TRANSPORT COSTS IN THE
WHOLESALE TRADES

By S. L. Edwards

In 1965 the Board of Trade undertook one of'its periodic inquiries into the wholesale
trades.! A novel feature of this inquiry was the inclusion of questions on transport
expenditure, distinguishing between purchased transport-— by road haulage and
other modes — and own transport. The publication of the results of the inquiry in
the Board of Trade Journal, 26 July 1968, throws light on some aspects of transport
costs in this important branch of distribution.?

Before setting out any figures, however, it is necessary to mention a major de-
ficiency in information on the cost of operating transport on own account. The
inquiry covered only fuel, spares, cost of maintenance and repairs contracted out,
insurances, licences, and depreciation; and these items, according to a survey by
the Ministry of Transport,3 comprise only about 40 per cent of the total cost of
operating fleets of the larger vehicles. The principal omissions are tyres and wages,
which account for about g per cent and 53 per cent respectively of total costs. Other
miscellaneous items omitted account for about 4 per cent.

To obtain a rough estimate of the cost of own transport in different wholesale
trades, the Board of Trade figures are therefore multiplied by 2.5. This is a realistic
method of allowing for the cost of tyres and other miscellaneous items, since pro-
portionate expenditure on these items probably does not vary much from one trade
to another. Wages, on the other hand, could vary considerably. The 1963 Census of
Production showed that wages were about 45 per cent of the cost of operating own
fleets in manufacturing mdustry, 35 per cent in construction, 43 per cent in public
utilities and 45 per cent in mining and quarrying.# In the food, drink and tobacco
manufacturing industry, which accounts for a large part of wholesale distribution
(M.L.H. 810), wages amounted to about 55 per cent of own fleet costs, while in
other production activities supplying dealers in coal, building materials, agricultural

IFor the purposes of the inquiry the wholesale trades are defined as those establishments classified
under Minimum List Headings 810, 831 and 832, and the Marketing Boards.

2The latest census of distribution (1966) also contained questions on transport expenditure. When
the results are available it will be possible to analyse transport costs over the whole range of distri-
butive activities.

3Road transport operating costs survey: report in process of publication. The survey distinguishes
between operators with at least one vehicle over three tons unladen weight in their fleet and those
with no vehicles over this size. Wholesalers, as the results of the 1965 inquiry show (Table g of the
article in the Board of Trade Fournal), are more representative of the former category than the latter;
hence the Ministry of Transport data on the former are used for calculating the percentage quoted
above.

4For preliminary results of the census see Board of Trade Journal, 24 December 1965, and for fuller
discussion see “The Cost of Transport in British Industry” by S. L. Edwards (to be published when
final results of the census are available).
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supplies, other industrial materials and machinery (M.L.H. 831 and 832) the
proportion varied from about 40 per cent to 55 per cent. Thus the fixed percentage
addition is unlikely to introduce an error of more than + 10 per cent in the wage
costs, or =+ 5 per cent in total costs, of operating own transport in most branches of
wholesale activity.

The estimated expenditure on own transport in the wholesale trades is thus
increased from just under £92 million shown by the Board of Trade tabulations to
4230 million, and the combined expenditure on both own and purchased transport
becomes £404 million. Detailed figures for each branch of the wholesale trades are
given in Table I.

The £404 million spent by wholesalers may be compared with an estimated
£1,000 million spent on transport by production industries, i.e. mining and quarry-
ing, manufacturing, construction and public utilities (Census of Production, 1963).5
The total is equivalent to about g per cent of the net output of production industries.

EXPENDITURE BY MODE OF TRANSPORT

Table 2 shows the proportionate use made by different trades of own account
transport and purchased transpert, the latter being divided between road haulage
and “other transport” (mainly rail, except in trades like fuel oil where coastal
shipping is important). The average shares are 57 per cent, 26 per cent and 17 per
cent for own transport, road haulage and “other transport”, respectively,5 but there
is wide variation between individual trades.

In most wholesale trades, expenditure on own transport is greater than on pur-
chased transport. Indeed, in 14 of the 32 trades listed the share of own transport is
over 60 per cent of the total; in hardware and electrical goods, chemists’ wares and
builders® materials it is over 80 per cent, and in chocolate and sugar confectionery,
cigarettes and tobacco distribution it is over go per cent.

The share of “other transport” is well above average in the trades handling coal,
ores and metals, and it is also relatively high (over 20 per cent) for petroleum
products, clothing and textiles, boots and shoes, scrap and waste materials, merchant
converting and other general wholesale merchanting; but it is highest of all (over
50 per cent) for textile materials and yarns and general export merchanting.

