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ABSTRACT

The role of middlemen in the market for grain changed with the advent of
standardized grain grading. Prior to grain grading, economies of scale were
limited because of the requirement that middlemen develop strong per
sonal reputations though the maintenance of multi-faceted relationships
with clients. Grain grading homogenized grain, making it possible for middle
men to take advantage of economies of scale in their operations.

The economy of the Midwest matured during the post-Civil War decades: trans
portation service improved, markets for produce widened, Chicago boomed)2 The
marketable surpluses of farmers supported the small towns and cities at railroad junc
tions. Middlemen in the towns linked farmers and urban markets; networks of middle
men were key to the success of the rural regions.3 Yet we know little about these
middlemen, and even less about the firms they operated. This paper is part of an
ongoing project that aims to develop a systematic analysis of middlemen in agricultural
markets during this period of rapid growth and change. The primary goal of this paper
is to develop a framework for analysis of changing market structure in grain during the
latter half of the nineteenth century.4

The evolution of the trade in manufactured goods has been discussed in a number
of important studies, but the evolution of the trade in grain differed from the evolution
of the trade in manufactured goods. In some manufactured goods, the trend during
the late nineteenth and early twentieth centuries was for firms to integrate forward into
the distribution of the product. One of the reasons for forward integration was the
movement away from homogeneous, easily substitutable products towards differenti
ated products.5 Producers of differentiated products found it more efficient to market
either directly to consumers or directly to retail outlets, cutting out the independent
middleman in either case. We know much less about the status of independent middle
men in the grain trade. I argue here that the importance of the independent middle
man was rising in the movement of grain from farm to processor at the same time the
importance of the independent middleman was declining in the movement of manu
factured goods from producer to consumer.

Alfred Chandler and Glenn Porter and Harold Livesay have made a convincing
arguments that during the late nineteenth century the organization of the distribution
of manufactured goods moved from a system of “market coordination” to a system of
“administrative coordination” in response to the differentiation of products, among
other factors.6 But prior to the Civil War, grain was a differentiated product, each load
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of grain was differentiated by its quality Only after the standardization of grain grades
did grain become a homogenous product. The expectation, therefore, is for the phases
of market coordination and administrative coordination in the trade in grain to appear
in reverse order in the trade in grain as compared to the trade in manufactured goods.
Prior to the standardization of grain grades, I suggest that a combination of administra
tive coordination and market coordination was used. It seems that networks of middle
men connected by personal ties based on reputation negotiated much of the trade, but
sales in open markets (really, open-air markets) were also possible. The increasing
volume of trade over the period 1840-1860 led to better use of market coordination
through brokerage houses and boards of exchange, but oniy after the standardization of
grain grades and the widespread use of futures contracts could market coordination
reach its zenith. By 1880 personal reputation was of little value to the grain middle
man; knowledge of modern finance, storage and shipping methods was the crucial
determinant of success. As the nineteenth century came to a close—and beyond the
time frame of this paper—large grain trading companies came to coordinate move
ments of large quantities of grain directly from the farmer to the processor.7 Vertical
integration by grain processors into the purchase of raw materials marked a return to
administrative coordination of a different sort.

The Grain Trade, A History Greatly Abridged

In 1850 Chicago was only one of several grain trading hubs in the Midwest. It had
only been a decade since traffic in grain on the Great Lakes by 1840 had come to rival
the traffic in grain on the Ohio and Mississippi Rivers (through St. Louis and New
Orleans). But the trade in grain on Lake Erie dominated until 1850, after which it was
surpassed by the trade on Lake Superior.8 First Cleveland (on the Ohio Canal), then
Toledo (on the Wabash and Erie Canal), and finally Chicago and Milwaukee rose as
grain trading centers.

