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Chapter 1
The Economics of Book Publishing

The book publisher is an investor in books. The publisher is the one who pays out the money

to the author, translator, artist, editor, printer, papermaker, and others for producing the

books, and to the sales people from booksellers and others who help in marketing them, and

takes in money from the booksellers and others who buy the books or who buy the rights to use

the book’s content in some way. The publisher hopes to take in more money than he paid
1

out. "'
That is the whole story of “the economics of book publishing”. Everything else here, and in
the millions of words in many languages written on the subject through the years, is only a
refinement of the basic theme.
As in any business, the book publisher tries to reduce costs and increase income but realizes
that “you have to spend money to make money. ” It is the purpose of this chapter to look at
some of the relationships of cost to income and final profit.

The surest way to increase income is to sell more books. More income should increase profit,

if the publisher is a commercial house, or reduce the need for subsidy, if the publisher is

nonprofit organization. That is a more profound statement than appears at first glance; turning
[2]

costs per copy go down not just a little bit but often sensationally as the quantity increases.

As we shall see in a moment, that is dramatically true for manufacturing costs; but it is also
true in greater or less degree for many other of the publisher’s expenses.

The successful publisher is the one who recognizes that principle and learns how to make use
of it. That is what makes the difference between a vigorous and expanding and profitable book
publishing industry and one that plods along with the same old high prices, low sales, and low

profits—and, incidentally, small contribution to the national welfare.



Cost

There are two ways of looking at the items of the book publisher's cost. The first way
considers merely what is done in the various operations, and the costs fall into three main
groups ;

Editorial preparation costs. This category includes the publisher’s payment to the author and
salaries or fees to the illustrater, editor, translator (if the book is to be a translation rather than
an original work ) , designer, and others.

Physical manufacturing costs. This includes payment to the printer for printing the books and
(either directly or through the printer) to the manufacturers of paper, ink, cloth, thread,
glue, and so forth.

Marketing and distribution costs. Included here is the work of sales representatives, order
clerks, shippers, advertisers, promoters, and others.

That is a perfectly logical way of looking at costs; and for some purposes, it is the best way.
But there is a more useful method for analysis of how the factors can influence the cost of a
book; and eventually, the size of the publisher’s profit.

This second method of studying costs is one of a farseeing publisher uses when deciding how

many copies of a book should be printed, what selling prices to charge, how far to go in

meeting an author’s demand for a higher rate of royalty payment, and so forth. Under this other

method of listing the kinds of expense, they are divided into groups showing how their size is
{3]

influenced by the number of copies:

Automatically varying costs. These are costs that automatically increase for a given book if
the number of copies is increased.
1. Royalty payments to the author, usually based on the number of copies sold; sometimes a
flat amount based on the size of the edition printed.
2. Payments to the printer for presswork and binding. ( This does not include the cost of
composition, which is an unvarying cost in the categ;)ry below. )
3. Payment for materials, through the printer or directly to the supplier of paper, ink,
cloth, thread, staples, glue, and so forth.
4. Storage and shipping.
Unwvarying costs. These are costs that do not vary for a given book, whatever the number of
copies printed.
1. Editorial preparation, including editing, illustration, cover design, and so forth.
2



2. Composition, that is, the typesetting, calligraphing, and plate making—in other words
the preparatory stage of bookmaking up to the point when the press starts putting ink on
paper.

Promotion costs. These vary according to the publisher’s policy decision, naturally influenced

by the number of copies but not automatically following it.

Overhead costs. These can be controlled by the publisher to some extent in view of -
expectation of sales for all the books published, but in general are fixed costs: administration,
accounting, taxes, rent, interest on borrowed capital, and so forth.

The following comments provide one example from each expense category to help make the

distinction clear.

Automatically Varying Costs

Paper is a clear case of an expense that goes up and down almost directly in proportion to the
number of copies. There are ten times as many kilograms of paper in an edition of 10,000
books as in one of 1,000. And although there is some variation in the price per kilogram,
depending on whether a little or much is purchased at one time, one must say in general that
the cost of paper is in direct proportion to the number of copies.

Unvarying Costs

On the other hand, typesetting is a good example of a cost that is the same for a given book
whatever the number of copies. When the compositors set the type, their job is no more
difficult, and the cost no greater whether one copy is to be printed or a million. Because the
total typesetting cost is unchanged, the cost per copy, of course, goes down as the quantity
increases. For instance, if it costs § 1,000 (1) to set type for a book that is to be printed in
an edition of 1,000 copies, the typesetting will be § 1 per copy; or if an edition of 10,000
copies, then the typeseiting cost goes down to § 0.1 per copy; and so on.

Promotion Costs

Adpvertising is an item of expense for which the publisher’s policy judgment will be influenced
by the number of copies, but there is nothing automatic about it. Many publishers plan on
spending a fixed percentage of the year’s sales income on advertising, and they use that figure
for overall estimating. But the expenditure for any particular book decided in the light of many
factors, including the kind of book, as well as the quantity the publisher thinks can be sold,
how the public is expected to respond to different kinds of advertising, and so forth.