The share of road haulage is highest (over 40 per cent) for meat, boots and shoes,
livestock, “‘other industrial materials” such as rubber, wood pulp, chemicals, clay
and stone, merchant converting and the Marketing Boards. '

Why are there such large differences between trades in their relative expenditures
on own and purchased transport ? The small share of own transport in such activities
as merchant converting and general export merchanting is understandable, but why
is there such a low use of own transport in the boot and shoe, clothing and textile

SFor a truer comparison allowance should be made for increased expenditure on freight transport
1963-65 by production industries. Figures for these industries alone are not available, but it is esti-
mated that total users’ expenditure on goods transport increased by about 15 per cent in this period.

SThese figures can be compared with 42 per cent on own transport and 58 per cent on purchased
transport in the industries covered by the census of production.
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- TABLE I..
Estzmated Cost of Transport in Wholesaling and General Dealmg, 1965

: ‘ , £ mzllum o
(1) (2) (3 @ - ()
Estimated . Cost of purchased transport - - Total

o : o Cost of — _transport
Wholesale trade o " Operating  Road " Other Total costs
o ‘ own vehicle ‘haulage transport ’ : .
fer |
Total [Including Marketmg Boards] .229.5 104.9 69.6 174.5 404.0 -
Wholesale distribution . 118.1 48.2 .. 329 811 199.2
Grocery and provisions v 16.1 6.0 1.2 7.2 23.3
Beers, wines and spirits 4.6 1.6 1.0° 26 = 72
Chocolate and sugar confectionery - : 1.4 o.1 " 0.0 o1 Lj
Tea and coffee 1.9 0.8 0.2 1.0 2.9
Meat 4.1 4.0 0.9 4.9 9.0
Fish 3.2 1.7 0.8 2.5 5.7
Vegetables and fruit B ‘17.0 6.1 . .-37 098 26.8
Other food and drink 5.4 1.3 0.4 1.7 7.1
Cigarettes and tobacco ) S 2.9 - ox’ 0.2 0.3 3.2
Boots and shoes : : 0.2, L0.3° ol 0.4 - 0.6
Clothing and textiles . S 2.2 - 1.8 1.5 - %3 - . 55
Merchant converters . o 0.2 0.7 0.3 1.0 1.2
Paper and paper board ’ : 2.0 1.4 0.4 1.8 3.8
Statioriéry and books - s i 2.3 1.6 0.9 2.5 4.8
Petroleum products © 865 137 168 30.5 67.0
Hardware and electrical goods .~ - 7.5 1.1 0.6 1.7 9.2
Chemists” wares g 5 . 2.2 .04 . O 0.5 2.7
Other non-food goods 6.2. 4.0 1.8 5.8 12.0
General export merchants v 0.1 0.3 1.0 L3 1.4
Other general wholesale merchants 1.9° 0.9 0.9 1.8 T3
Dealing in coal, builders’ materials, grain.and agric. » » :
supplies ' o 72.6 20.2 22.7 51.9 124.5
Coal merchants : B3 8 ¢ 14.3 20.8" 35.1 66.2
Builders’ merchants ; : " 24.9 5.4 0.4 5.8 30.7
Corn, seed and agricultural merchants . 16.3 - 9.0 1.5 - 10.5 ° 26.8
Dealing in livestock : : 0.3 04 - 0.0 0.4 0.7
Dealmg in other industrial materials and machme(y 37.0 18.3 13.4 31.7 68.7
Scrap'and waste materials ' : . ILX 3.3 4.0 7.3 =~ 184
Ores and metals . ' 5.7 3.6 "~ 4.6 8.2 13.9
Timber . o 6.9 4.5 1.2 B - 12.6
Hides, skins and leather , 1.1 0.3 ‘0.3 0.6 1.7
Textile materials and yarns v B 0.3 0.6 1.0 1.6 1.9
Industrial machinery 9.2 2.8 1.5 4.3 13.5
Other industrial materials 2.5 3.0 0.8 3.8 6.3
Dealing in industrial materials generally 0.2 0.2 0.1 0.3 0.5
Marketing Boards o , _ 1.7 92 0.5 9.7 | 114

Source Board of dee ]aumal 26 July 1968 For column 1, see text.”’
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e carsmi g s e b peban

| o UmAmen Tt
Expendzture on: Each Mode of Tmnsport as percmtage qf Total Transport C’osts ‘ .