The development of a system of cities in the grain trade around Cleveland pre
saged the development of systems of cities around Chicago. Cleveland received most of
its wheat from central Ohio. Smaller towns along the Ohio Canal grew up as forward
ing points. For example, Akron became an important milling town in this early period
and Massillon, thirty miles south ofAkron, assembled unprocessed wheat often bought
by millers in Akron. Development of the west-to-east through railroads in the early
1850s led to the eventual decline in the grain trade along the Ohio Canal.9

Again, during the 1840s shipment of grain from Lake Michigan ports was small
compared to shipments from Lake Erie ports. The shipments were forwarded from
many small towns (e.g. St. Joseph, Michigan City, Waukegan, Kenosha, Racine, Chi
cago, Milwaukee) on the lake shore; these towns competed with each other and with
southern waterways for the grain trade. In 1848 Chicago became linked to wider
markets by canal and rail. Thereafter, Chicago’s rise to prominence was rapid; during
1854-56 its “gains were greater than those made in the entire previous history of the
port.”’°
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The migration of the Pillsbury and Washburn families from New England to Min
nesota in the 1 860s brought grain processing to the grain farmers of Minnesota, the
Dakotas and the Canadian border. It was on the northern plains during the 1 870s that
the Cargill family and Frank Peavey became the great grain movers.

As the source of grain for eastern consumption moved farther west, the difficulties
of the early system of trading grain became evident. Early in the settlement of the
Midwest, the farmer had little choice but to take personally to market any surplus he
desired to sell. Farmers by the thousands built sturdy rafts, known as flatboats, to carry
the produce down river. Sometimes the farmer sold to a dealer at a town that offered
regular steamboat service, sometimes the farmer designated an agent (perhaps a steam
boat captain) to sell down river, and sometimes the farmer continued with his own
crop. In the last two cases, the farmer retained ownership until a sale was made in St.
Louis or New Orleans.”

As population grew large enough to support a town, a local general merchant
began to provide the service of collecting the produce of the neighborhood and for
warding it for sale.’2 The merchant would credit the farmer for the produce at a fixed
price, or the merchant would credit the farmer an advance if the grain was to be handled
on a commission basis. The farmer could then purchase goods that he could not
produce for himself against this credit. The merchant provided storage until a suffi
cient quantity of grain had been assembled. The merchant then sold the assembled
grain (providing transportation) or engaged the services of a commission merchant in a
larger city to find a buyer. The merchant used the proceeds from the sale of the pro
duce to pay his own obligations because the goods in merchant’s store had most likely
been purchased on credit of six months to one year.

The barter business of the general merchant gave way to the more specialized
business of forwarding and commission merchants. Forwarding and commission mer
chants handled grain for both farmers and merchants. Forwarding and commission
merchants were agents of the seller; that is, they were to try to sell at the highest price,
and they arranged transportation and provided storage and insurance along the way.
They charged a fee (2 ½ percent was customary) and did not take title to the produce.’3
Forwarding and commission merchants “adopted the policy of extending cash advances
to country merchants with whom they had consistently dealt.” To some extent the
credit of commission houses to general storekeepers replaced the credit of manufactur
ers as the century progressed.’4 In essence, then, the trade in grain was conducted on
the basis of inland bills of exchange, a slight adaptation to the dominant method of
trading since the merchants of Venice were in ascendance.

Grain was handled in sacks or barrels, and the sacks of each owner were ware
housed together.’5 Until the 1850s grain in transit was described by its type (red winter
wheat, soft spring wheat, white club wheat) and its point of origin. But all wheat of the
same type was not the same. The quality of the grain was determined by the buyer. For
each transaction, the purchaser determined the offer price based on inspection. Pur
chasing without inspection was a risky business. It was easy to conceal low-quality
wheat in the midst of shipments of many sacks or barrels.’6
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To facilitate long distance sales, a merchant might forward a sample of the wheat
by express delivery to a buyer, or more frequently to the buyer’s forwarding and com
mission agent. This sample (or a certificate of quality) would act as a guarantee of
sorts, but disputes were frequent and could be costly.’7 Sales by express sample were
cheaper than forwarding an entire shipment, but in order to use the method the seller
or his agent must be well-known, of good reputation. Sales of this type were part of
long-term relationships, developed from personal interaction and many transactions.

