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In Search of Better Marketing 

For the 1976 UMC-Perry Foundation seminar on agricultural marketing and policy 
the focus was on possibilities for improving the marketing system for farm products. 

UMC-Perry Foundation seminars are held under terms of an agreement between, the 
Perry Foundation and the University of Missouri. The object of the seminars is lito 
promote the development of information relative to the socio-economic forces that bear 
on the welfare of ramily operated farms and ranches, and upon the income to those 
operatorsj to disseminate that information widely among agricultural leaders of the 
nationj and to provide a forum ••• for discussion ••• by leaders of organizations, 
institutions, and legislators." 

The Perry Foundation was established in Robstown, Texas in 1946 as a memorial 
to members of the Perry family who did much for the agriculture of South Texas. It 
both sponsors and carries on research in agriculture. The Foundation is dedicated to 
working toward a prosperous agriculture and the welfare of the people on the land. 
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GETTING FARM PRODUCTS FROM FARM TO 
CONSUMER: THE SYSTEM AND THE ISSUES 

Harold F. Breimyer 
Perry Foundation Professor of Agricultural 

Economics and Extension Economist 

"It is safe to say that no other class of producers {than 
farmeri/ is more at the mercy of middlemen." 

--Buckeye Tribune, May 1901 

"Society honors those who build better mousetraps but 
suspects those who market mousetraps better." 

--Robert L. Steiner, "The Prejudice 
Against Marketing," J. of Marketing, 
July 1976, p. 2. 

Marketing is the mysterious portion of the food chain. Production at the farm is 
well understood; everyone knows how to plant an eyed potato and later dig a hill-full. 
Likewise the final stage as the tuber is baked or fried for dinner. What happens in 
between is not so well known. That is the marketing part. 

Marketing with its mystery has often been distrusted. In ancient times Plato said 
that marketers were "persons of excessive physical weakness" with no other role in life. 
Aristotle called them useless profiteering parasites. A century ago John Stuart Mill 
wrote that "merchants and traders, unlike their more useful brethren -- farmers, fisher
men, and miners -- add nothing to the sum total of physical goods • • •• They exploit 
both producers and consumers by taking exorbitant profits."l 

Marketing has had defenders too. Agricultural economists have coined the de
fen~ive language that marketing contributes four utilities: form, place, time, and 
possessiono The business writer Peter Drucker goes into rhapsody. He calls m~rketing 
"a dynamic process" by which society realizes its "purposes and human values." 

Missouri Attitudes. In my experience the two groups in Missouri with whom I work 
most, farmers and students, are unsure of themselves about marketing yet often have 
dead-set ideas about it. In opinion polls farmers respond that they are less at home 
with marketing than with production. They express the attitude reported in Ohio 75 years 
ago (opening quotation) that they are isolated by the market and at its mercy. 

Reasons for Mystery and Antagonism. Why is marketing still viewed with such un
certainty? Why are opinions so categorical? One explanation has been alluded to. 
Farmers, and consumers too, feel cut off from marketing. They sense an isolating barrier. 

Professor John Nixon suggests that much of marketing involves services, and they 
are intangible -- market information for example, and grade standards and even price 
making. People are more comfortable with concrete things. 3 

Also important is the strategic location of marketing and the life-or-death hold 
it has over producers. Nowadays almost all farm products must go through markets; ex
cept for a little roadside selling of fresh produce the marketing system can seldom be 
detoured. To farmers marketing appears as the equivalent of the Brenner Pass to land 
travel, Gibraltar or the the Bosphorus to ships. It must be threaded, whatever the 

lQuotations taken from J. M. Cassels, liThe Significance of Early Economic Thought on 
Marketing," J. of Marketing, October 1936; and Edward A. Duddy and David A. Revzan, 
Marketing, an Institutional Approach, 2nd edition, p. 7. 

2 Peter F. Drucker, "Marketing and Economic Development," J. of Marketing, January 1958, 
p. 259. 

3 John W. Nixon, eta al., "Survey of Issues and Strategies in the Organization and Develop
ment of Farm Product Markets, II University of Georgia, Division of Agricult~ral Economics, 
FS 76-2, August 1976, p. 3. 
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hazards. And whether or not the pass (market) is open and working well can make the 
difference between a farmer's good return on a year's work, or a minimum return or even 
loss. 

I will say in a moment that this idea of marketing as an aperture to be gone 
through is not too accurate. But it is held widely and helps to account for attitudes 
about marketing. 

Size, Status, Goals 

In view of so much misunderstanding and prejudice held about marketing, let's look 
briefly at what the marketing system consists of. 

Above all, the system is big. It is immense. It also is far from uniform: it 
is mixed, heterogeneous. 

The system is so big and diverse that few broad, all-inclusive judgments can be 
formed about it. In it there are instances of high efficiency. There are some too of 
inefficiency, even serious and costly inefficiency. Some sectors practice active price 
competition. Others employ price leadership and do everything they can to avoid direct 
price competition. 

A number of food industries are readily entered by new firms. In some others 
neither the angel Gabriel nor Beelzebub would be able to introduce new products readily. 

The marketing system is indeed a mixed bag. 

The Middleman Idea. Another kind of language farmers have long used is that 
marketing is the middleman, as the 1901 quotation illustrates. This too no longer fits 
so well. 

"Middleman" is a term not only of location but of caste. It says that marketers 
are in the middle or intermediate position but also implies that they are subordinate 
subordinate to the man who produces the product, and perhaps even subordinate to con
sumers. 

The marketing system today is not a middleman. If anything it is the opposite. 
It is the control center of the marketing universe. 

The marketing system is where the power lies -- not absolute power and not nec
essarily arbitrary power but power in the sense of where market forces converge and 
focus. Also power in the sense of where prices are made. Marketing is where the action 
is. 

Marketing is a seat of power in a general sense but power may also be held by 
organizations in the system. Some firms are large enough to be influential. Even more 
of a power source to firms are practices used in market development or merchandising. 
A sizable part of the marketing system for farm products is now engaged in big and 
costly contests based on product development and market promotion. Some merchandising 
networks are awesome to behold and formidable to challenge. 

Marketing is viewed in these terms in business schools and the description is 
coming to fit agricultural marketing more and more. 

Let me remind not to pre-judge these practices. My message for now is only that 
this is the present situation for much farm product marketing. 

Society's Goals and Market Structure. The ultimate goals for marketing, and in
deed for all economic activity, are set by society. Goals for marketing are often 
expressed in terms such as, "Consumers want a variety of high quality products available 
at aLl.. times at a reasonable price. II Also, "Farmers seek strong and reliable markets 
that give them a good return." 
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Even disregarding the value-loaded words these sentences do not help much. Better 
language is that we want high operating efficiency, and enough competitiveness that 
prices will be fair to both consumers and producers. 

But the big question is how to get this done. We have a strong preference as to 
method. We object to standing watch over everything in the marketing system. We 
definitely prefer instead to organize the system in such a way that the desired outcome 
will come of itself. We hope to organize marketing so that it gives the kind of service 
we desire. 

In economists' language we are concerned for structure. We want the system to be 
so constructed, so structured, that it will of itself fulfill the performance goals set 
for it. 

Some years ago the National Food Commission examined the marketing system. It 
objected to certain instances of concentration, of conglomerate mergers, and of what it 
regarded as excessive promotional costs. Some economists later scolded the Commission 
for not looking at performance alone. The economists were wrong. We don't like to 
police performance; we prefer to organize the system in a way that minimizes the need 
for monitoring or policing. 

To put it differently, farm product marketing relies mainly on private enterprise 
where each firm pursues its own goals. For the system as a whole to work well a firm's 
goals must be compatible with goals for the system. In blunter language, some managers 
in marketing defend their operating practices on grounds that they are just trying to 
advance the interests of their firm. From the standpoint of economic policy, they do not 
answer the bigger question, the question of whether in advancing the interests of their 
firm they are helping to make the marketing system work better. 

The problem is not one of motivation or integrity of managers. It is one of 
whether the competitive structure, the trade practice rules, the mechanism for arriving 
at and publishing prices are designed so that individual goals in marketing match what 
the public wants from the system as a whole. 

This is the basic issue in marketing from a policy standpoint. It is a difficult 
one indeed. 

Dimensions, and Differences Among Products 

Let us turn to a description of the marketing system. Gross data will be followed 
by a division of the system into its merchandising- and product-oriented portions. Two 
kinds of policy issues will then be touched on: competitiveness and efficiency in the 
system, and how farmers can best tap into it. 

Gross Magnitude. In 1975 U. S. consumers spent $159 billion for U. S.-produced 
foods. They paid out $112 billion at retail stores and $47 billion for food eaten away 
from home. 

Of the total spending, $104 billion was taken by the marketing system -- the gross 
"marketing bill" -- and $55 billion was paid to producers of farm products. 

Thus in round terms marketers get two-thirds of food expenditures and farmers one
third. The proportions are about the same as a decade earlier, although gross values 
have doubled. (See table.) 

In a sense the data mislead as to returns to farmers. Farmers themselves are an 
intermediary. They buy industrial inputs which enter into the products they sell. Per
haps farmers are now the middlemen! A Rutgers University professor wrote me recently 
saying that farmers are "agrifacturers." Years ago James Shaffer at Michigan State 
estimated that farmers get to keep 15 percent of consumers' food spending. My guess is 
that now they retain only around 12 percent as return to their land, labor, and invest
ment. If that be accurate, of consumers' spending for food marketers keep 65 percent, 
farmers take 12 percent, and suppliers of farm inputs receive 23 percent. 



Marketing Bill for Farm Foods 

Food EX2enditures 
Food Food 
at away-from- Farm Marketing 

Year home home Total Value Bill 

Billion Dollars 

1965 60.2 20.9 81.1 27.1 54.0 

1970 74.5 31.4 105.9 34.8 71.1 
1971 77.6 33.1 110.7 35.3 75.4 
1972 82.8 35.0 117.8 39.3 78.5 
1973 95.3 38.3 133.6 51.1 82.5 
1974 108.1 41.2 149.3 56.0 93.3 
19751 112.1 46.9 159.0 55.3 103.7 

1 1" Pre l.rn1.nary. Source: Agricultural Outlook, USDA, ERS, Sept. 1975. 

Merchandising- vs. Product-Oriented Marketing. Part of the marketing system for 
farm products has gone almost wholly industrial. In this part merchandising dominates. 
Here original farm products are highly processed. They are sold by brand name, often 
with much advertising. Typically the firms are large, and a small number dominate their 
industry. Merchandising in all its forms absorbs a sizable part of the retail price of 
products, and the more so in cases where the few insiders use advertising and promotion 
to keep newcomers out. The marketing margin is high, and farmers get only a small part 
of the consumer's food dollar. 

All cereal foods, bakery products, processed fruits and vegetables, and oil pro
ducts fit in this category. So too do the more highly processed foods of animal origin, 
as sausages, cheeses and scattered other items. Illustrative data will follow below. 

Product-oriented marketing is sharply different. 4 It refers to selling products 
with minimum processing and not too much merchandising cost and effort. This is the 
traditional view of marketing. Because product-oriented firms have not been able to 
establish brand names very successfully new firms can enter and the industries usually 
are not highly concentrated. Most products are of fairly high value and return a 
rather large share of the consumer's food dollar to producers. Products falling in 
this category are principally those livestock, dairy, and poultry products that are 
sold unprocessed. 

Fresh fruits and vegetables are a middle category. Their marketing is still 
mainly product-oriented, despite efforts by Sunkist and others to feature a brand. But 
marketing costs are rather high and farmers get less of the price the consumer pays 
than they do for livestock products. 

Concentra.tion Data. Data in the figure below illustrate differences in how much 
concentration exists in various kinds of food processing. Data are the percentage of 
the total output represented by the four largest firms. For the three product-oriented 
foods the percent ranges from 22 to 43. The three merchandising-oriented products show 
a concentration of 68 percent of all output in four firms for prepared flour, 70 per
cent for vegetable oil, and 90 percent for breakfast cereals. 

Butter and beet sugar are intermediate products, with some but not high use of 
merchandising and with middle figures for concentration ratios. 

It should be noted that these data apply to food processing. No comparable in
formation is available for retailing. In any case, concentration in retailing would 

4This kind of marketing is sometimes also called commodity-oriented. The meaning is 
the same. 
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PERCENTAGE OF VALUE OF SHIPMENTS ACCOUNTED FOR 
BY FOUR LARGEST FOOD MANUFACTURERS 

% 
100 

50 

25 

o 
Meat 
pack
ing 

Pltry 
& 

Eggs 

Rice 
Mill

ing 

Product-oriented 

But
ter 

Beet 
Su
gar 

Intermediate 

Flour Vege
table 
oil 

Bkfst 
Cer
eals 

Merchandising
oriented 

not show up commodity by commodity. Although food retailing is not generally regarded 
as highly concentrated, in those cities where only a few food chains have most of the 
business evidence suggests that prices edge a little higher than elsewhere. The Food 
Commission reported that in some instances food chains may have considerable power in 
their buying practices. 

Marketing Bill Data. Overall data dividing consumers' expenditure into the part 
going to marketing and that to farmers illustrate broad differences among foods in 
processing and merchandising costs. The chart below indicates that the three product
oriented foods divide consumers' spending roughly half and half between marketing and 
what farmers get. Fresh fruits and vegetables, in the intermediate category, split 
consumers' expenditures into about 70 percent to the marketing system and 30 percent 
as farm value (1975 data). The merchandising oriented foods graphed in the chart had a 
much heavier proportion of value in marketing and less in the farm value. For bakery 
products the farm value is only 17 percent of consumers' spending. 5 

Margin Data, Broilers and Breakfast Cereals. A decade ago the Food Commission, 
in studying costs and margins questions, compiled detailed data on how the retail price 
of broilers and of breakfast cereals is distributed. Marketing of broilers is product
oriented; that of breakfast cereals is not only merchandising-oriented but highly con
centrated in a few hands. (See data shown in chart on following page.) 

Differences are readily seen. The farmer got 54 cents of the consumer's dollar 
spent for broilers in 1964, and 10 cents of the breakfast cereal dollar. 

The data alone do not prove that marketing of breakfast cereals is too costly. 
My personal judgment is that it is far too costly. Spending twice as much for advertis
ing as for the basic food violates my own criteria for a good marketing system. 

Evaluations. Difficult though they be, evaluative judgments must be made. The 
heart of the argument advanced thus far is that the principa1

6
questions raised about. 

marketing relate not so much to physical operating efficiency but to whether some k~nds 

5The following picture based on consumers' spending is similar to other data based on 
margins of the II market basket" of food at retail. 