Overhead Costs

It is clear that most such costs are relatively fixed and, in the short term, cannot be changed

3



very much, or at least not with respect to any one book. Although the publisher may engage or
discharge administrative staff or accountants and thus make some adjustment for increases or
decreases in the overall business, it is not possible to cut off and sell half the office or
warehouse or delivery truck if business suddenly declines by 50 percent. It is in this sense that
we call these costs fixed.

The publisher wants to include, in the price purchasers are asked to pay for the book, a

sufficient allowance for overhead cost. It is never possible to calculate exactly what should be

charged to each book, but the year’s total overhead expense to be charged to all of the

publisher’s books can be estimated; and then it can be assigned to individual books in various

ways. A common method is to assume the overhead cost in the future will be about the same

percentage of net sales income as it was in the previous year. '*! If last year’s sales totaled
§ 400,000 and overhead costs totaled § 100,000, the publisher assumes that the overhead in

the coming year will probably again be 25 percent of net sales income. To complete this

illustration by applying it in a specific case: if the publisher guessed that there would be
10,000 sales income from a particular book it could be roughly estimated that the overhead cost
of that book would be 25 percent of § 10,000 or §2,500. The 25 percent figure used here is
merely an example; the overhead percentage varies widely from one country to another and
from one publisher to another as well.

We will come back to the question of cost when putting the expense figures and income
figures together in a later section of this chapter. But first, let us see what determines how

much sales income the publisher gets.

Income

Most people outside the book business only vaguely imagine the main influences on the
amount of sales income. The typical layman, upon hearing that a publisher has brought out an
edition of 5,000 copies of a book with a selling price of §3 does some quick figuring and
decides the publisher has an income of § 15,000. How wrong that is! Discussed below are the
four major factors a publisher has in mind in calculating possible income.

1. Selling price. For reasons we shall study later, the relation of the manufacturing cost of a
book to the selling price is quite different in Asia and Africa from what it is in Europe
and the United States. Many Asians have a general rule of multiplying the manufacturing
cost by only 3 to 3.5 to determine the selling price, whereas in publishing industries in

other parts of the world, the factor may be 4, 4.5, 5, 6, or even more for certain kinds



of books.

2. Number of copies sold. This is, of course, the major risk in any book-publishing project.
If a large part of the edition is unsold, all the calculations are thrown off. But even if the
edition is sold out, that will not be the full number of copies because of the free copies
given away for promotion and the damaged copies.

3. Discount to booksellers and other purchasers. Booksellers always receive a discount from
the publisher; jobbers and wholesalers get an additional discount; and other kinds of
purchasers get discounts of different kinds and sizes. Although some purchases pay the
full listed price, large purchasers with large discounts bring down the average. In the
United States, discounts may run as high as 55 percent or more; in Europe, the discount
sale tends to be lower; and in Asia and Africa, very much lower.

4. Incidental cost of marketing. These costs include commissions to certain kinds of sales
representatives, uncollectable debts from purchasers, postage in those cases where the
publisher pays the carrying charge, and so forth. Such costs can run from a very low
figure to more than 15 percent.

For the example above of an edition of 5,000 copies of a book selling at § 3, let us assume

that 100 copies of the book are damaged or given away free, so there are only 4,900 to sell;
that average discounts are 25 percent; and that incidental selling costs are 3 percent. We

would then get this result:

Selling price of 4,900 copies @ §3 § 14,700
Less average 25 % discount to purchases § 3,675
Total paid by purchasers § 11,025
Less incidental selling costs, 3 % of sales § 330
Net sales income for the publisher § 10,695

That is quite different from the § 15,000 predicted by the naive person outside the book
industry! And this particular example is more favorable to the publisher than the average in

most of the world’s book industries because of the low average discount that we have assumed.

Cost versus Income

Thus far, we have been considering cost and income separately. The real test of publishing

wisdom comes when you try to fit the two together. You would like to charge more for the book,

5



but the higher selling price might decrease the number of sales; you would like to encourage
booksellers by allowing more discount, but that would reduce the sales income per copy sold;
you would like to use the cheaper paper, but the less attractive book may be so much less
appealing to the public that your loss may be greater than your saving of expense.

There is a never-ending series of such relationships for all books, as well as surprises in the

performance of particular books. The genius of book publishing lies in the vision and analytical

intelligence with which the publisher sees how to increase quantities, reduce prices, and get
(5]

more profit, all at the same time.

As suggested earlier, the most important key to achieving this is the principle of how per

copy costs decline as quantities increases. The saving in per copy cost when quantities increase

is not, at present, as great in Asia and Africa as it is in Europe and the United States and, to

some extent, in Latin America because (1) the developing countries do not yet have enough

equipment giving the full saving for long press runs compared with short ones, and (2) in view

of the high cost of paper and the relatively low cost of labor in most Asian and African

countries, paper cost ( which we have seen does not vary much per copy) is a larger element in

the cost of a book than printing cost ( which does become less per copy of a book with
[6]

increasing quantities) in countries with more developed book industries.

