon the implications of the facts.
The Blanket Code
The administration's drive for employers to sign the blanket
code is largely the result of ineffectual results produced by the
trade groups themselves. The results produced so far prove that
the American business man is much more responsive to individual
initiative than he is to group action. A considerable proportion of
1718
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those who signed the code within the first week of the drive merely
acknowledged that they were already operating within the specified hours and above the minimum salary. Many of those who have
signed the code have had to cut the number of hours and in some
cases raise the wages of one or more classes of labor. While the
blanket code is in the nature of a stop -gap it is to be hoped that
the formation of trade groups will not be slowed up.
Trade Association Functions
The functions of trade associations has been changed materially.
They are now encouraged to assume functions which were formerly punishable by severe penalties. Previously, however, they
were supposed to represent ownership only. Under the new role
the functions may be as follows:
i. Marketing; nature, extent, location, growth, price, etc.,
Production; facilities to produce and distribute, etc.,
3. Labor conditions; hours of work, pay, personnel restrictions,
4. Capital; profit margins, credit, new requirements, retirements, etc.,
5. Codes of ethics; formulation of, enforcement, etc.,
6. Business conduct; standard practices for dealing with such
things as: terms of payment, delivery practices, transportation and warehousing, consignments, installment selling,
leasing, trade -in allowances, price lists, discounts, rebates,
allowances, customer classifications, etc.,
7. Legislation; taxation, tariff, restrictions, etc.,
8. Operation; carrying out of all cooperative efforts, etc.,
9. Statistics; cost accounting, financial and operating statistics, prices, wages, hours, units, etc.,
io. Publicity; public relations, advertising, internal dissemination of information, etc.
2.

These functions, and such others as may be necessary to the successful control of the industry, must be carried out by the association to the satisfaction of the administration.
A small minority of the associations are fairly well equipped
to assume these functions within a reasonable time. The large
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majority have much to do before they will be equipped to operate
successfully. Like many business men, trade association executive:; are generally unaware of the implications of the new order
of business supervision. It is just a question of time, however,
until they will become aware that something must be done and
begim at once if they expect to get the benefit of the codes which
the) have established, or which have been established for them.
The present developments are merely a speeding up of the process
of evolution in our economic system.
Too few associations have been developing by the process of
evolution. This failure, however, can be largely overcome within
a few years by an aggressive pursuit of the newly recognized objectives.
Trade Association Personnel
Only a comparatively few associations have personnel who are
qualified to carry out the functions of the associations under the
nets- deal. Personnel who are capable of determining the exact natury of the information required in a given association in handling
the problems under its new meaning must be employed. Th e y
mu;t know how to go abou t gettin g the in formation needed with a
min imum of wor k an d wit hi n a rea sona bl e time; t he y mus t kn ow
hots to take the data so secured and thoroughly digest it and study

it for the purpose of getting significant information therefrom;
the must know how to make the information effective in accomplishing the objectives.

"he need for personnel exists all along the line. There will undoubtedly be changes and additions to personnel for direction,
supervision and staff . Budgets must be increased . A l ar ge s ha re
of the cause for present delays in code work is due to the deficie icies in the trade association itself. Wi th code work out of
the way for the time being the task of operation will be much
greater than is generally recognized by association men. T h e
failure to assume the functions and begin at once to operate under

them will certainly not be in the best interests of the members
themselves, the employees and the public. While the majority of
codes are confined almost entirely to wages and hours of work it
is generally admitted that other essential steps will be added as
fa: t as the associations are ready to assume additional functions.
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What is a Fair Price?
The consumer's general test of a fair price may be gleaned from
the commercial and industrial history of our country. The consumer favors the one -price system. A fair price, among other
things, places all buyers on the same, or substantially the same
basis, without regard to bargaining power. The one -price system
is not only favored locally, but over a wide area. A fair price,
therefore, eliminates differences in price due to geographical position, as far as this can be done without undue discrimination between different territories. Large -scale production requires wide
consumption, which cannot be had except through a lowering of
price to meet the purchasing power of a minimum wage group. A
fair price shares the gains from large scale production with successively lower and lower income groups. If these principles be
applied, the tendency is towards a one -price policy, except for
minor variations, for goods of a like quality. These factors seem
to meet the buyer's main tests of fairness, but not the only test
of fairness. Consumers realize that their needs are perpetual and
that competition which results in an uneven flow of goods is not
to their best interests. A fair price results in placing in the hands
of consumers the largest continuous supply of commodities. During the past year or so consumers have been made to realize more
and more that the price must include a just purchasing power for
the personnel connected with business enterprises. Unless the
workers connected with one industry can secure commensurate
purchasing power to those in another industry it is merely a question of time until a leveling process will be necessary. All will
suffer during this process if the corrections are not made before the
"natural" course has been run.
For the rendering of services and the furnishing of goods, the
consumer believes that a fair profit is necessary. His tests for a
fair profit are : that the return in the several trades or industries
should be comparable, when allowance is made for differences in
risks and the relative advantages taken of the low cost instruments
of production and distribution. Included in this fair profit would
also be an allowance for the provision of new investments for the
steady expansion of the industry to meet the needs of consumers.
The new investments should yield a favorable return to the investors. These principles meet with the tests of fairness from the
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viewpoint of the business man. They also seem to meet the requirements of the Government.
The Police Powers