Prior to the use of standard grading and standardized forward contracts, then, a
middleman needed a strong personal reputation with buyers to be successful. The
general merchant in the countryside must trust the middleman in the city; The strength
of the reputation of the middleman extended backwards as well. The general-mer
chant-cum-middleman must be trusted by the farmer in order to maintain the barter in
produce that financed the retail trade. Middlemen earned the trust of their clients—
who were also their neighbors—in part through developing reputation in the rural
community; In order to develop personal reputation, middlemen needed to interact
with clients and potential clients repeatedly in a wide variety of circumstances, both
economic and social. The need for repeated interaction, along with high cost of trans
portation and information dissemination, meant that the middleman at mid-century
was likely a generalist who served many needs for a local clientele. Middlemen experi
enced economies of scope because of the importance of personal reputation.’8

In addition to forwarding crops, commission merchants in the South routinely
provided other services for farmers, including making purchases of domestic manufac
tured goods and imports. It is reasonable to assume that in the early development of
commission middlemen, such multi-faceted agency relationships existed in the North
as well. Farmers expected commission merchants to be “in the know” in the city;
commission merchants who had good contacts in the city developed good reputations
among country merchants.

For middlemen who developed good contacts in the city; credit was often easier to
come by as well. The following description of transactions made through Buffalo
demonstrates the point:

Often a produce dealer at some point of consumption would make ar
rangements with a forwarding house at Buffalo for the purchase of grain.
Then the forwarding house, either with its own resources or with the aid of
the financial resources of the eastern purchaser, could extend an advance for
the purchase of grain to a third agent at the point of production. This last
agent could, in turn, offer a similar advance to the farmer, merchant or
miller on the spot. The western merchant drew a sight draft (with ware
house receipts attached) on Buffalo corespondents. The drafts were made
payable at Albany or New York, but discounted locally. The local banknotes
enabled western merchants to continue to make advances on consignments
to farmers and millers.’9
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Commission houses in the West acted as agents for dealers or millers in the East
and received grain on consignment from middlemen farther west. Commission mer
chants would forward the grain to another commission house in the East if the final
purchaser was yet undesignated. If the grain remained consigned to the agent at each
step, the ownership remained with the farmer or, more likely, with the general mer
chant who originally purchased the crop. Each step required the payment of a com
mission or fee, so it was to the advantage of the western middleman—and his client—
to make a final sale as early in the sequence as possible.2°

As the production of grain increased, commission merchants in major cities—who
had formerly added shipping services to their businesses to eliminate bottlenecks—
split their businesses by function. At the same time, some merchants in the major
grain trade cities split off their grain trade from their general trade. By 1845 the
middleman who traded grain was separate from the middleman who shipped the grain
through cities such as Buffalo.2’ In the late 1840s the number of brokers (different
from commission merchants in that brokers brought together buyer and seller at a
single place) had become significant.22 Division of labor among middlemen in the
countryside took longer and required improved transportation and communication.
These technological changes amplified the specialization of the grain trade in cities as
well.

Technological change in the handling of grain led directly to the homogenization
of grain through the development of standard grading. In the early trade, grain was not
handled in bulk, but in sacks and barrels. The costs of transshipment was high. Rather
than move bulky produce to warehouses for short term storage, sacks and barrels un
loaded at St. Louis were often left standing on the levee, where weather affected losses.
On the shores of the Great Lakes, however, the increase in the volume of the grain
trade led to the use of elevators to reduce storage costs.23

Elevators reduced costs because grain was stored in bulk, out of its sacks and
barrels. Grain arriving at the elevator was loaded (“elevated”) into bins constructed
above the wharf or rail line. The bins could then be opened directly over the barge or
car contracted to carry it to the next point. However, so long as each receipt of two
hundred bushels had to be kept separately from every other receipt of two hundred
bushels, elevators could not reach an efficient scale of operation. Grain and its owner
needed to be separable to take advantage of bulk storage. Separation required stan
dardization of quality, homogenization of the grain.

The Chicago Board ofTrade established its system of grading in 1857. Milwaukee
established a system in 1858, Toledo in 1863.24 After the systematic grading of grain
was adopted, warehouse receipts could be used for more than just security on credit.
Because the receipts specified a quantity of a commodity with characteristics known to
all, the receipts themselves became a commodity Warehouse receipts became tradable.
Trading in warehouse receipts evolved into futures trading through the use of so-called
“to arrive” contracts.
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The “to arrive” contract was born of the development of railroad networks and the
telegraphs along railroad right-of-ways. The telegraph linked western markets to daily
changes in eastern prices, and the railroads made it possible to move grain quickly
enough to take advantage of movements in price. With the telegraph, a dealer in New
York could also purchase directly at the point of production. The long line of credit
advances was reduced, and instead “New York commission houses and grain dealers
were flooding the rich regions of Ohio, Indiana, and Illinois with eastern bank notes
advanced to.. .western grain merchants, on produce to be shipped east.”25