6perhaps operating efficiency has been neglected too much. It is disturbing to read 
USDA data showing that output of marketing services per man-hour in food distribution 
has trended downward the last 10 years. 
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COMPOSITION OF RETAIL PRICE OF BROILERS 
AND BREAKFAST CEREALS, 1964 
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of food industries have become so concentrated in a few hands, or so Il s tructured ll for 
costly merchandising, that standards of good performance are not met. These are in the 
final analysis value judgments. Individual opinions naturally will vary. 

The Farm Marketing Connection 

The marketing system past the farm, and especially the merchandising portion of 
it, is a world apart from agriculture and its local markets. Farm products are sold 
from the farm on the basis of their product identity, without servicing other than 
cleaning and cartoning, and generally on the basis of price. And the price, far from 
being fixed in advance, is flexible and volatile. In the past it has been "made ll largely 
in open exchange markets. Nowadays it is arrived at in a Duke's mixture of methods, 
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some of them not too sturdy. 

In other words, the farmer's marketing stands in sharp contrast with all that 
happens later in the marketing channel. Farmers are affected doubly. They are affected 
by the costs and efficiency in the whole marketing system, for to some extent theirs is 
a derived return. They also face deeply meaningful issues of how their marketing should 
relate -- should be plugged into -- the marketing system past the farm. 

A host of illustrations come to mind. This fall we heard much about how badly 
beef prices at retail lagged cattle prices at the farm. When retailers are slow to re
duce selling prices at times of large supply, product backs up in pipeline and live 
animal prices are depressed more than actual supplies warrant. 

I share concerns about this kind of pricing but I also add that the pattern fits 
with the structure of the system. Every Secretary of Agriculture in recent memory has 
tried to jawbone more responsive pricing of beef and pork when supplies rise, without 
much effect. 

A second illustration is the recourse to vertical integration. It avoids market
ing problems by eliminating marketing! Less drastic changes are new kinds of pricing 
such as that in federal milk orders; formula pricing as is common for eggs and some 
dressed meat; and various forms of cooperative marketing and pricing. 

A third illustration is the idea of countervailing power. Fifty years ago Aaron 
Sapiro sought to form farmers' marketing cooperatives big enough to countervail pro
cessors and establish the terms of marketing. Little of lasting nature resulted, with 
the important exceptions of marketing cooperatives that make use of a federal marketing 
order, and of collective bargaining. Bargaining has made biggest gains in contract 
crops and fluid milk. It remains a viable principle. 

A fourth illustration must be added. Overlooked so often is that commodity price 
supports can serve as minimum protection against weak marketing. They have in fact 
done so for some commodities in some years. Tobacco is the best example: oligopsonis
tic (i.e., few buyer) structure of the industry is a big reason why many tobacco pro
ducers have favored price supports as an aid in marketing. 

Fifth and last, we ought not overlook the problems in simply assuring that every 
producer has an active and sound market outlet available to him. This admonition ap
plies, of course, only to commodities that are not integrated -- that still go through 
market selling. Circumstances vary from the best possible to the worst possible. In 
general, the trend to direct selling of many products has made it harder to give both 
buyers and sellers the protections of good information and other services that have long 
been associated with organized assembly markets. 7 Even in livestock, a recent USDA 
study pointed out that farmers enjoy a good assortment of outlets in areas of concen
trated production but elsewhere may be IIstuck with ll only a few buyers. 

A Theme Repeated 

A closing comment repeats what has been said several times. The marketing system 
for farm products is huge, influential, and heterogeneous. In its overall make-up it 
has been moving away from its traditional product orientation toward more modern merchan
dising. Likewise, in marketing at the farm the old open markets where buyers and sell
ers meet have been giving way to various replacements of which vertical integration is 
largest. 

But once these trends are acknowledged we avoid making broadly sweeping state
ments, favorable or unfavorable, about the system. We can only study it case by case. 
A person can be proud of the many grand achievements in marketing. He can also be con-

7But some exchange markets that remain in operation are so thin, or so dominated by a 
few firms, that they are of questionable value. A news story in the Des Moines 
Register of February 10, 1976 suggested that no more than four firms establish the 
weekly price for butter in the U. S. 
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cerned at instances where marketing is so structured as to be a contest in hawking 
brand names at great cost, doubtless to the injury of both producers and consumers. 
An observer can note parts of the system where many firms actively compete for business. 
He cannot be blind to the near monopoly in canned soups,8 the trend that way in pro
cessed cheese, the mammoth giants in sugar refining and breakfast foods. 

Above all, anyone who studies the big system must abandon some of the prejudices 
he previously had. Many, however fetching, will not survive inquiry. 

But that is not the final sentence. The closing words must be an exhortation 
addressed to farmers. Farmers do in fact feel less comfortable with marketing than 
with production. They do regard marketing as a vague, cloudy area. That is not be
cause marketing cannot be understood. It is because they have not tried hard enough 
to understand it. If I were allowed one instruction to farmers and especially to their 
organizations, it is to give more attention to marketing, not to reinforce prejudices 
but to replace them with better knowledgeability. 

8The Heinz company has alleged that Campbell has 80 percent of the canned soup market 
and maintains that position by illegal predatory marketing practices. Heinz is suing 
for triple damages. (Wall Street Journal, Oct. 18, 1976.) 
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COMPETITION AND EFFICIENCY IN FOOD PROCESSING, 
WHOLESALING, AND RETAILING 

E. M. 0' Neill 
President and Chairman of the Board 

General Grocer Company 
St. Louis, Missouri 

My assignment is to report on the nebulous middleman. My associates say that's 
the same as Whipping boy. Nevertheless, I'd like to tackle the job first of briefly 
describing the wholesaler's function and some of our efficiencies and inefficiencies, 
and then say a word about General Grocer Company and competition. 

Food wholesalers supply a full line of grocery products including frozen foods 
and many dairy products, eggs, and cheese. Some of us handle fresh fruits and vegeta
bles and a few fresh meat. This array of items is supplied to all independent retail 
stores, some chain stores, and most giant discounters and small convenience stores. 
Because it is the lowest cost system, all groceries flow through distribution centers, 
of either wholesalers or chain stores. Of the total volume, 60 percent goes through 
wholesalers. 

Food wholesalers do not initiate food price increases -- I repeat, we do not ini
tiate food price increases. Most food wholesaling is done on a cost-plus basis whereby 
the wholesaler simply adds a percentage fee, typically three percent, to whatever he 
has paid. lid like to mention that the Wholesale Price Index measures the cost that 
the wholesalers pay for product, not what they sell it for. This is important because 
wholesalers are frequently blamed incorrectly for the increases in the Wholesale Price 
Index. 

Food wholesalers add time, place and quantity availability to products produced, 
processed, packaged and transported by others. This means that the food retailer in 
the East can buy a few cans of West Coast vegetables locally and have them delivered 
the hour he wants them. He does not have to buy a truck load or a rail car load and 
take it whenever it's delivered. Incidental to time, place, and quantity availability, 
food wholesalers provide quality and safety protection such as freezers, sanitary ware
houses, refrigerated delivery trucks, and material handling equipment. This availabili
ty has a lot more than just convenience value for the retailer. It means that he can 
turn his food inventory up to 40 times each year, compared with the 10 times it was 
turned a few years ago. And fast turnover does reduce food prices. 

The wholesaler anticipates retailers I requirements to maintain supplies locally 
and provides prompt delivery service. The wholesaler also provides the most economic 
quantities because he combines the needs of hundreds of retailers. Food retailers, as 
you know, typically carry 8,000 items in therr stores. Now suppose the store owner had 
to deal with a thousand different salesmen and make up orders each week. Suppose he 
had to check quality of deliveries, and look for alternate sources when there's a 
freeze in California or a bad season in New York. It could not be done. Wholesalers 
maintain a staff of trained, professional buyers to do all these things jointly for 
several hundred retailers. They combine all the information in a weekly catalog. The 
retailer then transmits his order electronically directly into our computer, which 
prints the picking ticket in warehouse sequence and simultaneously prints an invoice 
in product category sequence for the store. 

The assembly of thousands of items for one combined delivery to the retail store 
is a key economic function of food wholesalers. It substitutes one delivery for many. 

A food wholesaler typically maintains stocks of up to 10,000 items~ and 96 percent 
of the times when a retailer orders a certain item on a certain day, he gets it. 

In a food wholesaler IS warehous .e, . food is protected: frozen foods are held at 
-20 degrees, dairy products at 55, green leafy produce at a certain humidity and temper
ature' and hard produce at another. There are machines for scrubbing floors, air 
changing machines that change the air every four hours, and fork lifts and pallet racks 
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and a computer, of course, to keep track of it all. There's a full time sanitation 
program and a damage control program and fire protection program and a health and 
safety program. In many instances, our delivery drivers have keys to the independent 
retailers' stores that we serve and they make deliveries at night. And, incidentally, 
we operate our warehouses 24 hours a day. Combined delivery provides an additional 
savings in that each time a door opens in a supermarket there's a risk of stolen goods. 
It's always been shocking to me but theft in foodstores exceeds the profit. Combined 
deliveries can minimize that cost. 

The food wholesaler provides additional services that I'll just touch on. Group 
advertising and promotion are done for independent stores by their wholesale sponsoring 
warehouse. Site selection, store planning, engineering and construction, financing, 
training, accounting, counseling, and store operation in merchandising and managing, 
computer inventory control systems, insurance (our company has an insurance agency). 
We have our own printing operations, we evaluate new products, we develop private label 
programs, and we do consumer research. Those are some of the extra services nearly all 
wholesalers today provide. 

consider that the typical 1976 supermarket costs well over $200,000 to build and 
another $200,000 to fill with products. After the store has been built and is operating 
the owner faces the test of keeping his income one and a half percent above his expenses 
each day_ If he tries to get an extra one and a half percent he is very vulnerable to 
competition, and if he fails to get the first one and a half percent, he goes broke. 
This balancing act must be monitored with good accounting and here the wholesaler and 
their computer help. The working relationship between wholesalers and retailers has 
especially aided in keeping the independent retailer a viable competitor to national 
chains. This maintaining of opportunity for small business and preservation of compe
tition may be food wholesaling's greatest contribution to the consumer. You might be 
interested and surprised to know that in 1975 independent food retailers did 49 percent 
of our nation's food business. Chain stores did 47 percent and convenience stores, the 
fastest growing segmen~ are now at four percent. 

I'd like to comment on what food wholesalers are doing to lower marketing costs. 
Number one, we've pursued for many years the privilege of backhaul. I think you know 
what that means. We deliver the groceries and we don't want to corne back empty 7 we 
want to haul product back. An FTC opinion held that some manufacturers' interests are 
hurt so there's not nearly the amount that should be done, but we hope eventually to be 
able to do a maximum of backhauling. 

Secondly, we've completed a series of uniform industry standards for purchase 
orders and manufacturers' invoices so they can be processed more quickly. 

Number three, wholesalers are assisting retailers in electronic scanning and 
check out operations. This concept can increase speed and accuracy at the check out. 
It has the potential for eliminating much of the hand labor now required for individual 
item price marking. This innovation has been actively opposed by organized labor, 
fearful for job security, and by some organized consumers who prefer item price markings 
to shelf markings. Obviously, if prices could be priced on the shelf instead of on 
each item in a fashion which would be acceptable to consumers, much labor could be 
saved. The resistance illustrates what we often run into. Somebody's ox gets gored 
when you try to streamline. 

In order to make electronic scanning possible it's necessary to have a uniform 
product code number that permanently identifies each item. The grocery industry spent 
several hundred million dollars in two years and got that done. Wholesalers worked 
with manufacturers and other distributors to organize a grocery pallet council. The 
object is to oversee nationwide interchange, permitting delivery everywhere on pallet 
rather than as individual cases. Another innovation with tremendous potential is 
modularization of secondary packages. I mean the shipping containers. Automated or 
mechanized warehouses cannot be truly functional unless such a modular system is devel
oped. One of the reasons is that unionized order-selectors now make over $20,000 a 
year when fringe benefits are included. The job takes one day to learn and 30 days to 
reach peak efficiency. The problem in automized warehouses using pallets for shipment 
now lies in the difficulty of stacking cases. A. C. Nielson found that there are 2,587 
different secondary container sizes in a typical warehouse. It's a really -tough problem. 
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Electronic fund transfers: I'll just mention that another problem I'd like to 
comment on concerns the ability of food distributors, whether retailers or wholesalers, 
to generate the capital necessary to bring about the productivity improvements we've 
been discussing. Almost every serious industry analyst predicts a serious capital 
shortage for food distributors over the next decade. There are two reasons: retailers 
are going to be limited in their ability to generate funds internally because of 
intense competition -- we'll probably have some differing opinions on that at this 
seminar. A slowing of the population growth rate, declining real sales per square 
foot, a high proportion of fixed costs, and an intense consumer focus on price as a 
decision variable, these almost guarantee that there is going to be a capital shortage. 
It is accentuated by pressures to divert capital to deal with energy costs, safety and 
environment protection, and the like -- not to mention inflation, which soaks up 
capital nonproductively. 

In addition to those industry wide efforts, each wholesaler naturally is doing 
what he can to improve his operation, to make it the most efficient possible. If I can 
leave you with one thought, it's that efficiency is the wholesalers' only product. 
Anyone can build a warehouse and obtain food; it's what we do with it that determines 
efficiency. That's our only product. 

How do wholesalers come out? They average a profit of about three fourths of one 
percent on sales. That should bring, depending on the turnover in the average ware
house, somewhere between 10 and 15 percent return on equity. Retailers last year earned 
six tenths of one percent on sales, and that comes out at about nine percent on their 
equity. These data corne from an annual study from Cornell University. 

Let me say just a little more about General Grocer. General Grocer dates back to 
1838. It is the oldest food distributor west of the Mississippi. Last year our volume 
was $195,000,000 and we did that on a net worth of about six million dollars, another 
indicator of our high turnover. We serve about 500 independent food retailers and 
about 1,000 institutional or food service accounts. We operate nine cash and carry 
warehouses, all of them supplied by 3 main warehouses -- one in St. Louis, one in 
Springfield, Missouri, and one in Bloomington, Illinois. We employ to do that job a 
grand total of 500 people. We have about 275 shareholders. We perform basically the 
wholesale functions that I've been describing. 

We have a number of direct competitors in the St. Louis area including Associated 
Grocers, Wetterau IGA, Tom BOy Stores, Scot-lad, Malone and Hyde, Super Valu, and the 
chains. The chains perform the same function and compete for the same retail food 
dollar. In the institutional or food service business, we have 17 direct competitors 
in St. Louis. 

To be sure, everyone I know tends to think his particular area of business is the 
most competitive. Perhaps our situation in St. Louis is not really too different from 
other parts of the country. But I'd like to say a word about the nature of our compe
tition. Here is an excellent example of what has happened in our company. In May of 
1975 the A & P company, having lots of problems decided to close its St. Louis division 
warehouse rather than build a new one. We successfully bid to obtain the business of 
supplying the remaining 47 A & P stores. After a year as the costs crept up we 
approached A & P for a minute increase in our cost-plus fee. They told us that they 
were sorry about that because they had just had a lower bid and they were actually 
going to ask us to lower our fee. We spent a lot of time analyzing it with A & P and 
we lost the business by a fee difference of one quarter of one percent. That's an 
example of the kind of competitive situation that 'wholesalers and retailers are in. 

