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“With the single exception of regard for the digni- 
ty of individual man, no idea of the last four 
centuries has so captivated the western world as 
that the major instrument of price could regulate 
an economy.” 

Professor Harold Breimyer, University of Missouri agricul- 
tural economist (Breimyer, 1977), very aptly portrays the 
important role that price plays in the foundation of our eco- 
nomic system. Prices are generated by a pricing system. The 
process of price making is hardly passive but involves delib- 
erate effort on the part of each individual market participant. 
Many pricing systems for agricultural products are effective 
only within certain limits. Such systems may cease to apply 
when the product is processed into a different form. The 
extent of interrelationships between pricing methods for com- 
modity versus processed products varies considerably be- 
tween industries. 

Another attribute of pricing systems is that they commonly 
produce values which are effective only for designated time 
periods. Institutions become well established and industry 
participants become accustomed to traditional modes of 
operation. While structural and competitive changes occur 
very rapidly, pricing systems resist change and many times 
impede the efficient allocation of resources between industry 
segments. The inability of pricing systems to adjust with 
technological change in respective industries impedes the 
efficient flow of resources as well as potential economic and 
welfare benefits of technological change. 

Virtually all segments of livestock production and market- 
ing have undergone change at an increasing pace during the 
past decade. I would like to focus my remarks on the beef 
industry in particular, even though similar changes have 
been encountered in the pork and poultry sectors. 

Price Discovery vs. Price Reporting 
Price discovery should be distinguished from price report- 

ing for purposes of this discussion. Price discovery is the 
means by which buyers and sellers arrive at a price and other 
terms of trade for a product or commodity in the marketplace. 
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The criteria for efficient price discovery include: 
1. Many buyers 
2. Many sellers 
3. Accurate product description 
4. Accurate and timely communication between buy- 

5. Strictly enforced trading rules 
ers and sellers 

Price reporting is merely the mechanism utilized to report 
prices after transactions have been consummated between 
buyer and seller, i.e., USDA Market News Service, The 
National Provisioner, The Meat Sheet, etc. To the extent that 
the price discovery process functions efficiently within a 
market, the price reporting system plays an important role to 
insure accurate and timely communication between buyers 
and sellers. 

The subject of meat price reporting has been a controver- 
sial issue for several years. There has been increasing 
dissatisfaction with price reporting mechanisms for beef car- 
casses and boxed beef primals. Attempts have been made to 
investigate meat price reporting and suggest means of im- 
proving the system. USDA Agricultural Marketing Service 
commissioned a Meat Price Task Force in 1979 to investigate 
marketing practices and effectiveness of price reporting 
mechanisms (USDA, August 1979). Several recommenda- 
tions were made to improve the system, but very few have 
become reality. 

Structural Changes in Beef 
Production and Marketing 

The beef industry has encountered dramatic changes with 
significant impact on the conduct and performance of partici- 
pants within the industry. Large commercial feedlots expand- 
ed rapidly during the early 1960’s with primary growth experi- 
enced in the Central and Southern Plains. The number of 
feedlots in 23 major cattle feeding states declined 47% from 
230,804 lots in 1962 to 123,436 in 1979 and an estimated 
104,000 lots in 1983. Fed cattle marketings increased 82% 
from 14.6 million head in 1962 to 26.6 million head in 1979 
(USDA et al., 1980). 

Cattle slaughter facilities began locating near the source 
of cattle supplies during the early 1960’s. The advent of 
boxed beef dramatically changed the structure of the packing 
industry. New technology coupled with new distribution sys- 
tems for beef also influenced structural changes in the indus- 
try. These shifts in feeding, slaughter and processing indus- 
tries led to the development of direct sales of livestock to 
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packers, new distribution systems, an erosion of central 
market pricing institutions and a meat pricing system based 
on an extensive use of formulas. 

Impact of Structural Changes 
on Pricing Institutions 

The structural changes identified above have combined in 
such a manner as to impose strains on traditional pricing 
mechanisms for live cattle, carcass beef and boxed beef 
products. In essence, we have continued to utilize pricing 
systems reflective of the 1930's in a 1980's environment. 

