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SUMMARY AND CONCLUSIONS 

The market channel for meat products, after the packer stage, is 
divided into two basic alternative channels or segments. Of these two 
channels, the larger consists of those meat products distributed for sale 
in retail grocery outlets. The smaller channel, which represents about one
third of the total value of meat products sold in the United States, is 
made up of meat products which are sold to food service operations for away
from-home preparation and consumption. This study represents an effort to 
gain a better understanding of vertical coordination among firms involved 
in meat distribution to the food service industry. The effort was under
taken to help eliminate the void in public information which exists regarding 
this market. 

Though there are several stages in the food service market channel for 
meat products, this study focuses in particular on firms in the final two 
stages of the market channel. It also deals with vertical coordination 
between these two stages. The first of these two stages, or sellers in 
this case, was designated the "distribution stage." These intermediary 
firms purchase meat from packers, fabricate it, and process it, if 
necessary, to the needs of food service users. They then serve as purveyors 
or suppliers to food service operations (restaurants, cafeterias, hospitals, 
etc.). 

The latter of the two stages, or buyers in this case, consists of the 
various types of food service operations which prepare and serve the meat 
and was designated the "food service operation stage." 

Primary data were collected through use of a questionnaire adminis
tered by personal interviews with relevant management personnel of firms 
at both stages. Separate questionnaires were developed for each stage. A 
stratified random sample of observations was taken from those food service 
operations located in the Metropolitan Kansas City, Missouri, area. Almost 
the entire population of firms at the distributor stage was obtained in the 
sample. 

Regarding the horizontal structure of the market, it was concluded 
that both stages were characterized by monopolistic competition. However, 
features of oligopoly and pure competition were also present. Participants 
were price-makers; products were differentiated; sellers were aware of the 
behavior of their competitors; and a degree of market concentration existed 
among sellers. Price inelasticity of demand was found to exist regarding 
individual sellers'price actions. As many buyers existed, no particular 
one could exert a significant influence on the market. No domination 
existed among firms at either stage. Significant barriers to entry did 
not exist. Considerable nonprice competition existed. 

A variety of types of vertical coordination were identified in this 
market. Buyers range from small independent firms using market exchange as 
a means of coordination to fully vertically integrated, corporately owned, 
"chain" operations. Between these extremes, coordination consists of con
tractual arrangements varying in type and degree of specification. 
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As to the extent of vertical integration between the distributor
operator stages of the industry~ this study indicated that not enough was 
present to have caused the market to deteriorate to an anticompetitive 
extent. Over half of the volume was transacted through competitive market 
exchange in what appeared to be a Ifhealthy" market. Only a relatively 
small percentage of meat was distributed through completely integrated 
firms. Contracts using formula pricing represented a relatively small 
portion of exchange~ likewise. 

An efficiency ratio was developed using time spent on the buying 
function per week and prices paid by buyers, to compare efficiency between 
three types of vertical coordination: market exchange~ contractual inte
gration of limited degree, and vertically integrated firms. To determine 
the existence of a relationship between typ~ of coordination and efficiency, 
a regression model was used. The relative magnitude of the efficiency 
coefficients generated for each of the three types of coordination supported 
the hypothesis. Though more efficiency was indicated for the two groups 
having tighter forms of coordination, a low significance level was not 
obtained~ probably due to small sample size. 

Several industry trends were identified by the study. The trend in 
size appeared to be toward larger firms, at both stages of the industry~ 
due to some advantages of larger size. However, smaller operations appeared 
viable enough that they would exist for a significant period of time~ and 
perhaps indefinitely at the food service operation stage. 

Though there appears to be a continuation of the trend toward increased 
contractual and vertical integration~ the conclusion from this study is 
that the trend is not. strong, nor the rate of change rapid. It appears 
that firms are still searching for the most effective form of coordination~ 
and that the answer to the question of what is the most effective type is 
not yet clear. Though integration has occurred~ disintegration has as well. 
As in the retail grocery trade, the fact that food service operations need 
such a variety of goods to operate suggests that backward integration can 
take too many directions to be feasible. 

Implications 

One of the weaknesses in the food service industry with regard to meat 
distribution was information. The problem was twofold. First, buyers were 
uninformed regarding the behavior and operation of the livestock and meat 
industry as it affected their meat supplies. Second, there was a lack of 
reliable sources of current market and price information -- particularly 
among buyers. 

A policy recommendation is suggested with regard to these problems. The 
situation suggests that University Extension could play an effective role in 
educating the many food service buyers in the state. An understanding by 
buyers of the functioning of the livestock and meat industry and its relation
ship to' their procurement of meat would appear quite useful to the industry. 

Concerning future research regarding the food service industry, this 
study indicated several areas of need. An analysis similar to this study 
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for the packer -distributor linkage of the industry would be useful, as 
this study went no further back than the distributor stage. More infor
mation about the relationship of food service markets to retail grocery 
markets would be useful, particularly with respect to meat pricing. A 
study of the economies of long distance transportation cost would be of 
interest for integrated chain operations in light of increased fuel costs. 
A cost study regarding economies of size at the food service operation 
stage might also be useful. 

Other useful research might be in the area of risk-reduction in meat 
purchasing, as well as the costs and benefits associated with the attain
ment of more consistent product quality. 
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PART I: INTRODUCTION 

The market channel for meat products, after the packer stage, divides 
into two parts. Of these, the larger consists of those meat products which 
are distributed for sale through retail grocery outlets. The smaller, 
which represents about one-third of the total consumer expenditure for food, 
is made up of meat products which are sold to food service operations for 
away-from-home preparation and consumption. l This is a study dealing with 
vertical coordination among firms in the latter of these two channels. 

JUSTIFICATION AND BACKGROUND ON THE INDUSTRY 

This market was selected for study because of the scarcity of syste
matic knowledge available, especially considering its importance as a user 
of U.S. farm products. As Stafford concludes, even though the food service 
market represents a major segment of our economy, this market has been 
almost completely ignored by public research efforts. 2 Data regarding the 
size of this industry indicate that the food service industry is not only 
large, but has grown significantly in recent years. 

According to U.S.D.A. estimates, of the $186.4 billion which represents 
total expenditures for food in 1978, the away-from-home component represented 
$60.8 billion, or about one third. 

From 1967 to 1977 the expenditures for away-from-home food consumption 
rose from $24.8 billion to $60.8 billion, or from 27 percent of total expen
ditures, to 33 percent. Additionally, further growth of the food service 
industry is expected. 3 

If one considers only the marketing bill for U.S. farm products, food 
service holds an even more prominent position in relation to retail grocery. 
Thirty-nine percent of the total marketing bill for U.S. farm products is 
accounted for by away-from-home expenditures. As this study focuses on 
distribution rather than production, the marketing bill figures are more 
relevant than total expenditures. 

The rationale for studying meat (including poultry and fish products) 
is due to the importance of these products in the food service industry. 
Forty-five percent of total U.S. consumer expenditures for meat (excluding 
poultry and fish) was spent on meat moving through food service markets. 4 
(The figure might be higher than 45 percent, since the data used to gener
ate this estimate does not include imports, which are distributed to a 
large extent as ground beef through fast food outlets.) Furthermore, of 
the total expenditures on farm products sold through food service markets, 
almost half are accounted for by meat and poultry. Marketing bill data 
indicate the significance of meat in food service markets. The marketing 
bill for away-from-home meat consumption is larger than that for home con
sumption. 
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OVERVIEW OF THE SYSTEM 

The basic vertical stages in the food service market channel for meat 
products are identified as fo11o~s: the packer stage, the distributor or 
purveyor stage, the food service operation stage, and finally, the consumer 
or end user stage. These are shown in Figure 1. Other intermediaries pro
vide various functions in specific situations, such as special processing. 

FOCUS OF THE STUDY 

This study focuses upon the distributor stage and the food service 
operation state, as well as the linkage between these two stages. The 
distribution stage, or "sellers" for the purpose of this study, is made up 
of firms which directly supply local food service operations with meat 
products. This stage serves as the major linkage between meat packers and 
the local food service operations. Firms at this stage, often referred to 
as distributors or purveyors, purchase the various meat products needed 
for food service use from packers, fabricate, if necessary, and distribute 
them to food service operations. A typical fabrication would be cutting 
beef steaks or grinding beef and molding hamburger patties. 