You might be interested in the wage rate in food distribution centers. The Team
sters' employees in St. Louis warehouses start at $7.41 an hour. With fringes the rate 
is $10.62 an hour, or $23,000 a year. It's not a part-time or seasonal job. Office 
clerks start at $6.09 an hour plus fringes. The cost is at $20,000 a year for a team
ster file clerk in the city of St. Louis when fringes are included. 

There are casualties in the food business. The list is quite long and we think 
competition is extreme. 

Thank you for letting me explain how food wholesaling looks from the place I see it. 
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COMPETITION AND EFFICIENCY IN FOOD MARKETING 

Russell C. Parker 
Bureau of Economics, Federal Trade Commission, 

and Visiting Professor, 
University of Wisconsin 

Competitive conditions were not the primary culprit in the accelerated food price 
increases between 1972 and 1974, Competitive conditions change gradually for they 
reflect the market structure -- the degree of concentration in a market (sales confined 
to a few companies), the height of barriers facing would-be new sellers, and the extent 
to which sellers differentiate their products from one another. The major factors 
leading to the sharp food price increases between 1972 and 1974 were higher farm prices 
due to worldwide feed grain and other commodity shortages, the devaluation of the U. S. 
dollar which made U. S. food cheaper to foreigners, higher energy costs arising in 
petroleum price increases, and the general inflation in the economy which led to higher 
input costs to the food sector. 

This is not to say that lack of competition in the food industries is not an 
important factor in the level of prices. Insufficient competition will push prices 
higher than they otherwise would be. And price competition seems to be on a decline. 
However, the effect is gradual over many years; it is not a matter of one or two years. 

The behavior of food marketing margins has in fact been consistent with a long run 
increase in monopoly power. Between 1950 and 1972 food marketing margins increased 
nearly twice as fast as the Consumer Price Index. This long run trend went virtually 
unnoticed until 1972 because its effect was moderated by stable prices of raw food 
products as sold from America's farms. Those farm product prices on the average did not 
increase at allover the period. After 1972, the continued increase in margins did 
draw attention because when added to higher raw food costs they brought even higher 
consumer prices for processed food products. 

An important way of observing the effect of monopoly on food prices is to look at 
profit rates of food manufacturers and retailers. This should be done keeping in mind 
that profits are only part of the price enhancing effect of monopoly. Monopoly ineffi
ciencies also add to production and distribution costs. Adam Smith recognized this two 
hundred years ago when he said in The Wealth of Nations that monopoly is "a great enemy 
of good management. II 

In the quarter of a century that has elapsed since 1950, the average profit rate 
for all food manufacturing corporations experienced a steady increasing trend and for 
the total period advanced 50 percent relative to all manufacturing corporations. In 
recent years food manufacturing corporation profit rates have averaged higher than those 
of all manufacturing corporations. They are significantly higher when adjustments are 
made for non-profit cooperative food processors. 

Statistical analyses show food manufacturers' profit rates to be strongly related 
to the competitive structures of the markets in which they operate. The analyses show 
that when four firms control 50 percent or more of a market, profit rates average above 
competitive levels. When four-firm concentration reaches 75 percent and when advertis
ing is significant, profits of food manufacturers are observed to be three times greater 
than where concentration is low and advertising intensity is likewise low. 

The upward trend of concentration levels in the food processing industries bodes 
even higher profit levels in the future. The average percent of total production 
accounted for by the four largest companies in each of the 47 food processing industries 
increased from 47 percent in 1958 to 52 percent in 1972. (In the data, local market 
averages are used where appropriate.) To look at it differently, by 1972, 70 percent 
of all food processing industry activity took place in industries where four firms 
controlled half or more of all production and 30 percent occurred in highly concentrated 
oligopolies where four firms controlled over three fourths of all production. 
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Advertising and promotion costs are increasing. High advertising expenditures 
are associated with non-price rivalry, which is found most often in those consumer 
product industries where sales are concentrated in a few firms. Advertising expendi
tures of food manufacturers as a percent of sales doubled between the end of World War 
II and the mid 1960s when the National Commission on Food Marketing looked into the 
state of competition in food marketing industries. 

The increasingly oligopolistic structure of food processing is being accompanied 
by a growing difficulty smaller firms and would-be entrants encounter as they try to 
market their products. They face severe promotional and distributional disadvantages. 
As a result the number of companies engaged is decreasing. Between 1947 and 1972, the 
number of food manufacturing companies was cut in half despite a substantial growth in 
the total output of processed foods. If the current rate of disappearance continues, 
the 22,000 companies processing food in the United States in 1972 will be halved again 
before 1985. 

Medium sized and large food manufacturers are disappearing as a result of acquisi
tions. Typically the larger companies that are acquired are profitable ones that hold 
significant market positions in their product areas. During the last decade the rate 
of acquisition of medium sized or large food companies (more than $10 million in assets) 
was nearly twice as high, relatively, as for similar companies in other manufacturing. 
Since the companies that initiate the acquisitions are themselves large and nearly 
always are already engaged in food processing, concentration is increased. Data bear 
this out. The share of the assets of food manufacturing corporations that is in the 
hands of the 50 top corporations increased from 41 percent in 1950 to 56 percent in 
1974. These firms' shares of total food advertising expenditures and of total profits 
are even higher and generally have been increasing at faster rates. In the mid-1960s 
when data were tabulated for the National Commission on Food Marketing, the top 50 
companies did 90 percent of all TV advertising of food products. 1 

In food retailing, profit rates averaged about 50 percent greater than in other 
retailing during the 20 years prior to 1972. Since 1972 reported food chain profits 
have been affected by a number of unusual temporary occurrences including changes in 
accounting practices. Recently, though, profits of food chains have appeared to be 
more consistent with the previous long run levels. 

Markup practices of food chains are strongly related to market share concentra
tion in a city market area. Average profit rates are similarly related to local market 
share. Local city markets are the prime arenas of competition for consumer food pur
chases. Few consumers consider traveling to a different city to buy groceries. On the 
average the prices consumers pay for food retailing services are higher when retailers' 
market shares in cities are higher. Available data for food chains show that on the 
average they sustain losses in their low market share cities and that they cover those 
losses with the high profits earned in large market share cities. 

Local market share levels have increased steadily since World War II. The un
weighted average four-chain concentration ratio in the 200-plus U. S. Standard Metro
politan Statistical Areas (SMSAs) increased from 45 percent in 1954 to 52 percent in 
1972. Eight-firm and 20-firm concentration ratios showed much greater increases. 

Average concentration jumped between 1967 and 1972 in large SMSAs. Supermarket 
sales are really the best indicator, as small "pop and mom" stores and convenience 
stores are gener~lly not competitive with supermarkets. Supermarket sales concentration 
is very high in many cities. The four largest supermarket chains, on the average, 
control 70 percent of all supermarket sales in SMSAs. 

Postwar increases in advertising and other promotion costs have contributed sub
stantially to rising average markups of food chains. The average markup advanced from 
16 percent of sales to about 23 percent of sales in the decade and a half between the 

IThe trend toward more large-company control of oligopoly positions in the food 
industries is described in the Federal Trade conunission staff report, Structure of Food 
Manufacturing, published by the National Commission on Food Marketing in 1966. 
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early 1950s and the late 1960s, ending at a level equal to what it had been prior to 
the supermarket revolution of the 1930s and 1940s. Evidence that expensive forms of 
non-price competition enter into higher markups is provided by Food Commission data for 
the decade between 1955 and 1964, when the percentage markup grew the most. About 41 
percent of the increase in supermarket operating costs during the period was due to the 
increased costs of advertising, trading stamps and other promotional expenses. 

In recent years, overstoring by large food chains has created substantial excess 
capacity, a common characteristic of oligopolistic industries. Between 1969 and 1974 
sales per square foot (in real dollars) for supermarkets reporting to the Supermarket 
Institute declined over 20 percent. The carrying of this inefficiently used capacity 
is causing higher operating costs for food chains. A Canadian government report esti
mates that "overstoring" by food retailers in Canada caused consumers "to pay an 
average of four cents more than necessary per dollar of sales • • • 

An extensive merger movement in food retailing which began in the 1950s contribu
ted to the shift from price competition to more non-price competition. The merger 
movement and the increasing trend in percentage markups began almost simultaneously. 
The effect of the merger movement was to eliminate the pro-competitive force of actual 
and potential entry of chains from other cities. Entry, or threat of entry, is a very 
significant force keeping food retailers competing on a price basis. When large chains 
chose the merger route for expanding into new markets the price rivalry associated with 
entry was avoided. 

In the mid 1960s, favorable Court decisions in federal antitrust cases curtailed 
large market extension mergers. The leveling off and slight decline in average markups 
in the final years of the 1960s and the early 1970s may be evidence that some of the 
price competition which had been muted by the merger movement had resumed. 

Several of the companies that had been most active in acquiring new companies in 
the 1950s and 1960s continued their objectives even after the Court decisions but in 
place of buying market shares of going concerns, they were forced to enter new markets 
de novo through price competition. Often they accomplished this by promoting themselves 
as "discounters" and thus popularized that term in grocery retailing. 

There has been an increase in food retailing mergers recently. Also, several 
companies now subject to the FTC ten-year prohibition against merging have announced 
that they intend to pursue active merger programs when they are again free to do so. 
Mergers may once again be a serious competitive problem. This is likely to continue 
the major shift toward larger companies that has been occurring since World War II. 

The principal effect of mergers on concentration is at the regional and national 
level. Just 20 large grocery chains accounted for 37 percent of total grocery store 
sales in the united States in 1975. This was an increase of more than a third over the 
27 percent controlled by the 20 largest corporate chains in 1948. The level of regional 
and national concentration indicates the strength of potential competition from firms 
in nearby markets. High regional and national concentration indicates that each firm 
is in many markets. It therefore makes it likely that firms in nearby markets are the 
same as the leading firms already in a market. 

Regional and national concentration becomes important also in the procurement of 
grocery products. 

Major studies of grocery retailing, including those of the National Commission on 
Food Marketing and the Federal Trade Commission, have found significant barriers to 
entry and significant pecuniary advantages of size for the largest established food 
chains in local markets. Pecuniary advantages of large size are especially important 
in newspaper advertising and in procurement. The largest established chains in cities 
and regions also have advantages in the selection of store sites and, when their market 
shares are high, they have neighborhood pricing strategies available to them that can 
discourage new entrants. 

In summary, competition in food manufacturing is increasingly controlled by a few 
large corporations whose special expertise is in creating new "differentiated" products 
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and in advertising and promoting them, and in using field sales personnel to see that 
their new products get favorable treatment on grocers' shelves. 

To counter this trend in the public interest the following suggestions can be 
made. (1) More convenient and useful information about food products is needed by the 
consumers. (2) Increasing attention should be placed on the regulation of advertising 
for both content and amount. (3) Mergers which consolidate positions of market power 
in a few large grocery-products corporations should be carefully regulated. (4) Decon
centration remedies should be pursued by antitrust agencies, or possibly by legislative 
fiat, in those food product areas where concentration is highest. (5) A high level of 
price-fixing surveillance should be made, particularly in local market industries which 
have a history of being conspiracy-prone. 

In grocery retailing there is an alarming upward trend in concentration which gets 
its thrust in part from the market subsidization of large corporate food chains and by 
moderately difficult entry conditions. Entry barriers are raised further when esta
blished corporate chains use neighborhood price discrimination against the stores of 
would-be entrants. 

A bold antitrust program should be undertaken that would impose heavy penalties 
on dominant food chains attempting to blockade entry. Such an effort would strongly 
complement the Federal Trade Commission's current effective regulation of mergers in 
food retailing. 

In addition to improving the competitive structure of retail food markets, there 
is a need for current, easy to use, market-basket price information to enable consumers 
to make effective choices among supermarket chains. 

Finally, I endorse the 1966 recommendations of the National Commission on Food 
Marketing for line-of-business financial disclosures by large corporations 2 and the 
recommendation that the Federal Trade Commission make an annual report to the President 
and Congress regarding competition in the food industries. 

2This term refers to conglomerate corporations. They are not now required to 
report, for example, their food operations separately from their non-food enterprises. 
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COMPETITION AND EFFICIENCY IN FOOD PROCESSING, WHOLESALING, 
AND RETAILING: FACTORS IMPACTING THE FUTURE 

John W. Allen 
Professor 

Food Systems Economics and Management Program 
Michigan State University 

Introduction 

We have heard thus far on the program the points of view of an industry leader 
and a member of the Federal Trade Commission staff. The two viewpoints are in vivid 
contrast. Mr. O'Neill, a wholesaler who has intimate contact with food manufacturers 
and retailers, lives daily in a business world where companies are impacted so severely 
by competition that some are eliminated from the field of battle. Prices and deals 
which are offered by manufacturers appear to him to be truly competitive. He observes 
retailers in competition for the shoppers' food dollars where products are priced at 
levels so that most retailers' profits are held to narrow limits7 and in many markets 
retailers are occasionally forced to close their doors. 

Mr. O'Neill seems to be saying, "Yes, the food industry is competitive -- and 
perhaps at times even too competitive." With respect to the food industry's efficiency, 
Mr. O'Neill recognizes the need for improvement, especially in the functions of trans
portation and distribution. He stresses the need to offset rapidly increasing labor 
costs with operating methods that will achieve enhanced productivity. He is able to 
cite significant industry progress in this regard, such as central meat cutting, 
mechanized warehousing, labor scheduling, and the implementation of Universal Product 
Code scanning. 

By contrast, Mr. Parker views the trends he observes in the food industry as 
ominous, leading toward greater concentration of firms. The prospect is for them to 
compete less vigorously with serious detrimental implications for the consuming pUblic. 

As I stand back and observe the debate among these gentlemen and among many 
others in similar positions in government and industry, it becomes apparent that the 
cause and effect relationships of size and concentration factors have yet to be fully 
resolved. For instance, some scholars of antitrust policies argue that where "excess" 
profits exist in the food industry, they are more likely to result from imperfect 
capital markets and not imperfect production-selling markets. Moreover, there is 
strong disagreement with respect to the actual profitability of firms. 