3 i
RS Y T

. “Transport-on . Purchased  transport” ..
SOOI R crela o ownsaccount™ - Rogd S Other
Wholesale trade ..~ - .. . . .. haulage. - transport
’ % o % . %

Total [Including Matketiﬁg_Board§] o 57 . . 26. . I_V7: o

: Whalesale distribution - . . e T 597 24 o iy 170
‘Grocery and provisions e ... .69 .. 26
‘Beers, wines and spirits - ' 7 - X
‘Chocolate and sugar confectlonery ' g0 s o
Tea and coffee .~ : ST e T B e T e g
Meat 46 44
Fish 56 29
Vegetables and fruit 63 23
Other food and drink Vo e g6 e g
Cigarettes and tobacco Lo o g2 T g
Boots and shoes . P . LTI ‘31 e 470
Clothing and textiles TOTREE et
Merchant converters
Paper and paper-board - ‘ o B _
Stationery aid books .- . T gy T gy T
Petroleum products: .. - Cooteern i sl vosg B E e ol
Hardware and electrical goods. -::  : . ... e W81 e 12
Chemists’ wares , SR
Other non-food goods ° T SO -
" ‘General export merchants” L g T gy
Other getieral wholesale merchants’ -0 7 700 O T g

Dealmg in coal buzlders matenal:v, gmm and
agric. supplies e
Coal mercharits - R e
Builders’ merchants SN R R
Corn, seed and. agrlcultural merchants T e

Dealing in hvestock :

Dealing in other mdustnal matenals and
machinery

Scrap and waste materlals 5

Ores.and metaIS"vr"" :

Timber :: ; s

Hides, skins and- leather o

Textile materials :and yams" e

Industrial machinery -

Other industrial-materials - o

Dealing in 1ndustr1al materlals generally

Marketmg ‘Boards

*Includes mamly ‘vehidles 6n-“C** licéne
for transport 6n”own dccount”
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trades, and such a high use in the chocolate and sugar confectionery, cigarette and
tobacco trades? In a study of own transport in production industries,’ it was suggested
that own transport “is preferred in industries which either (a) are very close to the
point of final consumption, for example, cereal foods, drink, construction; or (b)
produce fragile commodities, for example, scientific instruments, radios, aircraft,
furniture.”8 In support of this generalisation it may be noted that 19 of the 32
wholesale trades listed here move goods predominantly to points of final (as opposed
to intermediate) demand, and of these 14 spend more on own than on purchased
transport. By contrast, of the 13 trades dealing mainly in goods for intermediate
demand, seven spend more on purchased than on own transport.

The main exceptions to the generalisation are meat, boots and shoes, clothing
and textiles, and stationery. These are all commodities moving mainly for final
consumption, yet purchased transport is used more than transport on own account.
The reason is not readily apparent, but it is interesting to note that manufacturers of
the last three types of commodities are also big users of purchased transport.

SHARE OF TRANSPORT IN TOTAL COSTS

It is often said that transport forms an important part of the total costs of distribu-
tion. For example, the pamphlet on Planning Warehouse Locations, prepared for the
Economic Development Committee for the Distributive Trades,® showed that
transport accounted for about a third of physical distribution costs for industries
which (presumably) handled the whole of the distributive process themselves. It
also stated that “a majority of the respondents had either no breakdown of distri-
bution costs or knew only their transport and outside warehousing costs.” One
important by-product of the wholesale inquiry is that an accurate assessment can be
made of the importance of transport costs in distribution: expenditure on transport
can be expressed as a percentage of wholesalers’ gross margin, defined as sales of
goods less purchases, adjusted for stock changes during the year.10

The data on gross margins given in the Board of Trade Journal article are for three
types of traders, i.e., those trading with stock, without stock and mainly on a commis-
sion basis, but because of disclosure problems a few relevant figures are missing.
Fortunately the missing figures are relatively unimportant, and probably can be

7¢“The cost of transport in British Industry”, by S. L. Edwards, op. cit.

80ne important factor could be the average size of establishment, for in general, as shown in
Transport for Industry by Bayliss and Edwards (H.M.S.O., 1969), the larger the establishment the
greater the share of purchased transport. However, although the meat and stationery trades are above
average in this respect, both the boot and shoe and the clothing and textile trades are well below
average. The relevant figures are: average number employed per establishment in all wholesale
distribution, 19; in boot and shoe distribution, 16; in clothing and textiles, 13; in stationery, 40; in
meat distribution, g30.

9Economic Development Committee for the Distributive Trades, Planning Warehouse Locations
(H.M.S.0., 1967).