The se.cond stage studied, or Jlbuyerstf in this case, represents the 
various types of food service operations which purchase, prepare and serve 
meat. This stage is designated the "food service operation stage." Opera
tions at this stage consisted of commercial food establishments such as 
restaurants of various types, cafeterias, hotels and motels, caterers and 
industrial feeders, as well as institutional operations such as health care 
centers (hospitals, nursing homes) and educational institutions (schools, 
colleges). 

This study was limited to these two stages because of the relative 
lack of existing kno~ledge relating to them, as compared with the other 
stages, i.e., livestock markets, packers, consumers. A description of the 
various types of firms found at each of the t~o stages is presented in the 
results. 

OBJECTIVES AND CONTENT 

This study has two major objectives. 

1. To analyze the structural characteristics of the distri
butor-food service operation stages of the food service 
market for meat, ~ith particular emphasis on vertical 
organization. 

2. To test the hypothesis that a positive relationship exists 
between "tightness" of vertical coordination and economic 
efficiency, or, that efficiency increases as vertical 
coordination becomes "tighter." 

Following an assessment of the structure and organization of the in
dustry, the study addresses some behavioral aspects including market and 
firm behavior, price behavior, and product behavior. Someperformance 
indicators ~hich ~ere revealed by the data are also evaluated. Finally, an 
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appraisal is made of changes which have occurred in recent years, including 
expectations of future developments in types of firms and products. 

The following hypothesis was developed: There is a relationship 
between "tighter" forms of vertical coordination and efficiency. (The 
"tightness" of the vertical relationship in this case refers to the degree 
to which the coordination approaches the ownership integration end of the 
vertical coordination spectrum, as opposed to market coordination, which is 
at the other extreme.) 

VERTICAL COORDINATION 

Vertical coordination was selected as a theoretical framework through 
which to approach this study. Vertical coordination has been defined to 
include "all the ways of harmonizing the. succes·sive vertical steps or 
stages of production and marketing." S That is, it is how firms at two 
successive vertical stages in the market channel organize and interact in 
order to transact the exchange of produ~ts and services. 

METHODOLOGY 

Due to the lack of relevant secondary data sources regarding vertical 
coordination in food service meat distribution, primary data were collected 
for use in this study. A questionnaire was developed and administered 
through personal interviews. Respondents consisted of owners or managers 
of food service meat distributors (sellers) and owners and managers of food 
service operations (buyers) in the Kansas City Metropolitan area. 

One reason for the personal interview type of survey was the explora
tory nature of the study. It was felt that personal contact might be an 
asset in situations or conditions which could not be fully anticipated. 
Also, it was realized that much better sampling control could be exercised 
with personal interviews than might have occurred with mail questionnaires. 
Additionally, due to the significant amount of litigation recently or 
currently in progress relating to the industry, it was felt that a high 
level of response would not have been attained by a mail survey. Addition
ally, the informational objectives were too lengthy for a mail or telephone 
survey. 

Separate questionnaires were developed for each of the two stages 
studied due to the differences in the nature of operations at the two 
stages. Qualitative as well as quantitative information was solicited. 
Where qualitative responses were called for, closed-ended or fixed-alterna
tive questions were used in order to standardize answers as well as save 
time. 

There were about forty firms in the distribution stage in the Kansas 
City area. Due to the population's small size, all firms at the distribu
tion stage were included in the sur;vey. Two distributors of minor size 
were not interviewed, one due to lack of cooperation by the respondent, and 
the other due to the unsuccessful scheduling of an interview. 



5 

In addition, four quite small retail butcher shops which made occasional 
sales to food service buyers as a side-line were omitted from the sample. 
Importantly, those distributors who were interviewed accounted for over 99 
percent of the volume of meat moved through Kansas City area distributors. 

The acquisition of a random sample from the population of food service 
operations was necessary since more than 2,000 operations existed in the 
market area. Due to the heterogeneity of the population, a stratified 
random sampling procedure was developed. That is, firms were stratified by 
type, and a random sample of each type was selected. The number of each 
type selected for the sample was based upon the proportion of all food 
service operations that particular type represented. The estimated size or 
proportion each type of food service operation represented of all food 
service operations was based upon a National Restaurant Association survey.6 
The number of food service operations of each type sampled is shown in 
Table 1. 



TABLE 1 

NUMBER AND PERCENT OF FOOD-SERVICE FIRMS OF EACH 
TYPE IN THE SAMPLE 

6 

Number Percent of Sample 

Commercial 49 75 

Restaurants 36 55 

Fast-food Chain 8 12 

High Quality 13 20 

Low Quality 6 9 

Chain-table 9 14 

Cafeterias 2 3 

Hotels and Motels 3 5 

Food Contractors 4 6 

Industrial Catering 1 1.5 

Social Catering 1 1.5 

Vending 1 1.5 

Department Store 1 1.5 

Institutional 16 25 

Schools (Public & Private) 5 8 

Colleges 2 3 

Country Clubs 1 2 

Hospitals 4 6 

Nursing Homes 2 3 

Employee Feeding 1 1.5 

Transportation (Airlines) 1 1.5 

65 100 
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PART II: RESULTS 

STRUCTURAL CHARACTERISTICS OF THE INDUSTRY 

Sellers 

Five basic types of firms were identified among those operating at the 
distribution stage. They were classified as (1) purveyors, (2) full-line 
distributors, (3) packer distribution centers, (4) distribution centers for 
chain operations, and (5) manufacturer processors (see Table 2). 

Purveyors. The most conventional and most frequently found type of 
distribution firms was the purveyors . These firms, which represented 47 
percent of the distributors sampled, accounted for 47 percent of the total 
volume of product sold, as seen in Table 2. Purveyors were usually indepen
dently owned, and handled traditional items such as fresh and frozen meats. 
Their major function was to fabricate the cuts of beef and pork, and some
times poultry specified by buyers. They often carried a complete line of 
meat with a product list of one to two hundred items. Fish and cheese 
products, along with other "convenience" items were also carried as added 
services to buyers which enabled the sellers to be more competitive. 

Packer-Distributors. Three of these firms accounted for 18 percent of 
sales. Packer-distributors serve as the food service distribution arm of 
national meat packers. Essentially these regional centers performed the 
same function as purveyors, with the exception that they fabricated mostly 
products from the packer who owned them. Additionally, these firms were 
larger than most independent purveyors which enabled them to cater to larger 
accounts such as schools or chain restaurants. 

Full-Line Distributors. Five full-line distributors operating in the 
Kansas City area handled 18 percent of the total meat sold. These firms 
carried a complete line of food products needed by food service buyers other 
than fresh dairy, produce and bakery items. Rationale behind this distri
bution concept was that one firm could provide all items needed making pur·
chasing and distribution more efficient. The distributors could afford to 
serve the smaller buyers that could not have been economically served by 
meat deliveries alone. These firms did no fabricating, however, and carried 
mostly frozen meat, fabricated by the packer. 

Manufacturer-Processors. Four manufacturer-processors, accounting for 
18 percent of the food service meat sales, provided mass production of items 
which required special processing and manufacturing. Examples were products 
such as frozen breaded steaks or cutlets which are packaged in pan ready 
boxes. The major function of these firms was to supply food service dis
tributors over a fairly wide geographic area with these specialty processed 
items, which in turn sold them to food service operations. They also distri
buted directly to food service buyers on a local basis. 

Brokers. Two food service brokers of meat products were included in 
the sample. Brokers acted as exclusive sales representatives for national 
food processing corporations for a particular sales territory. They 



TABLE 2 

TYPE OF FOOD SERVICE MEAT DISTRIBUTION FIRMS IN THE KANSAS CITY -METROPOLITAN AREA 
BY OWNERSHIP, AND SALES VOLUME, 1978 

Range of Size Meat Sales 
Type Firm Number Percent of Ownership in Sales Volume Mean Volume 

SamE Ie in Lbs/Wk Lbs/Wk 

Purveyors 16 47 all indpt. 4,000-250,000 68,000 

Full-Line 5 15 4 indpt. 34,000- 80,000 55,000 
Distributors 1 natl. 