Central markets have traditionally been the focal point for 
price discovery of live cattle. However, central markets have 
declined rapidly with the advent of dispersed direct trading 
between cattle feeders and packers. Less than 11% of 
federally inspected slaughter originated from central markets 
in 1982 compared to 38% in 1970 (USDA P&S, 1982). Direct 
marketing is more efficient but the effectiveness of traditional 
price discovery mechanisms has been sacrificed as a result 
of this trend. 

Another significant change in pricing institutions has oc- 
curred in fresh beef markets. Carcass markets have tradition- 
ally been utilized as a basis for deriving the value of fresh 
beef at the wholesale level of marketing. Boxed beef now 
comprises 75% to 80% of all beef merchandised at the retail 
level, yet we rely on a carcass market to determine the value 
of boxed beef primals. The growth of integrated slaughter 
and fabrication facilities has greatly diminished the volume of 
carcasses traded in open markets. The net result has been 
the gradual evolution of thin carcass markets. In turn, the 
validity and effectiveness of formula pricing which is depen- 
dent upon thin carcass markets becomes highly question- 
able. There is nothing inherently wrong with formula pricing. 
There are advantages of efficiency and reduced market risk 
associated with formula pricing for both buyers and sellers. 
The problem arises when the formula price is tied to a price 
reporting mechanism on a forward basis. As higher percent- 
ages of trades are based on formulas, fewer negotiated 
trades are used as reporting bases in the formula. The 
system becomes self perpetuating in the end. Basically, the 
carcass market today represents a market for carcasses 
which have limited demand in boxed beef markets, i.e., yield 
grade 4's, light weight carcasses and distressed product. 
Independent slaughter firms rely heavily on the carcass 
market and basically provide the only source of fabrication- 
type cattle for open market trading. The industry lacks an 
effective price discovery mechanism for arriving at the value 
of an increasing volume of beef being merchandised through 
boxed beef market channels. 

Price spreads and margins have also been affected by 
structural changes. Basically, price spreads and operating 
margins have become more erratic, causing instability be- 
tween market segments. There are a multitude of variables 
interacting within the beef industry as well as outside the 
industry which have contributed to this volatility. Furthermore, 
it is becoming widely acknowledged that the beef industry 
has attained a mature stage of growth and the economics 
affecting all industry segments will undergo change in this 
stage of development. The price discovery process will have 
an important role to play in how various industry segments 

will interface and perform in the future. More importantly, 
price discovery could very likely have an implicit effect on the 
future structure of the beef industry, including cattle feeding, 
packing, wholesale and retail segments. 

Interrelationships Between Carcass 
and Boxed Beef Markets 

The inadequacies of a price reporting system may only be 
a symptom of a more serious problem of an inadequate price 
discovery method for boxed beef. In all reality, carcass beef 
has become an obsolete product in a new market structure 
which is dominated by boxed beef. The challenge facing the 
beef industry is to develop an alternative price discovery 
mechanism for carcass and boxed beef which is com- 
mensurate with the current structure of the industry. Today's 
beef industry has a derived demand for boxed beef. Car- 
casses are merely a raw material component for fabricators. 
It seems logical that the value for carcasses should be 
derived from the ultimate value of boxed beef primals and not 
vice versa. The interrelationships between carcass and 
boxed beef markets are still important in the overall price 
discovery process, but we lack an effective grading or stan- 
dardization system for boxed beef primals which relates the 
value of primals in respective retail, HRI and food service 
markets. The USDA grading system for beef is designed for 
stratifying carcass values. Unfortunately, we do not have a 
comparable grading system for boxed beef primals which 
can be utilized to reflect values and transmit signals between 
production and marketing sectors. 

Informational Role of Pricing Institutions 
As vertical integration and contractual arrangements be- 

tween market sectors increase, price discovery systems 
become less effective in their objective of sending timely 
signals between production, processing and various other 
market segments relative to desired quality and quantity of 
products being demanded by consumers. Solutions to these 
problems are not easy and involve major changes in tradi- 
tional institutions affecting all industry segments. How can 
the beef industry modernize price discovery mechanisms 
which match the structure of the industry today? Further- 
more, what type of price reporting mechanisms can be 
utilized to inform all participants of timely changes taking 
place among the many variables affecting supply and de- 
mand? Both questions deserve attention. Pricing institutions 
play an important informational role between market seg- 
ments and these institutions must respond to structural 
changes in the industry. 