It is doubtful that the resolution of the debate with respect to food industry 
antitrust policy will not occur until the discussion addresses the issue of what poli
cies are needed now to encourage the food system to be more effective in the future 
than it has been in the past. The debate between government and industry on this 
point, in my view, would be greatly enhanced if more current and useful data were 
available to the Federal Trade Commission and other appropriate governmental agencies 
so that more thorough and appropriate analyses could be conducted. As I listen to Mr. 
Parker of the FTC describe his analyses, I am struck by the enormous difficulty he must 
have experienced in obtaining useful information of industry structure and performance. 
My impression is that he has had no alternative other than to use less than current 
data from available reports which were not established for the kind of antitrust 
analyses he has made. This point is especially meaningful since the industry's argument 
against Mr. Parker's conclusion emphasizes aspects of the studies that would be vastly 
improved by information from industry in a timely and appropriate form. Industry should 
realize that an activist FTC will respond to its Congressionally established mission to 
maintain competition and fair business dealings with the best means available to it. 
This is as it should be. But the FTC would be able to act reasonably, from industry's 
point of view, if adequate and appropriate information were made available to it. 
Moreover, if this were accomplished in a setting characterized by less antipathy, I 
believe the food industry would have a still greater opportunity to make a better case 
for itself where such a case can be made. Ultimately, consumers would have better odds 
of obtaining a food system still more responsive to their wants and needs. 
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My view is that the food industry should take the first step in shaping such a 
government-industry relationship. It is the availability of industry operating data 
that is central to this process, and the food industry possesses these data. In the 
absence of such an industry initiative I envision no alternative other than an escala
tion of conflict between industry and government, with industry certain to be the loser. 
Regretably, the general response by industry seems to be a "hang tough" attitude in 
resistance to FTC questioning of its behavior. This is an unenlightened stance. The 
food industry will show a true measure of its professionalism when and if it works as 
hard at constructing the kind of relationship with government that it professes to 
deserve, as it does at fighting a war it cannot possibly win, with consumers bearing 
the brunt of the outcome of a senseless battle. 

Put another way, the FTC will campaign to correct the wrongs of food industry 
behavior as it perceives them to exist. The industry can help itself by making the 
perceptions as accurate as possible. This is not to say that there isn't room for 
industry concern toward recent FTC actions. For example, is the new approach fair by 
which the FTC is permitted to establish trade regulation rules which have the force of 
law? Does a case by case approach by the FTC result in equitable treatment among 
companies in the industry? Are FTC requests for information always fair, practical and 
needed -- or are some of the studies cynically motivated? Can the industry create an 
appropriate response to the FTC's needs when the turnover of agency staff is unreason
ably high, with a resultant lack of efficiency and continuity? 

As important as I believe these questions to be, they do not bring us close 
enough to the central issue of assessing how well our food system is performing. 

Broadening the Concept of Food Industry Efficiency 

I have been asked to comment on the status of efficiency of the food industry. 
conventional wisdom has it that it is indeed efficient. For several decades, the 
nation's food system has placed before its people an abundance of wholesome and low
cost foods. This phenomenon' has been the envy of a largely hungry world. A food 
system which has performed in this way warrents the term, "efficient." Members of the 
food industry are justified in the large measure of pride they take in the part each 
has played in developing this system. Even though we have observed in recent times a 
reversal in the long-term trend of an ever decreasing proportion of our income being 
devoted to food, we cannot dismiss these dramatic accomplishments of the food industry. 

Yet, the philosophy that traditionally has been basic to our progress prompts us 
to ask, "ls the food system as good as it can be?" And the answer that I believe must 
be made is, II No , it is not. II 

The rate of productivity in food manufacturing and distribution has, for a number 
of years, been discouragingly low. The rate of productivity has lagged behind increases 
in costs; improvements in operations could and should have been made. While retailers 
and manufacturers as separate food industry components have achieved respectable levels 
of efficiency in past decades, there now abound many potential improvements to be 
derived from a system-wide perspective of food distribution. Ways must be found to 
coordinate more effectively the activities of manufacturers, wholesalers, retailers, and 
shoppers. Moreover, there is a need to incorporate the viewpoints of labor union 
leaders, consumer advocates (and real live consumers), representatives of industry 
suppliers, governmental agencies, as well as universities and financial institutions, 
in order to facilitate appropriate changes and improve coordination throughout the food 
system. Yet it also has the most promising potential for a food system that views 
itself as a process of moving food from seed to table in ways that conserve costly 
inputs including labor and energy, and in a form that consumers find aesthetically 
inviting, wholesome, nutritious and suited to the changing lifestyles of people ,. This 
systems-wide approach to improving industry performance only now is being successfully 
attempted. An impressive example is manufacturers' printing of the Universal Product 
Code on food packages so that retailers who have installed scanners at the checkout can 
get faster checkout speed and more operating data as well. These data, which are 
management functional information, are being ,successfully utilized by experimenting 
retailers to make stores and warehouses dramatically more efficient. The industry has 
learned important lessons derived from severe initial conflict about how to develop 
and implement this technology in concert with consumers and unions. 
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Other innovative developments of this kind have the potential for improved 
productivity. They include the electronic funds transfer systems, mechanized ware
houses, and standardization of food shipping cartons so they can be efficiently 
palletized on a uniform-sized base. New forms of food may ultimately reduce losses and 
wastes; frozen meats are a case in point. Some foods will be fabricated to perform 
more effectively in terms of cost, convenience of storage and preparation. Meat 
combined with other forms of protein derived from plant, milk or yeast is such an 
example. 

Basics or New Technology? 

It is essential to recognize more widely that improved food industry performance 
can be achieved by means other than the latest glamorous technology. Dr. L. L. Beasley 
of the National Center on Productivity and Quality of Working Life stresses the need 
for attention to the basic elements of business operations that have traditionally 
determined success or failure of firms as well as implementing new technology. As labor 
constitutes over fifty percent of total costs in the food system and about sixty-seven 
percent of the cost of supermarket operations, improvements in productivity can be 
dramatic indeed. They can be achieved through such basic techniques as labor schedulin~ 
and developing the skills of employees and enhancing their esprit by fostering their 
participation in decisions affecting their work. 

In some retailing firms, warehousing employees earn up to $20,000 per year. In 
all firms wages for hired labor can be expected to escalate to levels where greater 
capital intensiveness and more effective use of labor will be imperative to improvement 
of productivity in a profitable enterprise. One should not deny the need and appropri
ateness of employees' earning wages which will afford them the opportunity to share 
equitably in the wealth of this nation. Neither should one tolerate unreasonable 
barriers to improved productivity imposed by labor groups, as is presently the case in 
several instances. Institutionalized inefficiency which inflates the cost of food 
creates a special hardship for the lower income group of this nation. 

Efficiency versus Effectiveness 

Still other issues in need of consideration go beyond the more narrow definition 
of efficiency, but relate to the basic issue of industry effectiveness. "How effective 
is the food distribution system?" is a question that can be determined only when our 
society resolves in more precise terms what, after all, it expects of its food system. 
I do not believe we have yet established sufficiently specific goals for our food 
industry, and for this reason we cannot fully analyze its performance. Do we expect 
our food system to be primarily concerned with the nutritional well-being of consumers? 
Or do we expect the industry to produce and merchandise almost any food product for 
which a buyer can be created -- short of marketing unwholesome or dangerous products? 
If the former is the case, why is it that only now, after at least a decade, our 
government is initiating a major study to assess the nation's eating habits and evaluate 
its nutritional status? 

This line of questioning would eventually lead to more fundamental issues for 
consideration: it should be realized that as the nation's leading advertiser, the food 
industry utilizes the television medium to sponsor programs that have enormous impact. 
The FTC has already questioned some of the implications of advertising by the food 
industry in terms of industry competitiveness: whether the amount of resources needed 
to compete against the largest food manufacturers is so great as to foreclose the entry 
of a new competitor with a marketable product. But that is another story. 

It is my concern here that we should also be questioning the impact of the often 
mindless violent and tasteless programming which is supported by the food industry's 
promotional dollars. It seems a reasonable hypothesis that the use -- abuse may be a 
more appropriate term -- of television is associated with the growth of violent crime 
in this country and the diminished performance of so many children in our schools. 
Commercial television has become an incredibly powerful tool of the food industry and 
I believe a basic analysis of this reality is highly appropriate -- indeed, long 
overdue. What then, is the responsibility of the advertiser for the total effect of 
his practices when it is recognized that networks use sponsors' dollars to produce or 
acquire programming material? 
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Still other questions come to mind for which complete answers have yet to be 
determined: 

--What is the impact on consumers' nutritional well-being of the merchandising 
emphasis placed on highly processed foods and foods high in fats and sugar? 

--Is it desirable to have food marketed by games, stamps and coupons? 

--In an era of escalating energy costs, is the supermarket as we know it today an 
appropriate vehicle to market foods? Today's stores depend heavily on shoppers' 
driving their own automobiles -- with much use of energy. Stores that provide 
the function of warehousing and displaying food products utilize enormous 
amounts of energy in the form of light, air-conditioning, and heat. Is the 
supermarket therefore the most efficient and effective method of distributing 
food to the public? 

--What should be the role of the united States in responding to a hungry world? 
Are there appropriate constraints that should be placed upon our eating practices 
in light of so much of the world in need? 

--How safe, how wholesome should food be? "Perfection" is an impossible achieve
ment. Indeed, the definition of perfection escalates as perception and techno
logy change. How can a cost-benefit process be established so that consumer 
choice is assured in terms of the decision to payor not to pay for given levels 
of safety and wholesomeness? What minimum protection is suitable now? In the 
future? 

One Approach to The Questions 

Basic questions have been asked. They are too important to be answered only by 
the parties immediately involved, such as food retailers, manufacturers, farmers, and the 
FTC and other governmental units. These are questions of national importance and 
deserve the participation of the Congress, labor groups, consumers, and our universities 
as well. 

As an educator, I have a thought that reflects my professional bias. I suggest 
that one or more major universities should organize and bring scholarly efforts to 
begin the process of resolving these questions. A body of theory is needed. Innovative 
decision methodology needs to be created so that decisions can be made among conflicting, 
highly dispersed, and often disinterested individuals and groups. 

A Concluding Thought 

It is possible that a reader of this paper may interpret my remarks as an indict
ment of the food industry for performing inadequately. I trust this interpretation will 
be avoided. My central point is that we are not yet in a position to make an adequate 
assessment of food industry performance, for we have yet to construct adequate 
criteria for making such an evaluation. I am persuaded of the great need to raise 
questions of the kind contained in this paper, as we look beyond our boundaries at a 
hungry world and recognize that we exist on a planet of limited resources. With 
respect to food we look about us in the United States and observe obesity in many cases 
and undernourishment in many others. The detrimental effects of some advertising and 
promotional practices seem to me to be self-evident. 

The Perry Foundation and the University of Missouri exemplify our society's ability 
and resolve to calmly evaluate issues confronting the food system for the purpose of 
arriving at a food policy that encourages the evolution of an ever-improving food system. 
This year, the program has raised the question of efficiency and competitiveness in food 
distribution. I sincerely hope that this program constitutes a constructive part of 
responding to this vital question. 
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MARKETING OPTIONS FOR FARMERS 

Olan D. Forker 
Professor and Chairman 

Department of Agricultural Economics 
Cornell University 

Consumers, producers, and marketers have all been in search of better marketing 
for a very long time. 

In my city of Ithaca the Historical Society showed on its daily calendar for 
November 28 an item revealing consumers' marketing concerns 60 years ago. On that date 
of 1916 the Ithaca Housewives League and the New York State Conference of Mayors asked 
the Ithaca Mayor to proclaim a two week boycott of eggs in order to crack the egg 
monopoly. Evidently the consumers thought egg prices were too high. They identified 
the problem as a lack of competition in the egg market. The Mayor of Ithaca, either 
because he was in league with the monopoly or because he saw the problem as one of a 
short supply, issued a different kind of a proclamation. His was to the chickens, urging 
them to IIlay more eggs. 1I 

We still have, 60 years later, the same difficulty in developing an understanding 
among all parties of what we want from the agricultural marketing system and of what it 
can do for us. We have consumer boycotts. We point our finger at big business and big 
agribusiness and the supermarket chains and accuse them of monopoly practices and un
reasonable profits. Consumers and farmers alike blame the marketers and/or the market
ing system for their problems -- consumers when food prices are IItoo highll in their 
view and farmers when they believe farm product prices to be too low. Perhaps some of 
the accusations have a basis, some do not. 

The farmer cries out.. II There must be a better way to market my products. II It is 
the bitter cry of the isolated producer unable to obtain more than a single bid for his 
crop. It is also the optimistic assertion of a young, competent farm manager who be
lieves his success in production can be duplicated in his marketing program. 

Important, and sometimes impossible, demands are made on the performance of the 
marketing system. Prices and pricing are frequently at the head of the list. How do 
I, as a farmer, ensure that I obtain a truly competitive price for my products? When 
there are only two or three readily accessible handler markets and their offer prices 
are usually the same, is that a competitive price? Or even if there are many handlers, 
but they sell to only two or three processors, am I getting a competitive price re
flected back to me? 

Price fluctuations, always important, have increased in magnitude the past few 
years. Once there was only a little embarrassment when a neighbor's cattle brought 
50¢ more on Wednesday than mine brought the following Monday. Now, when the possible 
price difference is $2 to $4, one asks whether there is equity in such a marketing 
system. Why do we farmers always have to be price-takers? How can we gain some in
fluence over pricing, as the dairymen have done, and level out these wild price 
fluctuations? Why should I have to take $4 a bushel less for my soybeans in June than 
I could have received at the combine last fall? 

Are there opportunities for bettering the price-quality relationships in the 
marketplace? Researchers say a high-cutability steer is worth $50 more than a low
cutability steer. A feedlot operator says he has the know-how to produce those more 
valuable cattle. Another farmer asks how he can develop a marketing plan that will pay 
him more accurately for the quality delivered, whether of cattle or wheat or fresh 
vegetables. 

Another farmer produces corn and soybeans on his 600-acre Iowa farm, and farrows 
and feeds out 100 litters of pigs a year. A few of his neighbors ship their hogs to 
the terminal market, but that's too costly and inefficient a marketing method to suit 
him. There are five buying points within a ten mile radius, so he gets on the tele
phone to them when he is ready to sell hogs. He is fairly satisfied with the compet-
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itiveness of their bidding, but gets downright disgusted when he sells at $2 or $3 less 
than if he had sold a week later. He regards the price fluctuations as too big and un
predictable; thinks the quality premiums are half what they ought to be; and concludes 
that grade and yield selling makes the most sense. If farmers had some kind of an 
organization to police grade and yield selling he might give it a try. 

Still another man is a Kansas wheat producer. The farm is paid for, and he can 
stand the ups and downs of wheat prices and yearly fluctuations in yields. He is 
annoyed, though, when he sees how little of the price of a loaf of bread or a box of 
breakfast cereal gets back to him. Moreover, he is still a little mad about the 
Russian wheat deal. The hard work is in the production and the money is in the market
ing, he believes. And then, when the export market makes production attractive, con
sumers complain about prices, and the President arbitrarily closes the door to exports 
and prices fall. If farmers would band together, they ought to be able to change that. 