Packer Distri- 3 9 natl. pkrs. 37,500-350,000 132,000 
but ion Center 

Chain Operation 4 12 1 co. owned 25 , 000- 219 , 000 103,000 
Distribution 3 locally 
Center owned 

Manufacturer- 4 12 indpt. 30,000- 73,000 46,000 
Processor 

Brokers~/ 2 5 indpt. 30,000-120,000 

34 100 

Percent 
Volume 
Sales 

47 

9 

18 

18 

18 

~/ Sales volume of brokers is included in sales of full-line distributors who handled and sold the pro-
ducts for the brokers, who made sales but did not take title. 

co 
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performed only the sales function directly to food service buyers for a 
commission, not taking title or possession. The product would be shipped 
from the manufacturer to a local distributor who would deliver it locally. 

Buyers 

At the buyer or food service operation stage firms were found to be 
more heterogeneous according to type. However, several major types were 
identified, as seen in Table 1. Commercial restaurants were the largest 
group, accounting for 75 percent of the sample. Private and public schools, 
nursing and convalescent homes, hotels and motels, hospitals, venders, 
caterers and industrial feeders, and colleges and universities made up some 
of the other major categories. 

Firms at both stages varied widely according to size, as seen in Table 
3. The largest distributor was almost 90 times as large as the smallest. 
At the buyer stage, the largest single buyer (a school system) purchased 
180 times the quantity of the smallest. Furthermore, size disparity existed 
in vertical relationships between buyers-sellers pairs who entered trans
actions. Large distributors sold to buyers of all sizes. 

TABLE 3 

MEAN AND RANGE OF VOLUME IN POUNDS PER WEEK OF 
MEAT PURCHASED BY SELECTED TYPES OF BUYERS 

Type of Firm Mean Volume 

Fast-foods Chains (per unit) 2095 

Table-service Chains (per unit) 1420 

Better Quality Independents 1408 

Schools 5251 

Hospitals 2393 

Product Characteristics 

Range 

205- 4,195 

135- 2,250 

250- 3,450 

100-12,500 

900- 4,000 

Beef, the most commonly used product, represented 61 percent of the 
meat purchases (Table 4). 

Boxed beef form (primal cuts in vacuum bags) has almost replaced the 
conventional "hanging" beef (Table 5). Both fresh and frozen beef was pur
chased. Distributors also purchased prefabricated beef, (sub-primals and 
portioned-controlled), beef trimmings, and frozen oven-ready beef entrees 
referred to as convenience foods. Pork was usually purchased in frozen, 
boxed form (not vacuum packed). Poultry and fish were almost always frozen. 

MOre than half of all the beef purchased by food service operations was 



TABLE 4 

POUNDS OF MEAT PRODUCTS USED BY BUYERS IN THE SAMPLE EACH WEEK 

Mean Volume Range of Average Percent 
Product Used* Volumes of Total 

Beef (total) 1313 o - 10,700 61 

Sub-Primals (roasts) 269 ° - 10,700 13 

Portioned-Processed 248 o - 2,500 11 

Ground (Bulk or 
Patties) 797 ° - 10,700 37 

Pork (all) 294 ° - 4,200 14 

Poultry 380 o - 6,000 18 

Fish 154 o - 3,000 7 

2141 100 

* with 62 of 65 firms responding 

I-' 
o 



TABLE 5 

FORMS IN WHICH FOOD SERVICE SELLERS BOUGHT BEEF PRODUCTS IN THE KANSAS CITY 
AREA AND AVERAGE PERCENT BOUGHT IN EACH FORM 

Volume Percentage Using Percentage 
Mean Range None in This Buying All 

Form of Production {Qercent} {Qercent} Form in This Form 

Carcasses 
(sides and quarters) 12 o - 99 68 4 

Boxed Beef (Cryovac) 55 o - 100 30 28 

Prima1s and Sub-Prima1s 
not boxed 8 o - 99 74 4 

Imported Boxed Beef 0 100 0 

Beef Trimmings 7 o - 99 80 4 

Prepared Items Such as 
Precut or Portioned-
Controlled Steaks 18 o - 100 69 15 

100 

I-' 
I-' 
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ground beef. Ground beef represented more than one-third of all types meat 
used. This popularity is explained partially by the numerous fast-food 
restaurants which serve all or mostly ground beef. After ground beef, sub
primal cuts were the next most common form in which beef was purchased 
followed by portioned-controlled beef cuts. 

Perceived product differentiation was found to exist among buyers, due 
mostly to the problem of achieving standardized quality. Buyers indicated 
that quality differed over time from one supplier, as well as between 
suppliers at a given time (Table 6). Buyers indicated that consistent 
quality was the most important product characteristic influencing their 
decision to use a particular supplier (Table 7). Following consistent 
quality, buyers indicated that their trust in the supplier was next in order 
of importance. This was followed by price. 

The composite of services offered was another attribute by which pro
ducts differed. It was concluded that products from the various distri
butors were not freely substitutable. 

Concentration 

Market or industry concentration refers to the share of an industry 
controlled by the leading producers of the product. A concentration ratio, 
which is the proportion of sales controlled by the few largest firms, was 
computed for both stages of the industry. 

The four-firm concentration ratio at the distributor stage was esti
mated at 39 percent. The eight-firm ratio was estimated to be about 60 
percent. Thus this aspect of structure resembles a weak oligopoly. 

At the food service operation stage, the four-firm concentration ratio 
was estimated to be slightly over one percent. The eight-firm concentration 
ratio was estimated at about 1.5 percent. Such low levels of concentration 
among buyers resembles the model of monopolistic competition. 

Entry and Exit 

The rate of entry and exit appeared relatively low at the distribution 
stage though accurate measurement was difficult. Though barriers to entry 
were prevalent, these were not insurmountable. Two firms had entered the 
market in the past five years. Most of the more recent entries were dis
tributors which performed no fabrication or processing of the meat. 

The majority of new entries were distributors for chain operations. 
Additionally, some existing firms had either recently increased capacity or 
revealed plans for such increases. 

No data was obtained regarding entry and exit at the food service 
operation stage. Respondents indicated that commercial restaurants had a 
relatively high failure rate. 



TABLE 6 

EXTENT TO WHICH KANSAS CITY FOOD SERVICE BUYERS FOUND 
MEAT QUALITY TO BE CONSISTENT ACROSS VARIOUS 

SUPPLIERS FOR A GIVEN PRODUCT, 1978 

Category Percent Lower Limit - Upper Limit~(' 

Always 2 0 14 

Most of the Time 40 24 58 

Some of the Time 29 15 46 

Little of the Time 29 15 46 

None of the Time 0 0 11 

Total 100 

* Lower and upper level confidence intervals using a .95 
confidence coefficient. 

TABLE 7 

PERCENTAGE OF FOOD SERVICE BUYERS IN KANSAS CITY AS TO 
THE EXTENT TO WHICH SELECTED FACTORS INFLUENCED 

THEIR DECISION TO PURCHASE MEAT FROM A 
PARTICULAR SELLER, 1978 

Very Much Some Little No 
Factor Influence Influence Influence Influence 

Price 34 44 10 12 

Salesman's 
Ability 10 22 14 53 

Trust, 
Confidence 78 16 2 4 

Consistent 
Quality 92 2 0 6 

Advertisement 0 0 4 96 

Brand Name 2 31 17 56 

13 
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Technology 

Wide variations in the degree of technology were found to exist at 
both stages. Meat fabrication and distribution is a labor intensive opera
tion. Estimates showed labor to be a significant cost of production at the 
distribution stage. However, automated labor-saving devices for larger 
scale production are available. Though some distributors employed such 
fabrication and processing equipment, other operations existed in which 
technological innovation had been minimal over recent years. One conclu
sion drawn from this situation was that least cost production exists over 
a wide horizontal range of the long-run average cost curve for the distri
bution stage of the industry. It seemed that one explanation for the wide 
horizontal range for least cost was an economic trade-off between size (and 
mass production technology) and the quality and quantity of services offered. 
That is, smaller distributors which did not benefit from large scale pro
duction economies, gained a competitive advantage by being more flexible in 
responding to buyer's requests for special or personal services, which are 
important in this industry. 