Even so, in every country on Earth, the important fact to note at all times is; per copy costs
go down as quantities go up. See how the principle works out in the example in Table 1—an
imaginary one based on actual figures from a combination of Asian, African, and Latin
American countries. The actual figures would not be right in any one country because of
differences in printing and paper costs, in publishing practices, in discount schedules, and so
forth, and especially in the completeness with which the publisher does the job and bears the
cost of his full publishing responsibility. But the example illustrates the basic fact.

Table 1. Cost of Producing Books

1,000-copy edition | 5,000-copy edition | 10,000-copy edition
Composition
. § 237.00 § 237.00 § 237.00
(typesetting) cost
Presswork and
o 121.00 400. 00 746.00
binding
Paper 103. 00 500. 00 1,000.00
Total § 461.00 §1,137.00 § 1,983.00
Cost per copy § 0.46 § 0.23 § 0.20
§ = a generalized representation of money unit in any country

6



Anocther way of stating the per copy saving when producing a larger quantity is to say that
although the first thousand copies of § 0. 46 each, an additional 4,000 copies could be
produced at the same time at a cost of § 0.17 each.

The most important element in this critical fact of low run-on cost is the decreasing cost per

copy of composition as the size of the edition increases. Figure 1 shows this.

Figure 1. Composition costs shown as a percentage of total book manufacturing cost.

21% 12%

51%

Composition cost Composition cost Composition cost

in a 1,000-copy edition in a 5,000-copy edition in a 10,000-copy edition
Notes : Full circles represent the cost of manufacturing one copy in editions of three different
sizes. Indicated areas show the varying cost of composition (figures show composition cost as a

percentage of the full manufacturing cost).

Or the facts can be presented in another way, showing directly the low run-on costs of

additional copies manufactured at the same time. In the next chart, the three bars show the per

copy of the book in editions of the three sizes. The costs of composition, presswork, and paper

make up the total in each case. As noted above, the composition cost per copy goes down
{71

greatly as the edition becomes larger. Presswork and paper are the run-on costs.




Figure 2. Manufacturing cost of one copy in editions of three different sizes.
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Publishing Cost

The cost of production, just discussed, is only one part of the publisher’s cost; and of
course, income has to be calculated to consider the profit or loss on a book.

Because some of the publisher's costs relate directly to the selling price (for instance, the
author’s royalty is usually a percentage of the selling price) , the price at which the book is to
be sold has to be decided before doing the rest of the figuring.

In the case of this hypothetical book, we assume the publisher might apply a multiplying
factor of something like 3. 5 to the per copy manufacturing cost shown in Table 1—that is, that
the selling price would be fixed at three and one-half times the per copy manufacturing cost.
And we assume that in the country of publication a publisher’s average income from sales( after
allowing discounts to booksellers, etc. ) is about 70 percent of the selling price. And, finally,
we assume that the free copies given away for promotien and the damaged copies will reduce the
number of copies for sale somewhat below the number printed. These hypotheses are calculated
in Table 2.

The publisher’s full cost can then be put together as shown in Table 3.



Table 2. Selling Price and Sales Income

1,000-copy 5,000-copy 10,000-copy
edition edition edition
Production cost per
§ 0.46 §0.23 §0.20
copy ( see Table 1)
Selling price §1.50 §0.80 §0.75
Average sales income per
§1.05 §0.56 §0.53

copy(70% of selling price)

Number of copies available
for sale (after deducting 950 4,900 9,850

free and damaged copies)

Total sales income § 998 §2,744 §5,220

Finally, putting together the income from Table 2 and the publishing cost from Table 3, we
see the profit situation for the editions of different size(if all copies are sold) in Table 4.

The relationship of cost to profit in editions of different size is of course a key point. Note
that: for the 5,000-copy edition the cost is 2. 5 times the cost of the 1,000-copy edition, but
the profit would be 7 times as great if all copies were sold; for the 10 ,000-copy edition the cost
is about 4.5 times the cost of the 1,000-copy edition, but the profit would be 18 times as great
if all copies were sold.

If all copies are sold, in other words, the publisher’s profit in relation to the amount risked
in paying for production increases greatly as the size of the edition goes up. The charis in

Figure 3 give the picture.



Table 3. Full Publishing Cost

1,000-copy 5,000-copy 10,000-copy
edition edition edition
Selling price §1.50 §0.80 §0.75
Number copies to sell 950 4,900 9,850
Production cost
§ 461 §1,137 §1,983

(from Table 1)

Author’s royalty (10%
of selling price for first 142 392 831
5,000; 12.5% after that)®

Advertising estimated 100 200 300

Overhead, estimated at 25%
of the net sales income 250 686 1,305
shown in Table 22

Full publishing cost § 953 §2,415 §4,418

(DThe royalty figure here is just an example. There are many different royalty rates, and in
recent years there has been a tendency to fix the royalty as a percentage of the publisher’s net
receipts , rather than of the list price of the book. There are also different rates for paperback
editions , for export sales, and so forth.

@ The overhead estimate of 25% is also just an example. In many developed book industries a
40% overhead allowance is more usual.

Figure 3. Profit as percentage of production cost

10%
29%

41%

1,000-copy edition 5,000-copy edition 10,000-copy edition
Notes ; Full circles represent production cost; indicated areas show profit.
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