A different man grows green peas under contract to a local food processor. The 
price is set prior to planting. His only choice is to grow peas or switch to something 
else. The processor, of course, takes all the market risk of a price change between 
planting and harvest time. The contract price is not competitively determined because 
the farmer has no choice and little basis for comparison. There must be a way to 
bring competitive forces to bear on the contract price determination taking place be
fore planting. 

Next take an egg producer. His price is determined by a private news reporter 
who indicates through a price quotation his view of the correct market value on any day. 
Only one, small-volume, organized exchange now exists in the industry. Volume on it 
is too low to generate much confidence in its price information, but the proclaimed 
omnipotence of the private news reporter is disturbing too. How can we develop more 
trading volume on the organized exchange so as to build trust in it? 

Our next instance is a dairyman. Milk marketing has come a long way since the 
chaotic days of the Depression. Milk marketing orders have stabilized prices and helped 
ensure an adequate supply of milk for fluid uses. But selling prices for milk change 
slowly and not always in relation to changes in supply or market conditions. Vertical 
and horizontal integration through organized cooperatives has progressed farther in 
milk than any other commodity group. Yet some cooperatives continue to have financial 
problems, and there are continual problems in the balance of power and control over 
thei~ operations and the manner in which the costs/benefits are shared among producer
members. The government seems ready to impose new, tough restrictions just because the 
cooperative acquired some market power. There must be a better way. 

A broiler producer has a $25,000 mortgage on his 15,000 bird house. Last year 
he earned only $1.50 an hour for his labor and management, even though his houses were 
full all year. That is terribly inadequate. Yet a protest might lead to a cut-off by 
the integrator. Isn't there a better way? 

Other commodity groups have their own unique set of problems and opportunities. 
Often, it is not clear if a change in institutions or institutional arrangements will 
provide a better way for farmers to market their products. But in view of all these 
concerns there must be a better way. Is there? 

Two hundred years ago Adam Smith in his book liThe Wealth of Nations" said that 
IIConsump.:!:,ion is the sole end ~nd purpose of all production; and the interest of pro
ducers Lfarmers and marketer£! ought to be attended to, only so far as it may be 
necessary for promoting that Linteresi( of the consumer. The maxim is so perfectly 
self evident, that it would be absurd to attempt to prove it. 1I As he said, the con
sumer interest is control; but it is also self evident that the needs of farmers and 
agribusiness must be served if there is to be production and thus consumption. 

Expectations of Farmers 

To facilitate later discussion I will list a few of farmers' expectations: 
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1. A farmer wants the best possible price but he also wants a system that 
treats him and his fellow producers equitably; that is, a system of 
pricing and market access based upon his product's market performance 
rather than the personal attitudes of the buyer or contractor toward 
him as an individual. 

2. Every farmer would also like adequate prices in view of production costs 
but agreement on how high is adequate is almost impossible. Perhaps the 
most agreement could be reached on improved predictability of prices at 
the time production decisions are made. 

3. Farmers would like adequate rewards for their contribution of capital, 
labor and management skills. 

4. Many farmers would#emphasize their personal freedom as entrepreneurs. 
Such farmers would prefer maintenance of many options and a system in 
which they make all the decisions up to the point of sale. Other farmers 
are reconciled to trade-offs which lessen risks by accepting the dis
cipline of a contract or group effort. 

In some way, what a person expects of a system is conditioned by the type of 
commodity he produces. A farmer selling in what purports to be a competitive open 
market generally desires (1) access to several competing buyers so that he has a viable 
choice among valid options, (2) timely and adequate market information so that he can 
select from all possible buyers and rationally time his sales, and (3) integrity of 
marketing institutions so that he can have confidence that the system is working for 
him and not against him. 

But some farmers opt for more protection from the vagaries of the open market and 
they desire (1) adequate bargaining power equal to or exceeding that of the buyer to 
which he or his cooperative sells, and (2) the ability to obtain equitable treatment 
vis-a-vis other producers within the bargaining group. 

Expectations of Agribusiness, Consumers 

Agribusiness firms also have expectations and we can better understand the impli
cations or issues involved in options if we understand them. 

Small agribusiness firms probably have the same expectations as farmers. 

Large agribusiness firms, while they are concerned about maximizing profits, are 
also concerned about growth. They would also like some security and thus control over 
their business environment to maintain volume, minimize risks, and exercise influence 
over suppliers and custom~rs. And most important they put greater value on timely and 
accurate information about all relevant supply and demand (i.e., market) conditions. 

Consumers expect the system to provide (1) adequate supplies of all major food 
items, at reasonably stable price levels, and a food system that is efficient, account
able, and responsive to their desires and complaints. 

Implications of These Expectations 

A marketing process or institution cannot be all things to all people. Conflicts 
are inevitable among the expectations of farmers, agribusiness, and consumers. Farmers 
and agribusiness both favor lots of competition -- for the other side of the market 
rather than their own. Likewise, farmers and agribusiness both seek to extend their 
influence through the whole production-marketing channel, and certainly it is not 
possible for each of two sides to call all the shots. Moreover, another group is 
exercising influence. The response of consumer activists to their lack of influence 
as individuals over the market system has been to undertake group actions to enable 
them to influence the market both directly and through government. While these and 
more conflicts exist, markets have a remarkable ability to serve as the arena in which 
mutual interests prevail over the conflicts, and economic activities thrive. It is 
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difficult to imagine the existence of a food marketing system which does not meet some 
of the basic aspirations of each group. Some marketing systems exist that are biased 
toward the aspirations of farmers and others toward those of agribusiness, depending 
upon which group has the greater muscle to achieve its ends. 

The message to farmers considering new marketing alternatives is clear. First, 
the proposed system must sufficiently meet farmers' aspirations to receive their support. 
Second, it must meet the aspirations of agribusiness or farmers must have the muscle 
to withstand the economic and political power of agribusiness to put it over. on their 
own. Third, failure to meet the basic aspirations of consumers may lead to political 
defeat. That these three conditions are formidable cannot be denied. In fact, in 
numerous situations around the country, they eliminate serious consideration of 
some alternatives. The task is to find those situations where a new marketing alterna
tive presents attainable opportunities. 

Let me list and discuss eleven marketing alternatives or options that our extension 
committee believes worthy of public consideration. Under current conditions we believe 
them to be feasible options. They are: 

1. Electronic Commodity Markets 
2. Vertical Coordination Through Forward Contracting 
3. Forward Deliverable Contract Markets 
4. Mandatory Public Reporting of Market Information 
5. Exclusive Agency Bargaining 
6. Vertical Integration Through OWnership 
7. Joint Ventures Between Agricultural Cooperative and Non-Cooperative 

Marketing Firms 
8. Marketing Orders 
9. Marketing Boards 

10. Fine Tuning the Present System 
11. Industrial Restructuring: A Policy of Industrial Competition 

This list of institutional arrangements or alternatives is not all inclusive. 
Some on the list involve minimal change. Some are controversial and would rock the 
foundation of any conservative farm organization. 

The first four are institutional changes designed to make an open free market 
work better. The next five are designed to close or limit markets, at least to some 
extent, and to exercise some degree of control (from the farmers' view) over marketings 
and/or prices. The last two are broad and sweeping in impact and represent two ex
tremes. The first, "Fine Tuning," says, "Let's do a better job with the legal author
ity that now exists. 1I The second assumes that business is much too concentrated and 
current anti-trust laws are not effectivei therefore, IILet's pass stronger anti-trust 
legislation and break the large corporations into smaller units so as to have more 
competition throughout the marketing system. 1I 

1. Electronic commodity markets would use telecommunication systems and/or com
puters to bring together large numbers of sellers and buyers. However, they might be 
widely dispersed around the country. The technique would enable farmers to expand 
their exposure to the maximum number of potential buyers. Such arrangements are now 
used in Canada to market hogs, and in the U. S. to market feeder pigs, feeder cattle, 
slaughter lambs, and eggs. It is simply a way to improve farmers' access to markets 
or speed up the process of price discovery. There are probably many situations where 
electronic commodity exchange would improve marketing. 

2. Production contracts have a bad reputation in some areas and for some commod
ities. But in other cases they work fine. Contracting is probably called for in some 
commodities in order to reduce uncertainty and guarantee a market. But one of the 
major problems with production contracts has been that of price determination. Often 
the price is not specified in advance, but is to be the market price at time of harvest. 
Then when most of the commodity is contracted in advance the market price becomes 
suspect. When the price is negotiated before production it is difficult for either 
the buyer or the seller to know the proper price. 
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3. One suggestion for improving the process of price determination is to estab
lish a formal market for production contracts, that is, for forward deliverable pro
duction contracts -- an FDCM. It would be an arrangement whereby contractors and con
tractees could bid and arrive at a competitively determined price for the contract. 

4. Good information is a key to a competitive private market economy. If a 
voluntary reporting system as we now have will not generate needed information it may be 
necessary to establish a mandatory information system. The current federal-state co
operative market news service, with us for over 50 years, is voluntary. Some buyers 
now refuse to provide information. Some provide misleading information. Structural 
changes have made the system obsolete for some commodities. For some commodities no 
system exists to collect and report prices. For still other commodities integration 
has progressed to the point that no cash market exists. 

This problem could be partly countered by requiring that all buyers for particular 
commodities report prices, whether cash, contract or transfer, together with other in
formation deemed necessary to maintain a competitive market. Clearly this option is 
controversial. It touches on the very nerve of private business confidentiality and 
would require a whole new way of collection and reporting. It is an option that should 
be given serious consideration but caution is obviously well advised. 

The first four options relate to improving the private market exchange process. 
The next five involve group action of varying degrees to enable farmers to exercise 
more control over the marketing of their product. 

5. The exclusive agency bargaining proposal is really "way out. 1I But some farmer 
groups are talking about it. It would require enabling legislation to permit farmers 
to vote to decide whether or not they wanted to form a bargaining unit. A majority vote 
would make all producers of a specified commodity members of a unit and subject to the 
discipline and benefits of negotiation. It is a way for farmers to join together to 
exercise some influence over marketings and price. The cost is some loss of individual 
freedom, the benefit some degree of power in the market place and perhaps some improved 
coordination. 

Agribusiness and consumers alike will strongly object to this option. Agri
business will see their buying options restricted. Consumers will fear higher prices. 
Both concerns have some validity, although more stable markets might have some attraction 
to agribusiness and impact on consumers' prices would probably be minimal so long as 
there were no accompanying acreage or production control. 

6-7. Farmers can become more involved in the physical marketing process via 
vertical integration through cooperative ownership, or through joint ventures between 
cooperative and non-cooperative businesses. These group efforts can result in a more 
assured market for one's product, but should always be viewed and evaluated in strictly 
business terms. Are they feasible? Will the potential benefits, properly appraised, 
yield enough to cover the required capital investment or compensate for the loss of 
flexibility in using alternate market outlets? 

8. 
1930·s. 

Marketing orders have been authorized for some commodities since the mid 
Orders could be enhanced to do one or more of the following: 

a. Obtain more national or regional coverage than many now do. 
Orders encompassing the entire commercial production area (as for a 
fruit or vegetable) appear to be the most successful. 

b. Expand to cover all commodities, allowing all producers to 
use this means for orderly marketing. 

c. Assess producers to raise funds to conduct advertising and 
promotion programs. 

d. Provide funds for research. 

e. Provide capital to support electronic exchange systems. 
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f. Support the collection and dissemination of data on market 
transactions. 

g. Provide other market-wide services to producers. 

h. Add authority for production controls to present legislation. 
They would enable producers to have more impact on price but 
are probably not politically feasible, i.e., not acceptable 
to consumer groups. 

i. Improve quality of products. 

j. Attain such objectives as uniform packaging. 

9. Marketing Boards have been suggested as a solution to grain export problems. 
It is argued that the establishment of a single agency to act as the sole export agent 
would enable producers to maximize the price received for exported grain and to realize 
more stability in world markets. Agribusiness and consumers are against such an arrange
ment because it could possibly result in higher domestic prices and interfere with cur
rent agribusiness firms· operations. However, if properly done it could result in more 
market and price stability with minimal impact on consumer welfare. 

10. A great deal of time and effort could be spent in fine tuning the present 
marketing system. This approach assumes that existing regulations, if properly enforced, 
provide numerous opportunities to remedy problems of monopoly, improve competition and/or 
improve the negotiating strength or market penetration ability of farmers. The list is 
almost endless. As examples, farmers could use cooperatives more effectively to repre
sent their various interests_ A Farmers Marketing Service could be organized within 
the USDA to assist farmers and farmer groups in improving marketing aids, such as price 
reporting and monitoring international transactions. 

11. Industrial restructuring is sometimes advocated on the grounds that 
some degree of monopoly power exists in our economy and that current enforcement of anti
trust laws is not effective. At the extreme, industrial restructuring would involve 
restructuring of high concentration industries such as autos, cereals, and steel, so 
that no firm is large enough to possess unreasonable market power. A way to achieve 
this would be for very large firms to divide into several firms either as competitors 
in the same industry or, where practical, in different industries. 

The result would be a diffusion of power and improved market performance, in the 
view of farmers and consumers. But it would also be very disruptive in the view of 
big business and could result in a rather chaotic situation in the industries affected. 

The above list is intended to provoke though~ not as advocacy. It is not to be 
interpreted as a condemnation of the existing marketing system. Our system is not 
perfect, but it functions more efficiently than any other in the world. One reason our 
system is basically good is that we have been willing to question the status quo and 
always look for better ways to market. In this spirit we have asked, Ills there 
a better way,1I and listed first the complaints, then some wants, finally some options 
for us to think about. 
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NEW PRICING MECHANISMS 

Lee F. Schrader 
Professor of Agricultural Economics 

Purdue University 

Introduction 

I will focus my remarks on the definition of three marketing alternatives. A 
primary objective of each is to improve pricing. The analysis will be in terms of 
Ilwants" outlined by Professor Breimyer. He indicated that we want high operating effi
ciency and enough competitiveness that prices will be fair to both consumers and produ
cers. He also stated that we want the system to be so structured that it will, of 
itself, fulfill the performance goals set for it. 

You are aware that efficiency and competitiveness are often in conflict. That is, 
the gains from contract coordination and decentralized trading are large, but in many 
such arrangements the product is pr iced on the basis of a "market" that is being bypassed 
by the arrangement! A major problem arises when a large proportion of the transfers 
are to be priced "at the market" but an insufficient quantity is still being traded on 
the open market to do an accurate job of pricing. 

Pricing has both an allocative function (how, how much, and where to produce) and 
an income transfer function (how returns are divided). Many current marketing arrange
ments provide for allocation outside the open market system. Market price then serves 
for income transfer only. But the market discovers price by performing the allocative 
function. When we try to rely on price for the income transfer function alone, it 
cannot do the job. It's a basic contradiction. 