Differences in level of technology also existed at the food service 
operations stage. However, many of these dealt with food preparation and 
service, which were beyond the scope of this study. 

VERTICAL ORGANIZATION AND COORDINATION 

Effective vertical coordination is vital in food service meat distri
bution for the continuous, uninterrupted flow of a consistent product. 
Buying tends to be on a frequent, short term basis due to several factors. 
Data revealed that 61 percent of respondents purchased all beef fresh, and 
another eight percent pruchased some fresh and some frozen. Distributors 
provided prompt delivery as a result. Seventy-five percent of the distri
butors sampled provided delivery the day following that day on which the 
order was placed, or in the vernacular, "one-day-delivery." Many even 
provided "same-day" delivery service. Additionally, 17 percent of food 
service buyers took delivery of meat on a daily basis. 

Another factor accounting for short term, frequent purchases of meat 
is its high cost. Buyers are adverse to keeping an inventory of fresh 
meat on hand due to risk of spoilage. Food service demand is sometimes 
unpredictable due to factors such as weather, which influences the frequency 
of meats eaten out. Additionally, large cold storage facilities are costly 
to own and operate. 

The cash flow problems of many food service operations also lead to 
frequent purchases of meat in smaller quantities. Many managers surveyed 
indicated a desire to speculate on meat inventory during favorable prices, 
but noted that the cash flow situation and lack of credit from suppliers 
prevented inventory investment in meat, even if other facts warranted it. 

However, even though procurement and purchasing is often quite short
term in nature, food services operations cannot afford shortages. Institu
tional operations such as schools or hospitals could ill-afford shortages 
for obvious reasons. 



Alternative Sub-Channels and Volume Through Each 

Various types of packers and distributors can be vertically linked 
with various types of food service buyers providing alternative courses 
through which the product might flow to reach its final destination. These 
alternative courses, referred to as sub-channels, are diagramed in Figure 2. 
The sub-channel through which the largest volume of product flowed, consisted 
of independent purveyors at the distribution stage who purchased from nation
al packers and then sold to various types of food service operations which 
were usually independent firms. These firms handled about 47 percent of the 
total volume of meat products sold. 

Though a wide variety of types of food service operations existed, 
those in the sample could be placed into two major categories, commercial 
(privately or corporately owned profit-seeking firms), and institutional 
(non-profit operations and profit operations providing food as an auxilliary 
service to complement other activities). About 68 percent of the total 
volume of meat products were handled by commercial establishment, and 38 
percent by institutional (Table 8). 

Restaurants were the major buyers among commercial estabilishments 
accounting for 45 percent of total purchases (Table 8). Industrial feeders, 
cafeterias and hotel and motel restaurants were the other major types of 
buyers among the commercial establishments. 

Airlines, hospitals and colleges were the major institutional buyers 
of meat. 

Coordination Mechanisms 

A variety of exchange arrangements between sellers and buyers were 
used. At one extreme, coordination occurred through relatively competitive 
markets, whereas, at the other extreme, ownership integration was instituted 
and the market was bypassed. Between the two extremes were various coordina
ting arrangements and contracts which differed as to the extent of the 
commitments and restrictions involved. These various types of vertical 
coordination were grouped into three main categories: competitive market 
coordination, contractual arrangements, and ownership integration (Table 9). 

Competitive Coordination. About 53 percent of the total volume of meat 
in this market was sold through competitive market coordination. The forms 
of competitive transactions which were used were individual negotiation 
and sealed bid (Table 9). Individual negotiation, which is the conventional 
means of transacting sales in the industry, accounted for a larger share of 
the total volume of product transacted than any other type of coordination. 
In a typical case, a salesman from the seller would regularly contact the 
buyer, usually an independent firm or institution, by phone or personal 
visit. The salesman and the representative from the buying operation would 
then negotiate a sale. Such buyers usually purchased regularly from several 
sellers in order to maintain competition. 

Price was usually determined in competitive market coordination by the 
sellers offering the buyer a going or "list" price for an item. The buyer 



Figure 2: Parallel Sub-Channels and Volume Flow Through Each for Food Service Meat Distributors in the 
Kansas City Area, 1978. 
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TABLE 8 

ALTERNATIVE SUB-CHANNELS AND PERCENTAGE VOLUME FLOW TO 
EACH FOR FOOD SERVICE BUYERS IN METROPOLITAN 

KANSAS CITY, 1978 
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-------------- % --------------
Commercial 67.6 

A. Retail Establishments 53.7 

1. Restaurants 45.1 

a. Fast-food Chain 12.8 
b. Table Service Chain 8.8 
c. Better Quality Table 

Service 21.0 
d. Lesser Quality Table 

Service 2.5 

2. Cafeterias 5.2 

3. Hotels and Motel Restaurants 3.2 

4. Department Stores 0.2 

B. Food Contractors 13.9 

1. Industrial Feeding 10.4 

2. Industrial Catering 0.2 

3. Vending 3.2 

4. Social Catering 0.1 

Institutional (nonprofit) 32.4 

A. Educational 4.7 

1. Secondary and Elementary 1.3 

2. Colleges 3.4 

B. Health Care 8.7 

1. Hospitals 8.0 

2. Nursing Homes 0.7 

C. In-Plant (Employee) 1.6 

D. Transportation (Airlines) 16.4 

E. Clubs (Private) 1.0 

100.0 



TABLE 9 

TYPES OF VERTICAL COORDINATION BY PERCENTAGES OF FOOD 
SERVICE MEAT SALES IN THE KANSAS CITY METRO 

AREA, 1978 

Type of Coordination Percent of Sales 

Competitive Market Coordination 

Individual Negotiation 

Sealed-Bid 

Contractual Arrangements 

Formal Contract 

Formula Priced 
Fixed Price 

"Approved" Supplier 

Total Program (Oral Contract) 

Vertical or Ownership Integration 

Total 

9 
5 

53 

48 

5 

41 

14 

20 

7 

6 

100 
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could accept (or reject) the price, or negotiate to some extent, depending 
on the particular product-buyer-seller situation. Sellers arrived at offer 
prices through considering costs in combination with competitors' prices. 
However, most sellers indicated costs were a more important consideration 
than market prices when determining price. Cost considerations for pricing 
were usually based on a wholesale cost-plus-an-operating-margin method. 
Thus, prices fluctuated with the frequent changes in wholesale meat prices. 
Quantity discounts were usually offered. 

The other form of competitive market coordination used in the industry 
was selling through sealed bids. The buyer specified the meat products 
needed in a future time period, and interested suppliers could submit a 
price quotation for the product. This purchase method was used mostly by 
operations belonging to public institutions, in order to insure the advan
tages of competitive purchasing. However, variations of this method were 
found among commercial operations as well. Coordination through sealed bid 
transactions accounted for a relatively small portion of the total volume 
of product transacted. 

Contractual Arrangements. That share of the market not sold through 
a competitive form of coordination was transacted through either contrac
tual aggrements or ownership integration (Table 9). Because contractual 
arrangements used in the industry varied widely in terms by degree, they 
were divided into several major categories. These were referred to as (1) 
approved supplier arrangements, (2) total program arrangements, and (3) for-



mal contracts. 

(1) The approved supplier arrangement, which was a popular 
arrangement with chain operations, placed restrictions 
on the buyer. In this case, a local unit of a chain 
operation was limited to purchasing meat from only those 
suppliers "approved lf by the central offices of that 
chain restaurant. The local units of the chain were 
thus restricted to varying degrees depending upon how 
many local suppliers were approved. This form of coor
dination offered the national multiunit food service 
operation the ability to procure meat locally from 
independents, and thus gain some operational and logis
tical advantages. Price determination was usually left 
up to the local approved supplier, in that it was 
allowed to charge its "going" or current list price. 
This practice allowed prices to be responsive to fluctua
tions in wholesale meat prices without continuous 
renegotiation. 