The transactions were done on a “to arrive” basis. A move to standardize the form
of transaction was being discussed by Chicago merchants as early as 1856, and its
development was accelerated as a response to the Panic of 1857:

Western shippers were unable to buy produce for the reason that they could
not draw on their eastern correspondents, as no discount could be obtained
even on the most undoubted securities to pay with... This state of things
put an effectual check on the movement of the crops, and completely ru
ined the fall trade. Some three or four weeks previous to the closing of
navigation an arrangement was perfected.. .by which the Banks were to
advance currency for the purchase of grain, taking the bills of lading in the
name of the Bank, making the advance and sending the grain forward, on
account of [the local middleman]. This property was not drawn against and
accepted, but when sold, the money was remitted.26

Only after the “to arrive” contract was widespread did the Chicago Board ofTrade
organize itself as a produce exchange. The members of the CBOT formalized the “to
arrive” contract, transforming it into the modern futures contract.

After 1865, the ever-increasing volume of grain arriving from the railroads being
built to the West led to growth in the number of middlemen in receiving centers like
Chicago and Milwaukee. A greater specialization of function and in trade by product
was evident as well. In the interior, at towns in the areas where production centered,
the railroad led to a proportionally larger increase in the number of middlemen dealing
in grain. As discussed above, before the spread of the railroad, a few men at major
points had coordinated the bulk of the grain business. The early middlemen purchased
grain from producers or from smaller dealers such as country store owners at harvest
and held the grain until water navigation resumed in the spring. In the spring, the
middlemen bought additional grain from farmers who had held their own crops over
the winter. (Farmers with adequate storage may have held out for better prices, or some
farmers may not have been able to get grain to market before water navigation ceased in
the fall.) For middlemen, holding grain over the winter required adequate financial
resources or substantial credit, or both. But with the railroad, produce men became as
“thick as potato bugs. Anyone with $250 could purchase a carload of wheat and ship it
to Chicago or Milwaukee.”27
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After the railroad was built through, farmers brought grain to the nearest railroad
depot for sale to a dealer. The dealer may have been independent, or may have been an
agent for a produce merchant at the secondary market. At any rate, it is clear that after
the Civil War, grain middlemen traveled around the interior buying up the crop at
harvest, and even before.28 A transaction with the farmer could be made so long as the
price was right.

Standard grading and standardized forward contracts reduced the value of per
sonal reputation. No longer was it possible for a middleman to misrepresent the qual
ity of grain to a buyer in the East. It also became possible for a farmer to compare
contracts with a neighboring producer, which was not possible when every sample of
grain was treated separately. The personal character of the middleman became less
important to the producer; farm gate price became more important. In order for a
middleman to offer the best price to producers and still maintain a profitable price
spread, he had to abandon the strategy of generalist and become known as an expert in
information about the trade in grain only, he had to become more like the middleman
in the distribution of manufactured goods.

A Model and Testable Hypotheses

Again, it seems that change in the organization of middlemen in the grain trade
was accompanied by changes in the importance of personal reputation in the grain
trade. The pre-Civil War grain marketing system was held together by personal reputa
tion and trust. Farmers trusted merchant-neighbors with whom they had repeated
interaction. General merchants and other middlemen had standing in the community;
they had wealth and connections. Over the 1 860s and 1 870s, standardized quality
grading, spreading railroad lines, and the telegraph led to the growth of trading in
futures contracts at central commodity exchanges, such as the CBOT. Standard grad
ing and futures contracts changed the trade in grain. Where once efficient trade in
grain required that middlemen be trusted in their opinion of quality, now grades of
grain were objective. Where once obtaining credit required a personal relationship
with middlemen up the line, now the trade in grain was financed through hedging on
the CBOT. Trustworthiness was not so important, price was important. Where once
each middlemen sought to serve the various needs of a devoted local clientele, now
each middleman attempted to develop a reputation as a specialized expert by serving a
larger market in a more limited range of services.