Now to define the three alternatives I will discuss -- three methods which might 
be used to facilitate coordination and to generate accurate prices as a part of the 
process. The first is electronic exchange mechanisms. These deal with modernizing the 
concept of a central market. The second is centralized trading of forward deliverable 
contracts. The third method, a sUbstantial break with tradition, would require report
ing of transfer prices on all contracts. 

All three alternatives involve institutional arrangements which would make the 
market more accessible and increase and improve the amount of information concerning 
markets which would be available to farmers and traders. 

Centralized Remote-Access Markets 
(Electronic Exchange Mechanisms) 

We have had real problems finding a name for this alternative. I would like to 
represent it as a modern version of the old terminal market. The terminal market served 
well for many commodities as a place to provide for open and competitive exchange and 
as a source of price information. Its principal disadvantage, in many cases, was the 
inefficiency of transporting products to a central point for exchange. This led to 
direct marketing, contract production/and other coordinating arrangements which bypass 
the central market. These replacements may give more transport efficiency but often 
are not accessible to all sellers equally. Nor do they generate as good information on 
transfers or make it as available in a useful form. 

Please try to imagine a market system with the potential to expose the offering 
of each seller to every buyer and the bid of each buyer to every selleri a market that 
moves products directly -- or nearly so -- from seller to buyeri a market that can be 
entered by both buyers and sellers wherever they happen to bei and one that provides a 
ready source of market information. A system of this kind is possible and several 
varieties of it are already in use. 

Such a system means separating the usually combined activities of negotiating the 
trade and the physical transfer of the product from seller to buyer. In most markets 
in which farmers now deal these functions are performed together -- though the reason 
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may be attributed as much to tradition as to real need. It is possible to centralize 
the negotiation process and leave the products to move directly from seller to buyer. 
Such an arrangement could potentially be efficient but also accessible and highly 
competitive. 

Can it be done? It is not difficult if the products can be described in terms 
which are meaningful to both buyers and sellers. Description selling is not new, and 
grades and standards to facilitate it exist for most farm products. Modern electronic 
communications and computer technology can be applied for the mechanical aspects. 

There are many variations of electronic markets but all follow a similar model. 
Sellers describe their product~ using standard grades. Where grading is complex third 
party inspectors are used. Grading (classification) can be done at the farm or at local 
assembly points. Offers to sell are transmitted to potential buyers by various means 
of telecommunications. Buyers bid against each other via the same communication 
channel. 

Once a trade is made the product is moved direct to the buyer at a known freight 
charge or allowance. 

The negotiation or trade matching may take many forms: auction, offer listing and 
acceptance, bid listing and acceptance, or others. The communications system may be 
telephone or teletype,' linked directly or to computers. 

Examples are now in operation. Egg Clearinghouse in Durham, New Hampshire came 
into being primarily because of producer discontent with pricing. ECI is a manually 
operated clearinghouse. Bids and offers are accepted from members by telephone and 
matched manually. This matching will soon be done by computer because of the difficulty 
of handling large volume manually. In this case a special specification for gradable 
nest run eggs was developed to trade those eggs based on weight and sample quality. 

Probably the most popular of the electronic markets used in the United States is 
the telephone auction or teleauction. The Virginia Tel-O-Auction was developed in 1962. 
Though developed for slaughter hogs and feeder pigs the telephone auction has been used 
for slaughter cattle, feeder cattle, and market and feeder lambs. These auctions use a 
conference telephone call arrangement; it is satisfactory except that it limits the 
number of bidder locations and the speed of the system. 

Teletype auctions are used extensively in Canada to market slaughter hogs. 
Typically the teletype auctions are Dutch auctions where the offer price starts high 
and descends until a buyer signals a purchase. Each major buyer has his own teletype 
hook-Up. 

Computerized trading is the most innovative and offers unlimited potential. 
TELCOT, operated by the Plains Cotton Cooperative Association in Lubbock, Texas, is 
such an exchange. Cotton buyers have TV-like terminals connected to the TELCOT compute~ 
Sellers place their offers and a minimum price by telephone to PCCA. The offers are 
immediately sent to buyers. Buyers bid via their terminals and the computer accepts 
the highest bid (over the minimum submitted) within a specified time period. 

These are some examples of what exists. The potential for adapting to the speci
fic needs of a given commodity is almost unlimited. certain conditions must exist for 
electronic markets to succeed. I can only list some without comment. 

--The market must be potentially competitive. Electronic exchange won't help if 
there is only one buyer. 

--Traders must see the need to overcome tradition and improve the system. 

--It must be possible to describe product quality satisfactorily. 

--There must be high volume to keep a competitive market. 

In electronic exchange any seller is assured of receiving the highest price 
available at the time of sale. Each seller has equal access to the market. These are 
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important advantages. On the other hand, uncertainty about price change is not reduced. 
If a system is made mandatory, as is the case for hogs in Ontario, there is no oppor
tunity for any other gain in efficiency, as from integration or contract coordination. 

Electronic trading certainly facilitates price reporting. 

Forward Deliverable contract Market 

The preceding discussion of electronic markets was primarily in terms of the 
method of trading but the examples given represented spot markets, that is, trading of 
product for immediate delivery. I wish now to extend the concept of centralized nego
tiation to the trading of contracts to supply product at some specified future date. 

It is necessary to differentiate this concept of forward contracts from that of 
futures contracts. Futures are limited location and specification contracts~ they are 
not usually traded with the intention of actually making delivery of product. In the 
case of futures the obligation to deliver or accept delivery can be eliminated by an 
offsetting buy or sell transaction. Forward contracts, by contrast, imply an intent 
and obligation to make or take delivery. Forward contracts include normal production 
contracts as used for eggs, broilers, vegetables for processing, and several other 
commodities. 

consider now the possibility of an open market for such contracts, through trading 
on an electronic exchange. You then have the concept of a forward deliverable contract 
market (FDCM). There is no reason to assume that production or supply contracts must 
be negotiated in secret with the buyer holding all the cards, or that group bargaining 
is the only alternative. 

FDCM does not mean that all contracts need be the same. It is clear that trading 
would be facilitated if only a limited number of models were used in trading, but some 
variation is certainly possible. 

As stated earlier, the trend to contract production has disrupted spot markets 
for some products. Perhaps the appropriate "market" is that for contracts. A market 
in contracts would be most applicable to commodities already widely contracted -
usually perishable products with few pricing points in the marketing channel. It is 
probably less applicable to storable commodities such as grain, cotton and oilseeds. 
Although forward contracts as such are not new an open competitive market for them would 
be dramatically so. 

An active FDCM would add efficiency through improved information and reduced time 
spent in contract negotiation. It would not, however, add any stability to spot commo
dity markets. If some commodity markets survived they might be more unstable as they 
would become the outlet for only residual amounts. 

An FDCM would reduce some risks (plant utilization, price) but create new ones. 
The producer's risk might increase if quantity and quality specifications are more 
exact. 

More information would be made available to all participants in the market. The 
farmer especially would gain more information. Market access would certainly be greater 
for those who are able to provide assurance of ability to deliver. 

A major unknown in the FDCM question is the extent to which market participants 
would be able to estimate output and need accurately. Random variations may "wash out" 
in an open market and they could create real strains in a nearly fully contracted 
system. 

Mandatory Public Reporting of Market Transactions 

We might characterize electronic markets as an idealized spot market and FDCM as 
establishing an open market in whatever is actually being negotiated. Our third alter
native might be viewed as a last resort to obtain price and other market information. 
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Mandatory reporting of market transactions is an extension of our present system 
of Market News based on voluntary disclosure of transaction information. Many persons 
believe the present system to be inadequate to provide the information needed for 
planning production and marketing of farm products. There is no incentive for firms to 
present data unfavorable to their own interests or to provide information on contract 
arrangements. 

Those who have studied the idea of mandatory reporting list the following needs 
for information to approximate that which would be available from an open and competi
tive economy. The list is in order of priority. 

1. Reports covering price, volume and relevant product specifications in cash 
and contract agricultural market transactions. 

2. Reports of market transactions at the next higher and next lower level in the 
distribution chain. 

3. Detailed end use data suitable for evaluating raw product use trends. 

4. Reports of relevant transfer prices and transactions in vertically integrated 
market organizations. 

5. Line of business reporting by conglomerate firms. 

Such informations clearly aids in planning individual operations. But obtaining 
it, or any appreciable part of it, on a voluntary basis is not likely to be successful. 

On the other hand, reporting all transactions would generate more data than could 
be processed. A system of reporting on a request basis may be more useful. 

We have no examples of Inandatory reporting of transactions, although some states 
are reporting terms of production contracts and public announcement of prices by pro
cessors has been required. 

Important legal and constitutional issues are involved in mandatory disclosure 
of what has been private information. 

The desirable impact would be to make a structurally mixed system work more effi
ciently by filling information gaps created as open markets are bypassed. The cost of 
collecting and analyzing information would fallon both the firms involved and the 
public. One might expect considerable difference of opinion on costs and benefits. 

Summing Up 

There are no easy answers. Our marketing system has evolved to its present state 
for many reasons. Changes involve new costs as well as benefits. My brief analysis of 
even these three alternatives is less than adequate: they are more complicated than my 
comments reveal. But I hope I have helped persuade that there are alternatives to 
traditional systems and that farmers must give attention to how the marketing system 
operates and by what means it may be made more responsive to the needs of both producers 
and consumers. 
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FARMERS DEVELOPING NEW WORLD MARKETSl 

Elbert Harp 
Executive Director 

Grain Sorghum Producers Association 
Lubbock, Texas 

During the 1950s production of grain sorghums exceeded markets. An outcome was 
that sorghum producers across the sorghum belt came together and considered ways to 
increase the consumption of their product. That, in brief, is the way the Grain Sorghum 
Producers Association was born. 

The Association had growing pains. There were pains of gaining acceptance, 
including acceptance on Capitol Hill in Washington. Once the organization's credibility 
was accepted there, its attention turned to the goal of increased consumption. Cattle 
from the ranches of the High Plains of Texas were then going to Arizona or California 
feed lots. At that time 80 percent of the sorghum grown in the High plains was being 
exported, while the remaining 20 percent was used for feeding. Only three feeding 
facilities could be found on the High Plains although the area was climatically suited 
for livestock feeding. The GSPA began co-sponsoring tours to Arizona and California 
where ranchers and cattlemen, bankers and livestock specialists, could get a first hand 
look at feeding facilities. Following the second trip feedlots began to spring up 
around the High Plains, and before long 80 percent of the grain was being used on the 
High Plains and 20 percent was exported. A survey conducted at the conclusion of the 
feedlot program showed that 90 percent of those who had made the trip had become in
volved in some process of the livestock industry on the High Plains. 

Once the feedlots were becoming a major industry GSPA helped to bring meat packing 
to the area. 

When grain sorghum came to be known as a high energy feed ration it was time to 
begin developing foreign markets. During the phase between 1957 and 1960 GSPA was the 
only organization promoting the sale and utilization of feed grains overseas. In the 
1960s GSPA contacted organizations representing other commodities, leading to the for
mation of the U. S. Feed Grains Council, an organization of farm groups and agribusi
nesses 'which works through the Foreign Agricultural Service of USDA to promote our feed 
grains around the world. The Council now operates in ten foreign offices. 

Ironically it was that popular American delicacy, the sandwich, which opened the 
doors to what has become the U. S. sorghum producers' number one market. In postwar 
Japan the economy was beginning to prosper and Western lifestyles were being adopted. 
Increased acceptance of our eating habits made the Japanese aware of an acute shortage 
of an ingredient vital to sandwich making, mayonnaise. To make mayonnaise, they needed 
eggs. To have eggs, chickens were essential. The time had come for the introduction 
of grain sorghum for poultry feeding. 

The first Japanese agricultural trade team came to the High Plains in 1959 but 
they were not eager to study sorghum. Their past experiences with grain sorghum had 
been bad. But as they toured the sorghum production area, they became aware of the 
vast difference between the high tannin sorghum which they had previously purchased and 
the low tannin grain from this country. Before they left the country they began placing 
orders for U. S. #2 yellow sorghum. 

Meanwhile, in Japan, television and subway advertising campaigns were teaching 
the Japanese housewife how to cook with eggs and whole fresh chicken. The demand for a 
high protein diet continued to increase. After the eggs and broilers came swine, and 
then cattle, all fed on the high energy grain from the united States. Today Japan is 
our number one sorghum importer, buying one out of every seven acres of sorghum produced 
in this country, and adding 15 percent to the sorghum producer's income. 

IThis is a transcript of a recorded talk, slightly condensed, that was directed 
at grain sorghum producers. It was presented as an example of how a commodity group 
can promote its markets. 
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The development of Japan as a market for U. S. sorghum is not unique. Grain 
Sorghum Producers Association has built markets in similar ways in many countries, such 
as England, Spain, and Venezuela. The GSPA has started market development programs in 
the Philippines, Indonesia, Eastern Europe, the Soviet Union, and the Middle East. 
Wherever there is demand for a high protein diet, GSPA is there to introduce U. S. #2 
yellow sorghum and to demonstrate its uses. 

The Grain Sorghum Producers Association market development program has been 
hampered in some countries because of a prejudice caused by confusion between high 
tannin grains from such countries as South Africa and Argentina and the low tannin 
sorghum from the United States. Large amounts of tannic acid in grain sorghum makes 
the grain less digestible than grain without tannin. until potential buyers are 
educated about our low tannin sorghum, our foreign sales will suffer. 

A team of sorghum experts representing GSPA recently conducted a series of educa
tional seminars throughout eastern and western Europe, combating sorghum's poor image. 
The team conducted 18 seminars in 9 countries in three weeks, demonstrating tests which 
detect brown or high tannic sorghum and explaining the nutritional feed value of U. S. 
#2 yellow sorghum. The response was overwhelming. Even in Moscow the team met enthu
siasm. Plans were made in Russia and Poland for demonstration livestock feeding pro
jects using the high energy grain. 

Creating demand is only the first step. Educational campaigns must continue if 
the United States is to hold on to existing markets. Competition for fore'ign markets 
is stiff. Our competitors are much more aware of the value of promotion than the pro
ducers in this country. In 1975 our eight major competitor countries spent $140 million 
to promote their exports. This country spent $20 million to promote all of our agricul
tural exports. Practically none of that total was used for grain sorghum production 
except that by Grain Sorghum Producers Association. This lack of funds for sorghum 
promotion has made it essential to rely on every available means of education. 

Since buyers around the world seldom are able to determine on a day-to-day basis 
the cost difference between sorghum and corn, GSPA works with the major buyer services 
to provide daily quotations of Gulf prices of sorghum as well ~ corn to buyers world
wide. That service will result in major sales of grain sorghum as cost differentials 
spread. 