(2) Another contractual arrangement used in the industry was 
known as total program buying. In this case the buyer 
agreed to purchase all or most meat products from a 
given supplier. Buyers using this arrangement were 
typically small independent operations, while distributors 
were independents or national packer distribution centers. 
Such arrangements almost eliminated shopping time, and 
reduced delivery unloading time and paper work, but 
limited the buyer to the prices and products of one 
supplier, therefore reducing his competitive opportunities. 
As with approved supplier arrangements mentioned above) 
this agreement allowed the seller to charge his current 
"going" prices to the buyer. Buyers were often so small 
that they found it necessary to pledge all their purchases 
in order to get any service at all. 

(3) More binding contractual arrangements were referred to 
here as formal contracts. Such arrangements) which were 
more specific in the terms of trade and in pricing, were 
usually longer term in nature and involved more commitment 
from both participants such as investment of resources. 
Chain buyers usually integrated backward in this manner by 
contracting for their meat supplies with distributors 
large enough to meet the needs of their operating units in 
a geographical region. In such cases, a given distributor 
might or might not contract exclusively with one chain 
buyer. Price determination in formal contracts occurred in 
three basic ways. In some cases, prices were not fixed 
and distributors were allowed to charge current "going" 
prices, as was the case with previous mentioned arrange
ments. A second form of pricing found in formal contracts 
was referred to as seller-set pricing. In this case, prices 
were fixed either by the seller or through negotiation for 
periods of time until changes were instituted. A third 
method used in formal contracts was formula pricing. 

19 



Formula pricing allowed prices to change with market 
conditions without further negotiation. 
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Ownership Integration. Finally, at the opposite extreme from competi
tive market coordination were those firms that internalized operations 
through ownership integration of two or more vertical stages. Only six 
percent of the total volume of meat sold by the Kansas City area food ser
vice distributors was transacted through ownership integration. The number 
of vertical stages included in such operations varied by firms. 

The number of vertical stages owned by such operations varied by firm. 
One completely vertically integrated chain restaurant operation had a 
regional meat distribution center, and numerous restaurants in the Kansas 
City area. This nationwide firm was integrated backward to the slaughter 
and packing of the beef it procured. Frozen beef came by truck to Kansas 
City, from North Carolina, and was distributed from there to both company
owned and franchised stores. Fresh dairy, bakery and produce items were 
supplied locally. One other chain restaurant in the Kansas City area was 
integrated backward to the packer or fabrication stage. The distribution 
center supplying it was in Dallas, Texas (see Figure 3). 

Several other national chain restaurants in Kansas City were vertically 
integrated backward to the distributor stage. In these cases, the distri
butor was often a subsidiary of the restaurant corporation. These restaurant 
outlets were supplied from regional distribution centers which procured 
meat products on a contract basis with a packer. These company-owned centers 
often assembled products other than meat, and delivered them by truck to 
local Kansas City restaurants from locations such as Nashville, Tennessee; 
Lanexa, Kansas, or Dallas, Texas. 

Figure 3 shows the firms in the sample which engaged in ownership 
integration or contractual arrangements, and the vertical degree to which 
such forms of coordination were employed. 

Pricing Systems 

As mentioned earlier, individual negotiation was found to be the con
ventional as well as dominant pricing arrangement used. More than half of 
the total volume of meat sold was priced by this method (Table 9). Indivi
dual negotiation is that case in which one buyer and one seller actually 
negotiate the price (by phone or in person) for each transaction or sale 
which is made. 

The fact that in individual negotiation firms have the flexibility to 
negotiate prices and terms of trade for each transaction distinguishes it 
from contractual forms of pricing often used by chain operations. For this 
reason, firms pricing by individual negotiation were more sensitive to 
local market conditions. In contractual arrangements prices are often 
negotiated with central management further back in the channel, and prices 
thus tended to be more rigid. Individual negotiation allows independent 
purveyors to follow closely changing market conditions and price thus 
assumes a competitive role in negotiating sales. 



Figure 3: Vertical Coordination Arrangements in Meat Distribution to Chain Restaurants in the Kansas City 
Area, 1978. 
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How do independent purveyors or distributors who use individually 
negotiated pricing set or determine selling price? The answer is not con
cise. As mentioned above, costs were considered in combination with local 
market conditions in order to determine price. 

Two basic methods were used to determine what list or asking price 
would be for most firms which used individual negotiation pricing systems. 
The first of these was referred to as "cost-plus" pricing and the second 
rfcents per pound." Cost-plus was the dominant system for establishing 
"list" or "offer" prices (Table 10). 

TABLE 10 

PRICING SYSTEMS BY PERCENTAGE USED BY FOOD SERVICE 
MEAT DISTRIBUTORS IN THE KANSAS CITY AREA, 1978 

System Used Percentage 

Cost, plus operating margin 

Cents per pound 

Formula - (manufacturers price and 
handling and freight) 

Administered by corporate central office 
for chain 

Based on plant production cost 

56 

13 

9 

9 

13 

100 

To establish its "list" prices for various items using the cost-plus 
method, a firm would first determine its overhead margin for handling meat. 
This margin included all costs except the cost of the meat purchased. This 
margin as a percentage would then be added to the cost of the meat to deter
mine a base list price regardless of the cost per pound of the meat. 

The second method used by sellers for establishing "offer" prices was 
referred to as the "cents-per-pound" method. Purveyors using this method 
determined the cost of handling meat per pound which was required for their 
operation. This same operating cost is added to a pound of any meat pro
duct, regardless of cost -of the meat. Thus, the same handling cost margin 
would be applied to ground beef as is applied to filet mignon, and mark-up 
revenue would depend purely -on volume rather than total dollar sales. 

When some form of contractual arrangement or ownership integration 
existed, prices were not negotiated for each individual transaction or 
sale. The specific forms of contract pricing varied according to the many 
different contractual arrangements which existed. However, several basic 
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types of pr~c~ng systems seemed to be used in most contractual arrangements. 
These were referred to as formula pricing, administered pricing and pricing 
based on production cost. 

Nine percent of all volume transacted was priced through formula 
pricing (Table 10). Such pricing was used almost entirely in cases involving 
no processing or fabrication, but rather products already fabricated, pro
cessed and packaged. Variables in such formulas allowed for the addition 
of freight and handling cost to the manufacturer's price. For example, a 
chain restaurant might work out an arrangement involving a meat processor 
and a local full-line distributor for delivery of needed products to the 
restaurant by the distributor. The full-line distributor and the central 
office of the chain restaurant would work out a formula with the capability 
of allowing the distributor to cover cost, while simultaneously adjusting 
to price changes from the processor. Kentucky Fried Chicken restaurants 
used such a system. Trans World Airlines had a similar arrangement with 
local distributors and manufacturers of frozen meat entrees located in 
other regions. 

When prices were administered by the corporate or central office of 
the chain, the buyer was forced to accept the product at that price. No 
"shopping" for more competitive prices was allowed, even though they were 
often available to buyers. Such pricing was used in franchised chain 
operations as well as company-owned operations. The central corporate 
office did not have to price according to cost or market conditions in this 
case since sales were locked in. There was resistance by franchises to 
such pricing, as many felt they could buy at lower prices on the local mar
ket. 

The final type of pr~c~ng method is that in which the selling price is 
based solely on production costs. Pricing of this nature was ordinarily used 
when production and distribution were integrated, either through ownership 
or rather permanent long-term contracts. Where the scale of production was 
large enough to meet the needs of a chain restaurant, production costs were 
monitored continuously with sophisticated procedures in order to determine 
prices. Professional personnel such as accountants and engineers were 
employed, as well as electronic computer systems for price determination. 