of

Associations

It may be fairly said that all laws, rules, and codes of ethics are
broken. The new deal legislation will not be fully effective unless
the execution of the codes written thereunder be supervised. A
very large share of the police power is to be exercised by the trade
association. Adequate procedures should be made effective for
detecting violations of the spirit as well as the letter of the codes.
The sections of codes having to do with maximum hours and
minimum wages will not require a great deal of inspection but
many of the associations have no machinery in operation to detect infractions. Where major infractions exist reliance may be
placed upon workers and others but experience proves that minor
infractions, if not stopped, will in time produce most serious consequences.
Each association should have a personnel whose duty it is to
make inspection for infractions upon the code. Wherever practicable, a means for automatically controlling unfair practices should
be employed. This may often be done through a unified plan for
performing certain clerical work under the direction of a central
bureau. With the proper set -up, considerable economy in operation can be effected and results otherwise improved.
Statistics
It is to be regretted that several industries are opposed to the
gathering of significant statistics. This, in opposition to some of
the greatest benefits which have come from cooperative undertakings. Some manufacturers think that their statistics might be used
to their detriment. Such was the history of fire and life insurance
but the standards set up on the basis of the facts ascertained are
now the basic tools with which the rate structure is based, and
are even used as an important factor in determining solvency and
the surplus of the companies.
It is sometimes said that there are two classes of liars; just
plain liars, and statisticians. There are, of course, many types of
statistics and since anybody can gather facts, part facts, and no
facts, there is little wonder that all statistics cannot be trusted. It
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must be said, however, that no tool for analysis, classification and
interpretation of facts is more important than the statistical
method. The number of well qualified statisticians is not sufficient
to meet the potential demand of associations when the new deal
gets into full swing. Technically trained statisticians will occupy
an important place in trade associations. They will be called upon
to have and to present a comprehensive picture of the industry as
a whole and the results produced. The exact nature of the individual statistical study will depend upon particular problems involved.
Cost Information Needed and its Use.
In general it may be said that the information needed is basic
data; labor, supervision, materials, and overhead. Those cost accounting procedures which distribute, re- distribute and apportion
many individual items have been discontinued very generously during the past three years. This is true whether the procedures have
been "actual" or "standard" costs. Some systems are in operation
which involve both "actual" and "standard" cost computations.
If such information is properly used it may be worth much more
than it costs. There is a wide demand, however, for simplification
of cost procedures and this should be met.
Trade association executives and members of industry will do
well to give careful consideration to the information which is
needed and to be sure that it is presented in proper form for use.
Basic data will be more often required than end results secured
from laborious computations. Even where a first -rate standard
cost system is in operation the use of such cost as a true indicator
of sales price is something which will not probably obtain. The
basic information will be required for price surveys. The statistical method will undoubtedly be used extensively in the interpretation of cost data. While many producers will secure valuable information from cost results and appraisals of results secured in
his own operations, the association should be able to use all the data
of the industry to produce reports which will produce fundamental information for the guidance of the management as well
as others.
With the facts of the industry at hand it is not unlikely that
considerable control will be exercised over the production and dis1723
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tribution of goods. If fair profits are to be earned, adequate wages
paid and a fair price charged, then the facts of the industry will
have to be used to allot production and to fix the competitive practices of the majority of businesses. When it is considered that some
important industries have not paid the cost of production during
their history it will be realized that such control is necessary to
the best interests of the country. In its larger aspects the general
cost information will be made the foundation upon which to govern business.
Cost Accounting and the Trade Association
If the trade association is to function as a quasi - public institution then it must put its house in order to be able to furnish facts,
interpretation of facts and impartial information. Many associations are faced with the problem of cost accounting. Action should
be started to get adequate cost procedures. A uniform set of procedures should be prepared, adopted and put into operation within
a reasonable time. The success of an association will undoubtedly
depend upon its tools and its facilities for gathering, digesting and
disseminating facts about the industry. Many of the statistical
facts can be obtained as an adjunct to the regular clerical procedures. With a proper set -up, the facts of the businesses within
the association can be determined with little or no extra cost.
Without adequate facts upon which to base a decision, how is an
industry to justify the price charged to the public? How is the
public to know the relative share of labor, management and capital in the price paid?
The problems arising in the determination of a fair price are
often complex. If the new deal is carried through to the extent
which present policies indicate, it is to be expected that the trade
association personnel will determine basic facts and give testimony
which will enable the administration to determine the fairness of
operations. The cost procedures will have an important bearing
upon the work. In other words, it is necessary to have adequate
information relating to the distribution of income to the various
contributors thereto. If each share can be kept in line it is generally recognized that industry would be infinitely more stable than
is now the case.
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Those who have done fundamental thinking along cost accounting lines, from the management and public point of view, realize
that the application of older ideas of cost accounting have not produced the results hoped for by those who advocated them. The
valid objection to many cost procedures has been that the value of
the use made of the information has been less than the cost of the
data. So long as the keeping of cost was a question of individual
initiative it is not surprising that business men have been content
to make price lists with no more than rough computations. It is
important, however, that the cost of keeping the cost system should
be reduced and the information secured be significant for the purposes for which it is to be used.