The fact that grain sorghum is tied to corn in government programs is another 
accomplishment of Grain Sorghum Producers Association. Until GSPA entered the picture 
grain sorghum had been treated like a stepchild as far as its nutritional value was 
concerned. Research from feeding trials established that sorghum is actually 95 percent 
or more as nutritionally valuable as corn. 

One of GSPAls most vital contributions to the American farmers is the cost of 
production surveys written into law because of the move by GSPA. The first survey con
ducted in 1974 and updated in 1976 has provided a basic understanding of the cost of 
producing an acre of grain sorghum in any region of the United States. The national 
cost average plus a reasonable profit affirmed to agricultural leaders and lawmakers 
that current parity structures are valid and realistic. 

GSPA devotes many hours each month in the defense of sorghum producers' agricul
tural fuel. For example, it was instrumental in bringing the Federal Power Commission's 
natural gas curtailment hearings to the Southwest, where farmers who would be most 
adversely affected by curtailment could have a voice. GSPA officers and leaders testi
fied in those hearings as well as in Washington proceedings on behalf of natural gas 
for irrigation purposes. The result is a guarantee by the FTC that farmers will have a 
high priority rating. Meanwhile GSPA continues seeking the highest rating for natural 
gas for agricultural purposes. 

Although GSPA works directly with legislators, legislative bodies, and regulatory 
agencies, it is frequently desirable to work with other farm organizations on issues 
involving all farmers. The Grain Sorghum Producers Association is a leader in the 
national far", coalil:,i.orJ., a <;:troup of diversified farm g::-oups united in order to present 
a con<..:':".:.: p?,ckage of ~deas to Congress. 
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GSPA frequently joins forces with other groups to tackle common problems. A 
major contribution of GSPAand an allied organization, the Texas Grain Sorghum Producers 
Board, has been the development of green bug resistant grain sorghum hybrids. Produ
cers throughout the sorghum belt proved in 1976 that the new resistant varieties have 
saved millions of dollars in chemical control. Research continues for development of 
hybrids with resistance to other sorghum pests, such as the midge, mite, grub; and such 
disease problems as stalk rot and downy mildew. 

Agricultural obse~vers credit Grain Sorghum Producers Association market promotion 
with adding one dollar per hundredweight to current sorghum prices. 2 Today's prices 
are still too low, so there is a challenge to the Grain Sorghum Producers Association. 

The GSPA is proud of the things 
vidual farmer will determine what can 
Does he have time to go to Washington 
hybrid resistance to the ground mite? 
to sell it? GSPA can do it for him. 

it has accomplished on a small budget. The indi
be accomplished in the future. He needs GSPA. 
to lobby in behalf of his crop? Can he breed a 

Can he promote his sorghum in Israel in order 

The U. S. Feed Grains Council is the organization through which GSPA carries out 
its overseas market development work. The Council's work has been highly successful. 
But there's much more to be done. For example, dozens of man hours are needed for the 
hundreds of foreign team visits to the sorghum belt each year. It's up to the highly 
trained staff of GSPA to make certain the time is well spent, and that each team member 
leaves with his questions answered and returns home armed with all the thoughts he 
needs to make a wise decision concerning sorghum purchases and utilization. 

The nation's sorghum producers need Grain Sorghum Producers Association and GSPA 
needs them. 

2 This figure is based on such extra outlets as the 25 million bushels sold to 
Poland once the prejudice against high tannin sorghum had been removed. Without 
promotion, the price of sorghum would probably be at the loan level, or a dollar a 
hundred less than the market. . 
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OTHER OPTIONS INCLUDING FINE TUNING 

William E. Black 
Extension Economist 

Texas A. & M. University 

Marketing is a live issue. Too many farmers today like to court marketing but 
they don't want to get married to it. They are not part of a marketing organization. 
They are not committed to a market and they don't use any of the marketing tools 
except selling. They think selling is marketing. 

As an illustration of what I mean, today the beef people are contemplating 
adopting a check-off program. Now, a good many of our beef producers, at least in 
Texas, think that the check-off program is going to be their marketing program. 
If the check-off program is adopted a lot of guilty consciences will be salved. Beef 
people will think they now are doing marketing. But it isn't true. 

I will discuss just a few of the alternatives in marketing that Professor Forker 
referred to. The first is vertical integration by ownership. Vertical integration is 
merely combining two or more stages in the production and marketing process -- marketing 
under one manager. The emphasis in vertical integration is on ownership of the commo
dity, ownership of what you produce, not necessarily ownership of the facilities. As 
illustration, for integration of the stages in a beef cattle production, processing, 
marketing complex, the important thing is that the cattle are owned throughout the 
stages. That's what makes vertical integration possible. The facilities can be owned 
or leased. The important thing is that the beef man owns the cattle. You could have 
one person integration or group integration; it's not very complex. Incidentally, my 
remarks are geared to farmers. (You college professors just do the best you can.) 

Integration can be one-person -- there is much of it, as roadside markets. It 
can be group. An example of group integration is American Cotton Growers on the High 
Plains who are now weaving cotton into denim. ARI started out selling rough rice and 
today is selling consumer packaged rice. Riceland Foods is another good example of 
vertical integration. Ocean Spray. We have a lot of examples of good cooperative ver
tical integration. 

Monfort of Colorado is probably a good example of vertical integration in the beef 
cattle industry. 

What does it take to make vertical ownership integration successful? First you've 
got to have a permissive environment. The public has got to tolerate it, to put its 
stamp of approval on it. There has to be consent, and the consent is in terms of 
economics and economic impact, and in terms of the political. You've got to have capa
ble management and staff. It is one thing to manage a cow-calf operation~ it is another 
thing to manage a vertically integrated cattle production/processing/marketing system. 
You've got to have a predictable supply. In terms of cooperatives, this means if you 
are going to vertically integrate successfully, you're going to have a marketing agree
ment. Members are going to be tied in to it; they have no other choice when it comes 
to marketing. 

The only way you can afford the expenditures, the investments in a vertically 
integrated system, is by having adequate capital. Vertical integration is the highest 
capital user. In other words, we can't think of another marketing system which requires 
as great an investment as vertical integration. But you also have to look at this, 
your capital leverage is also at a maximum. You could increase your capital leverage 
to greater degree under this system than any other. 

The system has to be efficient and, of course, it has to have market access. And, 
preferably, growth. 

That's ownership integration. 
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Now there is a thing called contract vertical integration. contract vertical 
integration is just simply the same thing, combining two or more steps in the complex 
under one management. But here you are doing it through the use of a contract. In 
contract integration, usually a farmer is involved with a non-farmer. The farmer 
contracts with a non-farmer, an agri-business firm. 

There are three types of contract~. Let me bring these to your attention rather 
quickly. First is what we call, or the authors call, market specification contracts. 
That is the title that prevails. As an example, let's take a cotton farmer who signs a 
contract with a cotton merchant from Memphis and he does this after he starts producing, 
not before he starts producing. But in a market specification contract it may be 
signed before production begins. The important thing is that the crop under the market 
specification contract is owned by the grower. And then, of course, the cotton merchant 
goes ahead and forward contracts with someone in the marketplace, some mill in the 
marketplace. 

The second type of contract is called the production management contract. These 
contracts are common in the processing of vegetables. Let's use sweet corn here. All 
the production management contracts are negotiated and sealed prior to production. The 
contract defines the cultural practices. The farmer mayor may not own the crop that 
he is growing on his own land. The contract is with the processor who of course under
takes the marketing. 

The third type of contract in vertical integration is called the resource provid
ing contract. An example is the broiler contract. The integrator provides the inputs, 
the chicks, the feed; the grown-out live birds come to him and he processes them and 
markets them. So, there are three types of contracts in vertical integration. 

Another alternative in marketing I want to touch upon here is joint ventures be
tween a cooperative and a non-cooperative firm. A joint venture is an association of 
two or more participants organized for the purpose of implementing and conducting a 
specific marketing operation or enterprise. This is illustrated as follows. There is 
a group of producers, an organized group, who supply raw products. There is a process
ing facility which is jointly owned. And there is a national marketing firm. The 
first could be Allied Grape Growers, for example; the second United Vintners; the third 
Heublein. This is a rather old joint venture but it's on the rocks. We don't have 
very many examples of successful joint ventures in agricultural marketing involving 
cooperatives in league with marketing firms. Some persons point to orange growers' 
sweetheart contract with Coca Cola. They call it a joint venture. I once did so but 
I doubt if it is a joint venture. It's a participation program but not altogether a 
joint venture. Probably the most successful example that we have of a joint venture 
today in agriculture is Agway with curtis-Burns and Pro-Fac. 

The requirement for a joint venture success is an equitable agreement. The reason 
why joint ventures fall flat is that there is not equal contribution by the two parties. 
Usually the agreement is drawn up by the national marketing firm and not by the coopera
tive. Consequently, one tends to dominate the other. The flexibility needed to keep 
the association intact is not included in the agreement. That's the problem. It needs 
large scale operation, expert management, adequate capital, market access; and of 
course joint ventures need favorable social and political environment. 

Among the alternatives listed by Professor Forker is "fine tuning" the present 
marketing system. I don't have much good to say about it but its authors believe it is 
not necessary to have improved legislation and to change the structure of agriculture. 
All we need to do is to do a better job of enforcing the existing laws. Farmers face 
three major problems, they say. One is that there is insufficient competition, both 
where they buy and where they sell. Those with market power are the input suppliers 
and the output receivers, and producers have an inferior negotiating position. The 
important thing is that as levels of concentration get higher the farmer who produces 
first and then looks for a market is in a bad way. The economists who believe fine 
tuning will work say that to resolve the insufficient competition problem the Secretary 
of Agriculture should monitor prices and margins and look for undue price enhancement. 
That's a beautiful goal! The Secretary might monitor prices but not margins because to 
do that he must deal with someone who has some muscle. So what's the Secretary of 
Agriculture going to do? He would give lip service but not really do it. 
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Another proposal is to monitor the marketing order decisions. For a good many 
years I was the general manager of a marketing order and what those economists say is 
that the Secretary of Agriculture should not rubber stamp the recommendations of the 
administrative committee of the order. I happened to be a manager of an order in which 
the Secretary did not rubber stamp the administrative committee's recommendations and 
there was heck to pay. For example, tomatoes were allowed in from Mexico on one set of 
regulations and Florida producers regulated themselves on another set of regulations. 
They didn't like that one bit, especially when the Florida regulations were more lax. 

Another suggestion is to enforce the Packers and Stockyards Act, on grounds that 
it is really not being enforced as it should be. Also enforce the Perishable Agricul
tural Commodities Act and Capper-Volstead Act. These people obviously have some non
farm blood in them, putting the Capper-Volstead item in. They would also try to enforce 
the Agricultural Fair Practices Act and things like this. Of course, enforcement power 
in Capper-Volstead lies with the Secretary of Agriculture and it has never been 
enforced. 

With regard to an inferior negotiating position, the fine-tuners say that we 
ought to create a farmers' marketing service in the USDA. Not agricultural marketing, 
but farmers' marketing service. We need more research to strengthen the farmers' 
marketing initiative, to educate producers and to marshall government agencies, to 
render marketing assistance to producers. And of course their second recommendation 
under this is that there should be bargaining legislation covering contracts where the 
farmer does not own the property he produces under the contract. Now this is a growing 
phenomenon. And I agree with the authors: something ought to be done to look at that 
problem. In terms of access to market, proposals are to improve market information -
on input and local product markets, contracts, and international markets. This is all 
right but what does it take? It takes initiative on the part of the producers, which 
even they doubt will really corne about; and administrative willingness to recognize the 
problem and to act. 

That's all I have to say. 
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BOLD STEPS FARMERS CAN TAKE THROUGH 
THEIR ORGANIZATIONS TO IMPROVEMARKETINGI 

E. A. Jaenke 
E. A. Jaenke and Associates 

Washington, D.C. 

Everyone involved in agriculture, particularly marketing agricultural commodi
ties, whether as direct marketer or farmer, or as processor, exporter, shipper, or 
financier, is a gambler. Particularly in the early part of the food chain, markets are 
a moving target. Producers throw darts and try to pick out a time to sell, and users 
of a grain or commodity, when to buy. 

Businessmen in other areas are amazed at the uncertainties, the ups and downs, 
the instability that mark all phases of agriculture. Fertilizer prices can go up and 
occasionally they come back down again. Raw material costs move around. Product mar
kets move around. It's a much more difficult job to be an agribusinessman, whether as 
producer, marketer, processor, or retailer, than it is to be a businessman in almost 
any other business I know. 

One of the things about which I want to visit with you is a new technique, or a 
new application of a known technique, that may help to remove a little of the gambling 
in agricultural marketing. Or at least it may glve those on the producing side a little 
better odds than in the Las Vegas roulette wheel marketing situation of today. 

No one would disagree that when he has appendicitis he goes to a doctor, a 
specialist in surgery. And yet we as producers, and I want to speak primarily to the 
producers and farmers in the group on this point, when we market we try to outguess 
everyone else. We try to be the marketing specialist. We don't do a very good job of 
it. 

A few years ago 75 or 100 southwest Kansas wheat farmers came to the realization 
that they were not doing as good a job of marketing as could be done by a specialist -
by someone who devoted his full attention to watching the markets and finding out 
whether or not the Brazilian crop is coming along well, watching the Russian situation, 
watching the whole worldwide grain situation. They went to · the cooperative, Far Mar Co, 
headquartered in Hutchinson, Kansas, which represents or handles a good share of the 
wheat in Kansas and Colorado. They said, "Look, isn't there some way we can develop a 
program whereby we can utilize a specialist such as you have to help us do a good job 
of marketing? II 

Our firm was asked to work with the board and executives of Far Mar Co in develop
ing a more sophisticated wheat marketing program. I want to describe some of the prin
ciples behind this program. It's still in its early stages, and I can't tell you 
whether it's successful or not, but it merits some attention on the part of farmers. 

Willingness to Innovate 

The title assigned to me is what farmers can do through their own organizations 
to do a better job of marketing. The title suggests bold, innovative actions. Obvious
ly, the Kansas farmers had an organization, in their own cooperative. It's a federated 
cooperative with locals and a regional -- Far Mar Co. We did some economic analysis of 
production patterns, trends, quality factors, transportation factors, and then some 
historical analysis of the marketing situation. We studied how prices were affected, 
the key thing. We reviewed marketing pools that had been tried in other agricultural 
commodities. There had been some for many years in fruits and vegetables. There were 
instances in dairy, more recently in cotton, and in soybeans for a very small area of 

IMr. Jaenke included in his talk some observations on prospects for farm policy. 
These are summarized in Economic and Marketing Information for Missouri Agriculture, 
January 1977. 
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Arkansas. We tried to synthesize from all of these different experiences and apply our 
findings to the wheat experience in Kansas. Some techniques had proven effective in 
other commodities over the years. We visited several vegetable and fruit marketing 
cooperatives on the west coast, and Calcot, the large cotton marketing organization of 
several states. We visited the cotton organization in Texas, and with the soybean 
marketing group in central Arkansas. We visited some of the rice organizations that 
have recently inaugurated programs. We then tried to pull together some of the basic 
principles, basic concepts. So let me share with you some of those that fell out of 
this exercise and that might have application to some of the other marketing areas that 
you are involved in. 