10The resulting figures therefore approximate to the net output of the wholesale traders. A more
accurate figure for net output would deduct the cost of purchased transport and the expenditure on
own vehicles, excluding wages and depreciation.
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TABLE III
Transport Costs as Percentage of Gross Margin

() (i2) ®

Total Gross /
Wholesale trade transport margin (%)
costs
Am Am %
Total [including Marketing Boards] 404.0 1,869.5 21.6
Wholesale distribution 199.2 1,135.8 17.5
Grocery and provisions 23.3 124.0 18.8
Beers, wines and spirits 7.2 126.4 5.8
Chocolate and sugar confectionery 1.5 6.3 24.
Tea and coffee 2.9 34.8 8.5
Meat 9.0 44.1 20.6
Fish 5.7 21.5 26.6
Vegetables and fruit 26.8 71.2 37.6
Other food and drink 7.1 27.6 25.7
Cigarettes and tobacco 3.2 21.0 15.1
Boots and shoes 0.6 7.6 8.4
Clothing and textiles 5.5 81.0 6.8
Merchant converters 1.2 28.6 4.4
Paper and paper board 3.8 32.0 12.0
Stationery and books 4.8 25.0 19.4
Petroleum products 67.0 216.3 31.0
Hardware and electrical goods 9.2 70.6 13.1
Chemists’ wares 2.7 26.4 10.5
Other non-food goods 12.0 101.7 11.8
General export merchants 1.4 20.0 7.3
Other general wholesale merchants 3.7 34.5 10.7
Dealing in coal, builders’ materials, grain and
agricultural supplies 124.5 301.0 41.4
Coal merchants 66.2 103.0 64.3
Builders’ merchants 30.7 121.3 25.4
Corn, seed and agricultural supplies 26.8 75.9 35.3
Dealing in livestock 0.7 3.5 21.2
Dealing in other industrial materials and
machinery 68.7 397.1 17.3
Scrap and waste materials 18.4 61.6 29.8
Ores and metals 13.9 75.3 18.5
Timber 12.6 75.4 16.7
Hides, skins and leather 1.7 14.7 11.6
Textile materials and yarns 1.9 20.0 9.3
Industrial machinery 13.5 116.2 11.6
Other industrial materials and industrial
materials generally 6.8 43.0 15.8
Marketing Boards 11.4 13.2 86.0

Sources : Total transport costs: See Table 1. Gross margin: Board of Trade Journal, 26 July 1968, Table
4, adjusted figures.
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roughly estimated without significant loss of accuracy in the end results. In addition,
since the data relate only to “businesses which made satlsfactory returns,” it was
necessary to gross up by the ratio of" “persons engaged” in all businesses to those
engaged in the businesses which made satlsfactory returns.

The results of the calculations, given in Table 3, show that in the wholesale trades
as a whole transport costs amount to nearly a quarter. of gross margin.The equlvalent
proportion in production industries is 6% per cent. There is, however, wide variation
between trades. Four categories may be distinguished : those where transport costs
amount to (i) 30 per cent or over, (11) 20-30 per cent, (iii) 10-20 per cent, (iv) less
than 10 per cent of gross margin,

Six commodities feature in the first group: dalry produce (the Markctmg Boards)
vegetables and fruit, petroleum, agricultural supplies, coal, scrap and .waste ma-
terials. Transport costs are highest for the Marketing Boards (milk and eggs princi-
pally), amounting to nearly go per cent of the gross margin, but they are also very
high for coal merchants (over 60 per cent). Clearly, therefore, in both these trades
the main function performed is transport. (For the Milk Marketmg Board in par-
ticular, thisis apparent from the account of its activities given in the National Board
for PI'lCCS and Incomes report on The Remuneration of Milk Distributors, (1967, chapter
6). Indeed, in any trade where transports costs are greater than about 50 per cent
of gross margin, transport can be said to form the main activity of the trade.

The second group includes chocolate and sugar confectionery, meat, ﬁsh the
“other food and drink” category, builders’ materials, and livestock. :

The third group contains nearly half the trades covered The products range from
foodstuffs to ‘ores and industrial machinery; but mainly they feature non-food goods
moving for final demand, and intermediate products such as timber and hides.

The fourth group (transport costs less than 10 per cent of gross margin)-is-also
very mixed. It includes alcoholic drink, tea and coffee, boots and shoes, clothing
and textiles, textile materials, merchant converting an‘d “export merchanting. Five
of theseseven trades with Iowest proportionate transport costs are also trades where
the use of own transport is well below average.

Ay
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