Information Systems 

Market information is vital to effective vertical coordination. The 
data revealed a lack of reliable market information in the industry, as 
well as the fact that many buyers were uninformed. The major source of 
market price information for food service buyers was the salesmen through 
whom meat was purchased (Table 11). Such information could be biased. Next 
to salesmen, the "Yellow Sheet" was the most important information source, 
though it was not widely used by buyers. Though the reliability of the 
"Yellow Sheet" has been questioned in Congressional Hearings, it was probably 
the most accurate source of price information available to the industry. 
The USDA federal grading system provided important product information. 
Federal grades were almost always specified by buyers purchasing beef 
(Table 12). A large portion of food service buyers understood little about 
the causes of price changes or fluctuations in the market (Table 13). 



TABLE 11 

RESPONSES BY PERCENTAGES AS TO SOURCES OF SELLING 
PRICE INFORMATION OF COMPETITORS AMONG FOOD 
SERVICE DISTRIBUTORS IN THE K.C. AREA, 1978 

Information Source 

Through Salesmen from Suppliers 

National Provisioner "Yellow Sheet" 

Other Sellers or Distributors 

Did Not Care About Competitor's Prices 

No Response 

Total 

TABLE 12 

Percentages 

52 

21 

6 

6 

_9 

100 

EXTENT TO WHICH MEAT DISTRIBUTORS AND FOOD SERVICE BUYERS 
IN THE KANSAS CITY AREA SPECIFIED FEDERAL GRADES 

WHEN SELLING OR BUYING BEEF, 1978 

Extent of Usage Sellers Buyers Confidence Intervals'" 

Always 32 81 64 - 91 

Most of the Time 32 6 a - 16 

Some 8 a 
Little 12 4 1 - 19 

None 12 9 3 - 24 

Total 100 100 

* Confidence intervals for buyers based on the .95 percent confi
dence leve 1. 
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TABLE 13 

RESPONSES AS TO THE EXTENT TO WHICH FOOD 
SERVICE BUYERS IN THE KANSAS CITY AREA 

UNDERSTOOD CAUSES OF MEAT PRICE FLUCTUATIONS, 1978 

Extent of Confidence 
Understanding Percentage Interva1s~\-

Always 2 '1o'( 

Mostly 37 24 - 53 

Somewhat 25 15 - 41 

Little 14 7 - 29 

None 22 12 - 38 

Total 100 

* Confidence intervals based on the .95 percent confidence 
level. 

** Number in this class too small for statistical procedure. 

Advantages and Disadvantages of Vertical Integration 
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Respondents in the industry indicated that there were both advantages 
and disadvantages to vertical integration through contracts or ownership. 
Such a conclusion is supported by the fact that the types of vertical coor
dination found in the industry vary over a wide range. That is, a dominant 
type of contractual arrangement has not emerged. Apparently, firms are 
trying various coordination systems in order to determine an optimum arrange
ment. An important advantage of contractual or ownership integration was 
increased quality control over meat supplies. Consistent quality of meat 
products served is vital to food service buyers as shown earlier in Table 7. 
Through integration, geographically dispersed multiunit restaurant operations 
could procure meat more consistent in quality by gaining more control over 
the variables associated with uncertainty in procurement. 

Another advantage of integration is increased production efficiency in 
processing which can be achieved through economies of size. Chain operations 
which require large volumes can take advantage of these economies. Inte
grated operations can also develop efficient operating systems by internal
izing or partially internalizing procedures such as purchasing and ordering, 
payments of accounts, delivery and unloading, all of which improve coordination 
between the two stages. As the shopping function is eliminated altogether 
through integration, this not only saves time, but means that managers with 
little or no skill in the area of meat purchasing can be employed, reducing 
management costs. 

Respondents also pointed out disadvantages associated with integration 
of the distribution and food service operation stages OJ this market channel. 
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A major criticism of contractual arrangements was that participants were 
bound to the conditions of the contract agreement, even when these con
ditions became unfavorable. Franchisees were often averse to the restric
tions placed upon them, particularly with respect to meat prices. When 
corporate central office controlled franchisee menu selling prices as well, 
firms were "locked-in" to a controlled profit margin. An additional 
problem with such arrangements was inadequate logistical coordination of 
food inputs which sometimes lead to shortages of certain menu items. 
Integrated systems offered less flexibility and fewer alternatives to local 
operations in cases when shortages occurred and alternative supply sources 
were needed. 

Another factor which appeared to be disadvantageous for integrated 
systems was the transportation costs for shipping meat long distances. 
Recent increases in energy costs emphasize the importance of that disadvantage. 

Test of the Efficiency Hypothesis 

The second objective of this study was to test the hypothesis that a 
relationship existed between the degree of tightness of vertical coordination 
and efficiency. The efficiency test developed was not exclusively involved 
with either pricing efficiency or operational efficiency, but to a limited 
degree involved elements of both types. The test was based upon the 
following rationale. When food service operations purchase on the open or 
competitive market (no contractual arrangements or ownership integration) 
buyers must continuously "shop" among several suppliers making price and 
quality comparisons. There are several reasons comparisons are necessary. 
Quality and consistency are important criteria in food service meat pur
chasing, as mentioned earlier. However, as noted earlier, meat quality 
varies due to both the nature of the product itself as well as the possibility 
of unethical trade practices by suppliers. Obviously, by always using 
several suppliers the buyer achieves a more competitive position improving 
both the quality and price of the meat procured. In the vernacular, using 
several suppliers "keeps them honest." 

However, shopping on a routine, frequent basis consumes a considerable 
amount of time and effort. Prices must be compared on a regular basis, and 
incoming shipments must be inspected for quality and quantity. This re
presents a cost to the food service buyer. Purchasing arrangements using 
contractual or ownership integration eliminates the routine shopping function. 
Eliminating shopping therefore reduces the time required in the purchasing 
and procurement process. As a result cost is reduced or efficiency increases. 
It therefore appeared that "tighter" forms of coordination increased efficiency. 

In order to test this hypothesis, an efficiency ratio was developed 
which took into account two independent variables: time spent shopping and 
prices paid for the product. The coefficient generated by this ratio served 
as a measure by which to compare the efficiency of three types of coordina
tionfound among firms in the sample: (1) competitive market coordination, 
(2) integration through contractual arrangements, and (3) coordination 
through integration. 

Purchase-time was selected as an independent variable on which to make 
comparisons not only because it represented a significant share of costs, 



but also because it varied widely across firms." Labor or management time 
represents an important factor cost in food distribution and marketing. A 
reduction in time spent to perform a particular function, ceteris paribus, 
is equivalent to increased efficiency. 

Furthermore, there appeared to be wide variations in time required to 
purchase meat, based on initial informal interviews and observations of the 
industry. Firms shopping "on the market" (offer-and-acceptance method) for 
their meat supplies seemed to spend considerably more time than firms that 
had in some way integrated. This was primarily due to the fact that food 
service buyers who purchased on a competitive market basis spent a signifi
cant amount of time visiting with salesmen from distributors. Though a 
buyer would finally select one seller, he might spend time visiting with 
several before making his decision. 

Therefore, a relationship appeared to exist between tightness or coor
dination and time required in the buying process. 

However, time alone was not sufficient as a measure in this case, as 
the ceteris paribus assumption mentioned above does not hold. That is, 
managers who allocated more time and effort "shopping" might have benefited 
from their efforts by finding lower prices or increased qualities, or both. 
Such benefits might result from the nonhomogeneity of fresh meat products 
and pricing inefficiency which exist in the industry and are documented in 
this study. A particular firm might have allotted a small investment for 
shopping, but might have at the same time paid higher prices or received 
poorer qualities. Therefore, to account for this condition, time spent 
shopping, as well as prices paid for a given product, had to be accounted 
for. 