To translate these changes into a more formal model, consider figure 1, which
depicts the average costs of doing business for a farmer and a middleman in the grain
business. Farms had exceptionally high average costs of marketing grain for themselves
(shown as average cost curve F); in addition to the direct costs of storage and shipment,
farmers usually had to accompany their crops to market, tying up time as well as cash.
By contrast, circa 1850, costs to the middleman were lower than to the farmer (average
cost curve M). Middlemen had high entry costs (to cover storage, for example), and
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FIGURE 1
LONG RUN AVERAGE COST OF MARKETING

Grain: From Farm to Market

AC

Q

Farms (F) have a veiy high cost of marketing. Circa 1850, costs to
the middleman (M) are lower than to the farm, but high entry costs
and need for reputation limit efficient scale.

After railroad development and standardization of grain grades,
marketing costs are lowered (to M new). Middlemen are not
required to provide storage or to have a strong personal reputation.

the need for maintaining multi-faceted relationships with people at both end of the
transaction (in order to maintain a good personal reputation) limited efficient scale of
operation. Therefore, the average cost curve for middlemen was roughly U-shaped.
Middlemen found it cost-effective to do a larger business in grain than individual farm
ers, but not such a large business in grain as they might do if personal reputation were
less important.

When standardized grain grading became the norm, personal reputation lost its
earlier importance. The need for multi-faceted relationships no longer limited efficient
scale. Moreover, the costs of entry were reduced; it became possible to do business in
carloads of grain collected locally and shipped directly to market. Average costs for
middlemen fell, and average costs were likely to be constant, up to a very large quantity;
above which the cost of storage again caused average cost to rise.29

Breaking up the story into its constituent parts, the changing role of reputation in
the grain trade suggests the following for the structure of the grain trade overall and for
the characteristics of the individual middleman:

Geographic Distribution ofMiddlemen. When personal reputation dominated,
prior to the widespread use of standard grading and forward contracts, middleman
operations in grain likely were evenly distributed across the rural Midwest. After stan
dardized grain grading became the norm, a middlemen likely took advantage of the
economies of scale by operating a larger business out of a town or city. So over the
course of the latter halfof the nineteenth century; the geographic distribution ofmiddle
men likely became more uneven, with few middlemen in the countryside and many in
relatively urban settings.

Other EconomicActivities ofMiddlemen. When personal reputation dominated,
a middlemen had the incentive to improve his reputation by increasing the number of
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interactions he had with local producers, as discussed above. The interactions may
have been of personal or economic nature. As a consequence, it is likely that more
middlemen circa 1850 also operated farms, retail shops, manufactories, or other busi
nesses.

• Specialization in Exchange of Certain Commodities. Middlemen were general
ists circa 1850; they were likely to have dealt in a variety of goods in order to increase
the number of interactions with each producer, which would in turn increase the re
turn on investment in personal reputation. Standardization of the grain grade reduced
the need to do business in many types of produce. The number ofmiddlemen who did
business in grain only probably increased over the course of the century

• Age ofMiddlemen. A good personal reputation takes many years to build. By
contrast, learning the ropes of a limited number of agricultural markets may be rela
tively easy Very likely, then, middlemen circa 1850 were older (on average) than middle
men operating circa 1880.

• Geographic Persistence. Because building personal reputation takes years of re
peated interaction, a middleman circa 1850 was likely to have been a long-standlng
member of his community By comparison, after grain standardization, it should have
been relatively easy for an expert middleman to establish a business in a new location.
So, the persistence rate among middlemen circa 1850 probably exceeded the persis
tence rate of middlemen circa 1880.30

None of these hypotheses, and the many others that can be formed using the
model, can be tested with data currently available. There is a need for further research
to provide evidence with which to test with care these micro-level hypotheses. It is
possible, however, to draw a few tentative conclusions with data currently available.