First of all, we think it is fairly clear that year in and year out a specialist, 
a knowledgeable marketing person, can do a better job than a fellow whose first interest 
is in taking care of cattle or producing gra1n. I think you have to take this as an 
assumption. In the Calcot operation, of the last 25 or so years, in only one year did 
the producers who shipped their crop to the Calcot pool fail to come out better than 
those who chose to market on their own. In Arkansas the soybean experience is an 
average of something like 6 or 7 cents per bushel premium over the last 12 or 14 years, 
a margin over the average price of soybeans sold by farmers who were not members of the 
pool. 

So that's number one, that we use specialists in marketing. 

S~cond is the advantage of large quantity. Who has the better chance, the man 
marketing 2500 bushels or a specialized firm marketing 25 million bushels? Who has the 
better chance of getting the better price, the better terms of trade? I think it's 
fairly obvious that large companies which have 25 million bushels available to them are 
more successful with international marketing as well as domestic marketing. It's not 
so much a matter of market power but the efficiency of marketing, in being able to meet 
the customer's needs. 

The pool type program as developed in Kansas has another major advantage. It 
allows for early and long term sales commitments. Let me explain. It's a critical 
factor and it's going to be more critical in the years down the road. As a trend since 
the early fifties but accentuated recently, our buyers overseas want badly to have a 
dependable, assured, guaranteed supply. This generation of Japanese will never forget 
the U. S. soybean embargo of three years ago. I happened to be in Tokyo at the time. 
A leading newspaper headlined, "Soybean Imports Cut Off by the U. S." There literally 
was almost a panic atmosphere, as Japan had a thirty day supply. We in U. S. agricul
ture have since paid the price because Japan chose to move into Brazil with a lot of 
capital and expertise in order to get a more reliable supply. 

The Japanese and many other governments throughout the world have a central buying 
monopoly. Most of the countries we sell to have a monolithic purchasing body, govern
mental or quasi-governmental. It's not a competitive situation. An official, or a 
semi-official board, has the responsibility for buying grain for the country. 
Obviously, it's painful to get caught in a short supply or bad market situation; so 
there's a desire for longer term commitments. 

Through the kind of marketing pool I am discussing with you tonight, the farmer 
signs up at planting time, commiting himself to deliver his commodity. In other words, 
farmers in Kansas, Colorado, and Nebraska have now signed up to deliver their crop as 
it comes off the combine next June. It will go to the marketing pool, to be marketed 
to the best advantage. The organization knows that it will have 10, 20, 30, or 40 
million bushels of wheat (whatever the signup is) that is contractually committed to be 
delivered to them. So they can make a forward sale; they can go out today and sell for 
delivery 18 months from now. They don't have to hedge it. They are not on the end of 
a limb. They know that they have a legal contract for that wheat to be delivered. 

I think you can see the advantage, in the present world trading climate, this 
kind of a program gives. The assured supply gives much flexibility in selling. 
Already there is discussion about making the signup for a multi-year program, which 
would make it possible to enter into multi-year sales contracts. 
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There are some other efficiencies in this kind of marketing. The manager knows 
that grain is harvested in sequence by regions. If he has a certain quantity of grain 
that's going to be harvested within a 2-3 week period in southern Kansas, more in a 
2-3 week period in central Kansas, and then some in Nebraska, you can see the efficien
cies in transportation, in logistics. It's made possible by knowing that much in 
advance. 

I don't know of any other way in which farmers can maintain control over their 
commodities, one step or two steps through the marketing chain, and earn the margin 
that is there. It is not a big margin and there must be a middleman's margin -- he's 
taking risks. But there is some margin. If the farmer can maintain control of the 
commodity through the next step or two he will get the margins that are there. If he 
gets two sixty for a bushel of wheat he adds a few cents margin, whatever it is, if he 
hangs on to it through his group action, through the pool action. 

Although such a pool has never been tried in an area as large as three to five 
states or with as many farmers as may now be involved, the principle, the axioms behind 
it, are as applicable there as to prunes, raisins, or Sunkist in California or rice in 
Texas. It can be done. It's more difficult, the education job is tougher, the communi
cation job too, with larger size. Management of the pool also is harder because of the 
size, but it can be done. The principles can be applied, I believe. I think the plan 
could work in livestock in certain areas, in other grain areas, in a number of other 
commodities if people are willing to do what is necessary. 

On a smaller scale some other groups see merit to pooling. In North Dakota 
there's a similar type program. In Iowa there's one. I understand that a group of 
farmers in Illinois with some help from the Illinois Agricultural Association, its 
marketing arm, are trying to see if they can apply these principles to export marketing 
of corn. 

Let me tick off quickly some of the operating features. The farmer signs up (for 
wheat) in the fall of the year, about planting time. He can commit a portion of his 
acreage or a portion of his production; he has that option. A typical signup figure in 
Kansas this last year was about 25 percent. He agrees to deliver the product from 25 
percent of his planted acreage. Or it may be 25 percent or some other percent of his 
production. He has that option. At that point, legally, contractually, he has no more 
responsibility for the marketing of that grain. He has in effect turned it over to 
professional marketers. The pool manager can then begin to make sales contracts against 
that pool as of the time the wheat will come in. If the area were small and a drought 
hit you couldn't do it, obviously. But with the size of the area we're talking about, 
three or four or five states, a crop failure is not likely. The chances are slim that 
the entire region of northern Oklahoma to southern South Dakota, western Missouri to 
the Rocky Mountains, is going to get wiped out in one year by the same drought. 

The farmer signs up to deliver to professional marketers. Come harvest time, he 
harvests the wheat. He has the option of delivering it at once or requesting a deferred 
delivery. If he stores it on his farm at the request of the marketing pool, he is paid 
for that storage. If he delivers it to the local elevator, it's part of the pool at 
that point. When he delivers the wheat he receives the first part of his payment, 
called an advance payment. The advance payment for the coming year is about a dollar 
and a half. 

Another feature for the farmer is that the delivery receipt can be taken to his 
bank and he can borrow against it. In many cases in Kansas bankers have lent money on 
the basis of a contract with Far Mar Co. 

When the grain is delivered it may move right to a boxcar and be shipped towards 
the Gulf to go overseas, perhaps to be sold or delivered against a contract that was 
negotiated as much as a year earlier. Or it may be held, it may be blended, it may be 
part of the schedule of qualities and quantities and location that is available to the 
buyer. 

The farmer will normally get an interim payment about this time of the year but 
if he so requests it can be deferred for tax reasons until after the first of the year. 
He probably will get another partial payment some time in the spring or early summer, 
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and then a final settlement when the pool is liquidated. The total payment the farmer 
gets reflects the average price for the entire pool of wheat with an average deduction 
for transportation costs. There is also a deduction for any marketing charges and for 
capital outlay needed to maintain and restore and remodel elevators, and to build new 
elevators and facilities. There is no profit to the pool. The pool is not designed to 
make a profit. It's designed to sell the product at the best advantage to the farmer, 
take out the cost, and give him everything back. 

As I said before, not in every case in every year but usually the various pools 
in existence have shown a gain to the farmer. 

The technique is imaginative but not really new, yet has never been tried on the 
scale that it now is in Kansas, Nebraska, Colorado, and neighboring states. It is some
thing that farmers can do through their own organizations. They can develop this kind 
of marketing program. There are other kinds of group action and I'm sure some of your 
other speakers will touch on them. 
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OBSERVATIONS ON THE SEMINAR - I 

V. M. Harris 
Director of Research 

M. G. and Johnnye D. Perry Foundation 
Robstown, Texas 

The Perry Foundation is greatly interested in the subject of this Seminar and we 
are pleased to have had a part in it. Three persons from the Foundation, Mr. Richard 
Perry, Mr. Massey, and Mr. Hale, returned not so long ago from a trip to Europe where 
they looked at marketing practices. Our small research unit did a study on what might 
be called marketing under adversity. Twice recently rain has damaged our grain sorghum 
crop. We have been forced to sell rain damaged grain at very sharp discount, even 
though chemical tests showed no difference in composition. We conducted a feeding 
trial. Two pens of steers received regular milo, two rain damaged grain. There was no 
difference in gain. We have the only concrete information available in our area, and 
we are now working to get a change in grade standards which would recognize that 
discoloration alone due to rain does not reduce feeding value. 

This has been an instructive Seminar. I learned a lot myself. I learned that 
the farmer should not look at marketing as just selling to the middleman, who takes it 
from there. We were told much about what goes on at processing, wholesaling, and 
retailing, including the legal aspects of the terms of competition. 

Ideas were presented well, in a thought-provoking manner. They were not dogmatic 
and we all recognize that there is room for disagreement, but the material was thought
provoking. 

One of the most startling ideas was the IIBreimyer bombshell ll that it is possible 
that supermarkets will be bypassed in the future. As his remark may not show up in 
these Proceedings I will repeat his observation. If energy becomes very expensive we 
may turn to direct delivery of food from wholesaler to private homes. Mr. Breimyer 
suggested that many re ta il foods are now standard packaged product. They are the 
same wherever one buys them. So maybe it is not so far fetched to think that a family 
can order food by some kind of digital dialing in the home. It might be by telephone. 
I had not thought about the possibility. It is worth thinking about. 

I speak for the Perry Foundation in expressing appreciation for the interest 
shown by all persons attending this Seminar. l 

IThe Perry Foundation puts out an annual bulletin reporting our research and 
our various interests. I would be glad to mail anyone a copy. Write me at Box 466, 
Robstown, Texas 78380. 
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OBSERVATIONS ON THE SEMINAR - II (Summary) 

W. E. Hamilton 
Chief Economist 

American Farm Bureau Federation 

As a veteran of conferences on farm policy I regard this UMC-Perry Seminar as one 
of the better 6nes. There has been good exchange of ideas. When someone made a highly 
provocative statement someone else questioned it and the originator modified. In this 
way we are able to discuss farm policy issues at a low level of sound and fury, and 
really quite logically. 

In my brief allotted time I want only to recall to mind a few of the highlights 
of the Seminar. 

1. It was fine that we tried to look at the entire system. So many of us act as 
the blind men and the elephant; we are familiar with only a certain part and think of 
that as marketing. 

I attend many meetings on marketing. So often marketing is seen as a problem 
created by someone else. Producers say the problem lies with the processors or chain 
stores. Chains point a finger at meat packers (or other food processors). And so on. 
We might call this the "buck-passingll view of marketing. This is unfortunate. We did 
better here. 

2. We were told how big the system is and how complicated. In looking at the 
total system we are struck with how many services are performed. On the one hand, we 
regard most as necessary and we judge the system as a whole to work pretty well. Dr. 
Forker said that and so did Mr. Harp. Because services are less tangible than produc
tion, we are more likely to be critical of their cost. 

We conclude that the larger part of marketing margins are justified. There is no 
gold mine to be found by narrowing margins. But, on the other hand, it was entirely in 
order to raise the questions that were raised here. Do we need all the marketing 
services we get? Do some of the means of competition add costs that are not fully jus
tified? 

3. Dr. Forker, as well as Dr. Schrader and Dr. Black, reviewed various kinds of 
marketing systems that are now in use or might be developed. Dr. Forker said markets 
have a remarkable capacity to serve as an arena where conflicts are resolved. In an 
accessible market system the individual has a choice. The entrepreneur competes for 
dollars, and although we may not always be satisfied with the results, the process is 
nonpolitical and unemotional. 

I am quick to recognize that some decisions must 
process. That process must set the rules of the game. 
practices and excessive power in the marketing system. 
system is a good arena and I would like to keep as many 
as possible. 

be arrived at via the political 
It should protect against unfair 
My point is that the marketing 
decisions in the market arena 

So I am showing some preference among the marketing alternatives. This does not 
mean that I rule out innovations in communications such as, perhaps, electronic communi
cation, where they seem practicable. 

4. I shift to market structure. Structural questions will remain a matter of 
public policy. We were told that concentration is usually greatest in the highly pro
cessed foods. It is true that firms usually try to use the protection of patents, 
trademarks and copyrights to differentiate their products, and we sometimes get sensi
tive about their success in exploiting these publicly-granted devices. It also is true 
that the highly concentrated food industries are a relatively small part of the total 
marketing system, and not so much is at stake with regard to farm income. 
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Concentration and the differentiation of product that usually accompanies it are 
not an open and shut case for the further reason that consumers ordinarily have substi
tutes available. And yet most of us probably would prefer that processors compete on 
price terms rather than by some of the methods that are used to widen margins. 

Concentrated and product-differentiated parts of marketing offer some opportunity 
for farmers to develop countervailing power via cooperatives and bargaining associations. 
Dr. Forker listed these alternatives and Dr. Black discussed several of them. Our 
experience in Farm Bureau is that it is not easy to do. It is hard to acquire the 
necessary power and then to negotiate with the kind of market operator (usually process
or) we find in concentrated industries. That is why there have been calls for legisla
tion to require that processors bargain in good faith. Unfortunately, the proposals 
for legislation have been misunderstood and opposed by groups that would not be affected. 

5. I believe we should keep the prospects in perspective. The biggest potential 
gains in marketing are still in improving efficiency; and overall supply and demand 
conditions will have more to do with returns to farmers than any success we can hope to 
have in squeezing margins. 

6. Mr. Jaenke dealt with the marketing pool as a means of improving producer 
returns. He made quite a pitch in favor of marketing specialists, as did several other 
speakers (notably Dr. Black). I accept the idea that the specialist can do a better 
job. 

There are two kinds of problems. 

One is getting a good manager. Dr. Black believes that a number of cooperatives 
have not been careful to reject poor managers and to make sure they get and keep good 
ones. 

The second is that even with the best management, it is difficult to hold producer 
loyalty. Dr. Black says that the best prospect is that a well-managed pool will show 
superior results three times out of five. The two occasions when farmers net less than 
their neighbors will be a test of loyalty. Black says farmers like to court marketing 
but not get married to it. Our experience in the Farm Bureau is the same: farmers do 
not like to make a commitment. 

The dilemma is that it is hard to get a large and loyal participation, and yet 
that is necessary to make pool marketing by specialized management work. It is espe
cially hard to get loyalty where a viable cash market is available. 

This leads to my final comment on marketing, repeating what several speakers said. 
There are various alternatives in marketing and what can be done successfully depends 
on the circumstances surrounding each commodity. The nature of the commodity, the 
kinds of markets otherwise available -- these and other considerations frame what is 
possible in improving marketing. 
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