The following ratio was developed to account for both the time and 
price variables: 

where E 
t -
t 

P 

E 
I 

- -P t 

efficiency coefficient 
time spent by a buyer in performing the buying 
average time spent shopping by all buyers 
price paid for particular products 

and p = average price paid by all firms. 

function 

The denominator of the ratio takes into account the variation in time 
and price across buyers. If time and price are relatively large, meaning 
an inefficient situation exists according to the definition used here, the 
denominator is large, and the ratio E becomes small. If time and price are 
relatively low, the ratio E is therefore large. Thus, the larger the 
efficiency coefficient, the greater the efficiency. Both the time and price 
variables in the denominator were divided by t and p, respectively, in order 
to reduce the magnitude of the denominator, and thus the range of values 
generated for E. Though the scale of the coefficient is reduced by this 
procedure, the relationship of the values to each other is not changed. 
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In order to obtain an accurate account of time allotted to the "shopping" 
function, buyers were asked to recall for the given week as accurately as 
possible the minutes (hours) he or she spent for the following functions 
associated with meat procurement: 

(1) personally dealing, negotiating and visiting with all 
meat salesmen from various suppliers 

(2) purchasing time spent on the telephone 
(3) time spent reviewing suppliers' prices and product lists 
(4) time spent completing order blank 
(5) time spent checking in, weighing, and receiving incoming 

meat deliveries from all suppliers. 

A linear regression model was used to determine whether or not a re
lationship existed between the value of the efficiency coefficient (the 
dependent variable) and the type of coordination (the independent variable). 

Although limited, favorable results were obtained. Though not statis
cally significant at the .05 level, the coefficients generated by the 
model suggested differences in the efficiency of the three forms of vertical 
coordination, and, that the two forms of coordination through integration 
were more efficient than the competitive market coordination. 

BEHAVIOR, PERFORMANCE AND CHANGE 

Behavior 

A factor with an overriding impact on price behavior in this industry 
is that food service meat prices are based directly upon livestock market 
prices, which fluctuate significantly. Therefore, food service meat prices 
were rather unstable, and subject to frequent change. Fifty-six percent of 
the respondents indicated they changed prices on a weekly basis, while 15 
percent changed on a daily basis. In addition to price fluctuations re
sulting from livestock markets, there was some amount of price fluctuation 
resulting from the seasonality of demand for the product. For example, 
demand for meats increase during holidays. 

Though indications of oligopolistic behavior were observed, most sellers 
reported being more concerned with cost when setting prices, than with their 
competitor's behavior. Most sellers felt they could price above their com
petition due to the quality of their product and their dependability and 
integrity as a supplier. 

Though some larger firms were strong enough to price on costs (with 
only minimal attention to the market) there was no indication that smaller 
firms would necessarily conform. It was concluded that though some firms 
could influence the market, no single-firm dominance in the form of price 
leadership existed. 

It is interesting to note that larger suppliers in this market hoped to 
be able to be price leaders, or wanted to be perceived as such. No fear of 
anti-trust sanction seemed evident. 
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There were food service buyers who were large enough to exert influence 
on prices. Such buyers were probably large chain operations for which 
sellers would compete through price to obtain business . 

Quantity discounts on a pre-set schedule were offered by the majority 
of sellers. Additionally, some sellers had no established pricing schedule 
or rates for quantity discounts, but offered them in order to be more 
competitive in specific cases. 

Perishability was also a factor in pr~c~ng. When excess inventory 
existed at the packer, or distributor/purveyor level, it was often reflected 
in discounts. Most distributors took advantage of "special" buys from 
packers, as well as offering "special tf buys to customers to reduce inven
tories. Inventory build-up may be related to behavior of the retail 
grocery industry, which uses a large share of the meat produced by packers, 
and uses specific cuts. 

It was concluded that some degree of price inefficiency existed, as 
prices were found to be less than accurate indicators of quality (see 
Table 14). Significant price variations reportedly existed for products 
with identical specifications, and/or identical quality . 

TABLE 14 

EXTENT TO WHICH FOOD SERVICE MEAT BUYERS IN KANSAS CITY 
FELT PRICE WAS AN "ACCURATE" INDICATOR OF QUALITY 

FOR MEAT, 1978 

Extent of Accuracy Percent Confidence Interva1s* 

Very Much 2 0 2 

Much 30 17 50 

Somewhat 39 27 59 

Little 22 10 41 

None _7 0 20 

100 

* Lower and upper confidence intervals using the .95 confidence 
coefficient. 

It was found that product behavior at the distributor stage of the in
dustry included very little commercial advertising. Commercial advertising 
at this stage was felt to be an ineffective promotional device (Table 15). 
Conversely, effective product behavior was that which increased the degree 
of reliability of the seller as perceived by buyers. Consistent quality is 
a primary example (Table 7). Promotion through personal visits of salesmen 
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from distributors was also effective product behavior, as was the offering 
of valuable services such as fast and frequent delivery and lenient payment 
terms. 

TABLE 15 

EXTENT TO WHICH MEAT DISTRIBUTORS IN THE FOOD SERVICE INDUSTRY 
IN KANSAS CITY DO COMMERCIAL ADVERTISING, 1978 

Amount of Advertising 

Very much 

Much 

Some 

Little 

None 

Market Performance 

Percent 

5 

3 

9 

18 

~ 
100 

Though it was not the objective of the study to measure industry per
formance, the study revealed some information regarding performance. One 
measure of performance relevant to this study is productive efficiency. 
As mentioned earlier, three types of vertical coordination were compared 
for efficiency based upon the time required for purchasing. Data indicated 
that systems integrated to the degree that eliminated personal visits by 
salesmen from several sellers were more efficient according to the standard 
of measure developed for the test. Since competitive market transactions 
involving salesmen accounted for a large percentage of total sales, it was 
concluded that market performance might be improved if purchasing time were 
reduced by decreasing the time buyers spent visiting with sales repre
sentatives. The existence of excess selling cost is another indicator of 
less than optimum performance. It was concluded that some of the time 
spent by sales representatives taking orders through personal visits for 
promotional reasons constituted an excess selling cost. 

Price inefficiency also impedes market performance. As mentioned 
earlier, it was concluded that some degree of price inefficiency existed 
which was detrimental to market performance. 

A qualitative approach to evaluating market performance is referred to 
as "workable" or "effective" competition. Several characteristics which 
are thought to impede effective competition were present in the industry. 
Unsatisfactory products, or those characterized by incomplete standardi
zation of uneven quality, were one such characteristic of this market 
revealed in the study. Another such feature was unfair tactics. Though 
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none were documented in the study by design, both buyers and sellers indicated 
that unethical business practices were a significant problem (Table 16). 

TABLE 16 

EXTENT TO WHICH FOOD SERVICE BUYERS IN THE KANSAS CITY 
AREA "THINK. MEAT PRICES ARE MANIPULATED" 

Extent Percent Confidence Interva1s* 

Very Much 21 10 38 

Much 23 12 41 

Somewhat 33 19 50 

Little 13 5 30 

None 10 3 25 

Total 100 

* Lower and upper confidence intervals using the .95 confidence 
coefficient. 

The progressiveness of an industry has been cited as another charac
teristic of workable competition. It was found that although a portiol7~ of 
the industry was quite progressive, a sizeable segment had not changed a 
great deal over recent years and the indication was that it would not in 
the future. A final characteristic of effective competition found lacking 
to some extent in the industry was consumer satisfaction. Buyers indicated 
that their demand preferences were not met in terms of quality, which 
suggest performance deficiencies existed in the industry. Viewed overall, 
these specific criticisms are minor and the performance of this subsector 
likely compares favorably with most in the meat industry. Certainly there 
is no cause for viewing with alarm. 

Change 

Regarding changes in vertical coordination among food service meat 
distributors, no benchmark or baseline data were available for absolute com
parisons. Information about change was based upon the knowledge and perception 
of respondents, and could therefore be biased. However, respondents clearly 
indicated that they felt the industry had changed significantly (Tables 17, 
18). That portion of the industry was more progressive than the remainder 
was reflected in responses. Some respondents felt the industry had changed 
a great deal while others felt it had changed little or none. 

A high portion of respondents indicated that they expected a continuing 
growth in demand for meat products by the food service industry. 