Middlemen by the Numbers

Careful surveys of the number of firms operating as middlemen and the costs of
the services of middlemen were not made prior to World War I. The U.S. decennial
censuses did not cover the distribution sector until 1939.31 The Bureau ofLabor Statis
tics did not collect data on the sector until after World War II. What we do know about
middlemen before World War I is limited to data on occupation from the population
censuses and to scattered extant records of middlemen themselves. We are fairly cer
tain that the fraction of the labor force engaged in distribution (middlemen and their
employees) has been on the increase since at least the mid-nineteenth century The
percentage of the labor force engaged in distribution rose from 6.1 percent in 1870 to
8.6 percent in 1900, and to 14.4 percent in 1940. In 1870 there was 1 person distrib
uting commodities for every 11.5 people engaged in the production of commodities.
In 1900, the ratio had fallen to 1:7.3, and in 1940 the ratio was down to 1:3.1.32

These are aggregate figures. No micro, firm-level sample of middlemen has been
collected to date. The most comprehensive sources of microeconomic data for the
nineteenth century Midwest are the Atack-Bateman and Bateman-Foust samples of the
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manuscript censuses of population, agriculture, and manufacturing. As helpful as these
samples have been to scholars in a wide variety of fields, they cannot address questions
about the development of the grain trade, or the service sector generally. They are
missing the key sector.33

The most complete primary sources for data on the service and distribution sector
are the extant statewide directories of business. Business directories list the names and
locations of firms, including the firms of middlemen. The directories were published
regularly for states in the Midwest after about 1840 for the states in the Old Northwest,
and after about 1850 for states West of the Mississippi River. The state Gazetteer and
Business Directories, published by R. L. Polk and George W. Hawes, constitute the most
complete set of state directories. Other series are found, piecemeal, in several libraries
and archives.

The directories are particularly good sources of data on middlemen. Middlemen
had strong incentives to obtain listings and advertisements. The directories explicitly
aimed for completeness. The 1866 edition of the Missouri Gazetteer and Business Di
rectory contains a preface to the listings giving an apology for delayed publication. The
publisher, R. L. Polk, states that the canvass of businessmen took longer than he antici
pated because his agents conducted the survey with “utmost thoroughness so as to
include every proprietor in the State.”34

The most basic of the hypotheses are confirmed by the preliminary data from
Illinois directories. The number of middlemen in the grain trade increased from 267
in 1855 to 2,436 in 1880. The increase represents a change from approximately one
grain middleman per 5,000 Illinois citizens in 1855 to one grain middleman per 1,200
people in 1880. There was approximately one middleman for every 525 farms in
Illinois in 1855, but about one middleman for every 105 farms in 1880. There was one
middleman for approximately every 62,000 bushels of wheat and 323,000 bushels of
corn produced in Illinois in 1855, but one middleman per 21,000 bushels ofwheat and
134,000 bushels of corn in 1880.36

Likewise, the number of different headings under which middlemen in the grain
trade listed their services increased. In 1855 only 18 of the merchants described them
selves as specialists in the grain trade; they were “Flour and Feed Dealers.” The re
maining 249 (93 percent) chose instead the labels “Commission Merchant,” “Com
mission and Forwarding Merchant,” or “Auction and Commission Merchants.” By
contrast, fewer than 32 percent of middlemen chose to list their firms under general
labels in 1880 directory Instead, middlemen described themselves more precisely as
“Grain Dealers” (51 percent of middleman firms), “Flour and Feed Dealer” (13 per
cent), “Grain Broker” (1 percent). Clearly, the middlemen operating in Illinois in 1880
were more specialized in both function and commodity than their counterparts in
1855 had been.

Only name and location of business operation are available from the directories.
Additional information on nativity, age, family, literacy, interstate migration, and other
economic activities must be gathered from the manuscripts of the decennial censuses.37
The names of proprietors of firms engaged in the agricultural trade in the North Cen
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tral states will be linked to the manuscripts of the population, agricultural and manu
facturing censuses. The complete data set will allow me to characterize changes in the
types of middlemen, to map the geographic distribution ofmiddlemen, and to discover
changes in the demographic and economic profile of middlemen.

No other sector of the developing American economy has been both so important
and so neglected as the service sector. This project alms to create the first micro-level
data set available for study of the service sector, with an emphasis on the portion of the
sector serving agriculture. The data will complement data currently in the public
domain that describes the population, and agriculture and manufacturing sectors. The
research forthcoming from the project will complement studies of the distribution of
manufactured goods that use other types of documentary sources. Taken as a whole,
the project will offer an entirely new view of the American economy at a critical time in
its development.
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