The Relation of Cost to Price
There is little question but that a fundamental knowledge of
costs will have a very important bearing upon prices. On the
whole, however, it must be admitted that so far cost and price have
had no rational relationships. Much of the cost information laboriously gathered has not been used either by the management itself
or by the trade association. Splendid progress has been made in
studying the problems involved in cost accounting and in the use
of the information but comparatively little work has been done
in the application of cost accounting to business. Only a small percentage of the trade associations have interested themselves in cost
accounting.
A fair number of codes now have provisions for members not to
sell below cost. Without adequate cost accounting facilities and
properly trained personnel this provision of the code will be difficult to administer. Even where associations have adequate cost
facilities and where conditions and processes of manufacture are
almost identical there are wide differences in cost among the membership. There are many causes for these differences, some of
which are: more effective labor, better cooperation with labor on
the part of management, better plant location, more aggressive
management, superior sales force, older and better known company, and products, et cetera. In many business enterprises the
fixed overhead is relatively high. If all products must bear the
same rate of overhead, then wide differences in "cost" will result
and the figures so obtained will be irrelevant. While the price
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must be adjusted to meet normal costs in the industry, it is contrary to sound reasoning to suppose that every producer will be
able to make a fair profit on all items sold.
Rugged Individualism and Price
Price cutting and all of the inter - related problems has had much
to do with the continued decline in business. The cutting of prices
has usually been associated with the desire of producers to minimize losses or to increase possible profits. Often favorable results
are secured in the early stages of such action. When there is a
general price decline, however, the continued cutting of the purchasing power of consumers works untold harm to everyone.
Volume falls off, which together with reduced prices work with
amazing force to reduce profits. The continued exercise of the
rights of rugged individualism tend to reduce everything to the
lowest point. Cooperative action on a wide scale is necessary to
prevent economic ruin.
Those businesses which have maintained prices have suffered
the least ill effects from the depression. Without their supporting
help chaos would have reigned. Persons associated with price cutting businesses are often strong in their denunciations of price
stability, but those who think deeply realize that there are many
and important benefits to be gained by more stable prices. While
the impelling forces of individualism have produced many important advantages for the people, some important measures are required to bring more facts to bear on the problems and to control
the negative tendencies which result in dire consequences.
Economic Planning and Control
The amount of excess capacity even during "normal times" is
badly in need of attention and adjustment in some lines. Trade associations should be of vital importance in the planning and in the
control over the industries. Production facilities and personnel
must be adjusted better to the relative importance of an industry
to the country as a whole. Without better planning than we have
been accustomed to it is inevitable that excesses be incurred. During a period of declining volume and prices those businesses which
are overbuilt compete unreasonably for the volume to be had.
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Conclusions
While many trade associations are not prepared to assume the
responsibilities which the evolution of our economic system was
gradually placing upon them, and which the new deal is willing to
place upon them, there are hopeful signs in this direction. The
position of government is now clear to those familiar with the
economic and legal history of business. Rugged individualism is
no longer sufficient to preserve the necessary .3tability in our economic life and in its place is to appear a rational and a planned
economy. Cost accounting in the trade associa-:ion set -up is necessary to successful operation. The organization and personnel of
the associations will undoubtedly be changed and increased considerably; the functions will be much broader and the work will
be performed in the interest of workers, management, ownership
and the public. Just how fast these objectives become operative
will, to a considerable extent, depend upon the pressure of the administration upon the associations and upon the willingness of the
association management to step into the new role.
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OUR OPEN FORUM
In Mr . Nickerson's article on "Cost Allocation in the Manufa ctu re of
Counters and Innersoles," July 1, 1933 Bulletin, Section 1, he expla ins that
the innersoles cu t from th e belly centers a re cha rge d with their sha re of the
material used a t the fu ll cost of the belly center leather. T o m y mind the
innersoles cu t from the belly centers a re only cu t beca u se the lea ther ca nnot
be used for counters and in effect it is salvaging material which would
othe rwi se b e o f n o va lu e exc ept a s scrap. T he salvage va lue tha t I would
place on this material would be the market price plus the ha ndling cost of
the gra de of leather which would make an innersole of equal sales value.
T he counters which a re cu t from the belly centers should ca rry as part
of their cost the difference in the cost value of the belly centers used for
innersoles and the salvage value placed on material used for this purpose.
F. A. BOETTGER,
Factory Accountant,
Th e Inland Manufacturing Company,
Dayton, Ohio.
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