TABLE 17 

EXTENT TO WHICH KANSAS CITY FOOD SERVICE OPERATORS 
INDICATED THAT MEAT PRODUCTS PURCHASED HAD CHANGED 

IN THE PAST TEN YEARS, 1978 

Extent of Change Percent Confidence Intervals* 

Very Much 2 a 13 

Much 23 12 41 

Some 20 10 37 

Little 26 14 43 

None 29 16 46 

Total 100 

* Lower and upper confidence intervals using the .95 confidence 
coefficient. 

TABLE 18 

EXTENT TO WHICH FOOD SERVICE MEAT DISTRIBUTORS IN THE 
KANSAS CITY AREA FELT THAT THE INDUSTRY HAD CHANGED 

OVER THE PAST TEN YEARS, 1978 

Extent of Change Percent 

Very Much 56 

Much 22 

Somewhat 13 

Little 6 

None 0 

Total 100 

32 
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The study attempted to identify problems in the industry that were 
forces for change. These are shown in Table 19. It should be noted that 
the causes and resulting change mentioned are often interrelated. Many 
distributors that had traditionally provided credit to buyers indicated 
cash-flow to be a problem due to the restrictions placed upon credit 
offered them by packers who supplied them. This meant that distributors 
had a more difficult time extending credit -to food service buyers, and that 
relationships between both stages were becoming less casual with respect 
to terms of trade. 

TABLE 19 

!'WEAKNESSES" (AREAS WHICH NEED IMPROVEMENT) IN-THE FOOD 
SERVICE MEAT DISTRIBUTION SYSTEM, AS INDICATED BY 

MEAT DISTRIBUTORS IN THE KANSAS CITY AREA 

"Weakness" 

Need Better Means of Collecting 
Accounts Receivable 

No Credit from or Unfavorable Payment 
Terms to Packers 

Uneducated Buyers 

Poor Grading (Choice Grade too Wide) 

Labor Problems (Unions, Lack of Skills) 

No "Local" Packers (Geographically 
Spread) 

High Transportation Cost (Fuel, Union 
Drivers) 

Retail Grocers Have too Much Market 
Power 

Unstable Prices 

Some Buyers too Large (Chain Restaurant 
Corporations) 

Packers Selling Direct to Chains 

Total 

No. Times 
Mentioned 

8 

1 

2 

3 

5 

3 

2 

2 

4 

1 

1 

32 

Percent 

25 

3 

6 

10 

15 

10 

6 

6 

13 

3 

3 

100 
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Labor was also a problem mentioned by many respondents at both stages, 
as seen in Table 19 and 20. At the distributor stage high costs and lack 
of skill led to more use of mass production techniques and a curtailment 
of "custom" services. At the food service stage, lack of skill among 
kitchen labor was cited as a problem which caused more use of convenience 
foods, and a change toward more limited-menu and fast-food restaurants. 

TABLE 20 

CHANGES WHICH HAVE OCCURRED IN THE FOOD SERVICE MEAT 
DISTRIBUTION SYSTEM IN THE PAST TEN YEARS AS INDICATED 

BY MEAT DISTRIBUTORS IN THE KANSAS CITY AREA 

Change Indicated 

Packers larger and more geographically 
dispersed 

Increased demand for meat products in 
food service 

More "convenience" food purchased 

More price fluctuation 

Growth of chains 

Labor costs up 

More professional operators (buyers) 

Better quality control 

More federal inspection 

Packer-distributors decreased in sales 

More Boxed Beef 

Less credit from large packers 
(C.O.D. payment) 

More government regulations (cleanliness) 

Times 
Mentioned 

5 

4 

3 

3 

2 

2 

2 

2 

2 

2 

2 

1 

1 

Percent 

16 

13 

10 

10 

6.4 

6.4 

6.4 

6.4 

6.4 

6.4 

6.4 

3.1 

~ 
100.0 

Buyers were discontented with the current beef grading system primarily 
because the Choice grade was perceived to be too wide and to encompass lower 
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quality beef. Unstable prices were a problem for operations at both stages. 
Price fluctuation appeared more detrimental to food service buyers than to 
distributors who as margin-makers could adjust with the price fluctuations. 
Food service operations often had to absorb increased meat costs. 

Specific changes and expected trends were indicated by operations at 
both stages. At the distributor stage (Table 20) major changes have been 
the relocation of packers away from urban areas and their growth in size. 
This shift in the location of meat supplies has made procurement more com
plex for distributors. Another change at the distributor stage concerns 
type of firm (Table 21). Distributors expected a continued decrease in the 
volume handled by traditional purveyors, and an increase in that handled 
by various types of distributors who perform no fabrication, such as full
line distributors. Related to this change were the expectations of continued 
increases in the use of convenience meat items, which are manufactured 
prior to reaching the distributor stage (Table 21). It was concluded that, 
in general, manufacturing and processing is occurring further back in the 
market channel than in the past, meaning that these functions are performed 
to a lesser extent by the two stages studied. 

TABLE 21 

INDUSTRY TRENDS IN FOOD SERVICE MEAT DISTRIBUTION AS 
MENTIONED BY DISTRIBUTORS IN THE KANSAS CITY AREA, 1978 

Trend 

Buying Power Becoming More Important (Size) 

More "Distributor-Type" Firms, Fewer 
Traditional Purveyors 

More "Specialization" (Fabrication and 
Distribution) 

More Use of Unskilled Labor (in Fabricating) 

Large Firms Becoming Less Flexible (Chains) 

National Packers Getting Out of Food Service 
Distribution 

Larger Degree of Financing Required 

Less IfCustomH Cutting and Fabricating 

Total 

Times 
Mentioned 

15 

10 

4 

3 

3 

2 

1 

1 

39 

Percent 

39 

26 

10 

7 

7 

5 

3 

3 

100 
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Sellers also indicated a reduction of distribution centers operated 
by national packers particularly due to their lack of flexibility as com
pared to other types of distributors. The importance of increased firm 
size was mentioned often by distributors as a significant change. The 
indication was that increased size was needed to obtain buying power where 
economies existed in large volume purchasing (Table 21). Increased size 
was also advantageous to distributors because of the ability it provided 
to cater to larger accounts. Distributors indicated that increases in 
size combined with labor problems would reduce the amount of personalized 
services offered, such as custom cutting and special deliveries. 

At the food service operation stage, respondents were concerned about 
a trend in increased meat prices (Table 22). Food service buyers also 
felt that there would be a continued decrease in independent firms at the 
food service operations stage (Table 23). With regard to products used, 
buyers felt packaging would continue to improve, and that the use of boxed 
beef would continue to increase. 

TABLE 22 

FACTORS WHICH FOOD SERVICE BUYERS IN THE KANSAS CITY 
AREA CONS IDE RED TO BE TRENDS CONCERNING FUTURE 

MEAT PRODUCTS, 1978 

Factor 

Increased Use of "Convenience" Foods 
(Pre-processed) 

Higher Prices for Meat Products 

No Significant Changes 

Substitution of Less Expensive Meat Items 
On Menu 

Better Packaging 

Buyer Will Cut His Own Meat Due to Cost 

Increased Use of Meat of Lesser Quality 
than Present 

More Boxed Beef 

More "Sophisticated" Products (Gourmet) 

More Fresh Meat Used 

Total 

Times 
Mentioned 

29 

17 

10 

6 

4 

3 

3 

3 

2 

1 

78 

Percent 

37 

22 

13 

8 

5 

4 

4 

4 

2 

_1 

100 



TABLE 23 

TRENDS IN FIRM TYPES AND BUSINESS PRACTICES OF FOOD SERVICE 
OPERATIONS AS PERCEIVED BY FOOD SERVICE 
OPERATORS IN THE KANSAS CITY AREA, 1978 

Trends 

Fewer Independent Firms 

Fewer National Packer Distributors 

More Distributors (Full-line) (Less 
Purveyors Performing Fabrication) 

More "Fast-Food" Establishments 

High Capacity for Firm Entry 

More Specialization of Products Sold by 
Firms 

Total 

Times 
Mentioned 

16 

3 

3 

2 

2 

1 

27 

37 

Percent 

59 

11 

11 

8 

7 

~ 

100 
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2 

3 

4 

5 

6 

7 
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