Issues Related to Price Discovery 
There are several issues which should be considered 

1. What are the objectives and criteria of an effective 
price discovery mechanism for beef which satisfies 
the needs and expectations of participating market 
segments? 

2. To what extent does the current USDA grading 
system for beef carcasses limit the adoption of new 
price discovery mechanisms for boxed beef 

when addressing possible changes in pricing institutions. 
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3. 

4. 

5. 

6. 

7. 

8. 

primals, which are the major form of beef at the 
retail level today? 
Can a grading system be designed for boxed beef 
primals which lends itself to meaningful description 
of product qualities and facilitates trading between 
market segments? 
What are the perceived attributes of a price discov- 
ery system which satisfy the needs of cattle feed- 
ers, packers, retailers and HRI institutions? 
As vertical integration continues to change the size 
and structure of various industry segments, what 
type of alternative price discovery mechanisms can 
be developed to provide an accurate flow of infor- 
mation between consumers, retailers, packers and 
cattle feeders? 
What is the potential for instrument grading of car- 
casses? 
Does electronic marketing have a potential for en- 
hancing price discovery and price reporting func- 
tions in the beef industry? 
What role should the government have in the devel- 
opment, implementation and monitoring of price 
discovery and price reporting systems in the beef 
industry? 

Industry Cooperation Needed 
to Resolve Issues 

The future of the beef industry is dependent upon the 
efforts and leadership of all segments to address and resolve 
the issues identified above, as well as many others which 
affect the interrelationships of industry participants. The is- 
sues are complex and will require considerable study and 
debate among industry participants. The progress made by 
animal scientists in cattle genetics and meat biology is com- 

mendable. These contributions have certainly been instru- 
mental in providing more acceptable meat products which 
satisfy consumer demands. The industry now needs to refine 
traditional pricing institutions which will enhance the overall 
effectiveness of beef production and marketing. 

Summary 
in summary, the conditions within the beef industry are 

timely for addressing problems of price discovery and price 
reporting. The market structure of the industry has changed 
dramatically while the traditional price discovery system for 
beef has been resistant to change. Cattle feeders, packers 
and retailers all want to “trade on someone else’s price,” but 
no one wants to contribute to the formation of that price. We 
must identify the causes of problems afflicting the beef 
industry and seek solutions as opposed to attacking symp- 
toms of these problems. We must assume a proactive rather 
than a reactive posture in addressing these issues. Finally, it 
is vitally important that we carefully plot a course of action 
which is constructive in nature and achieves consensus of all 
industry participants before conclusions are drawn. The po- 
larization of one or more industry segments can lead to the 
demise of any efforts to improve price discovery and price 
reporting systems in the beef industry. 

References 
Breimyer, H.F. 1977. Price making for cattle and beef. Department of 

Agricultural Economics, University of Missouri, Paper No. 1977- 
9. 

USDA Economics statistics and cooperatives service and P&S. Staff 
Paper, January 1980. 

USDA Packers and Stockyards Administration, Annual Statistics, 
1982. 

USDA. The Secretary’s actions to improve meat pricing and price 
reporting. August 7, 1979. 

Discussion 
Dave Schafer Why aren’t retailers out bidding up yield 

grade 2 carcasses or the resulting cuts from them, and trying 
to cream the coolers to a greater extent than they might now 
be doing? 

Muchow: In the presentation, we stressed that Land ’0 
Lakes took the stance that we needed to sell y-2 animals and 
achieve a better premium on them for our members. We also 
don’t break those animals up into parts. We sell them as 
cattle. In other words, for the retailer who wants to buy y-2 
products, he has to buy it in carcass form. He has to buy the 
four basic primals. 

Interestingly enough, we are at about 85% utilization of 
our y-2 carcasses now in the 600 to 700 Ib. range, and it is a 
program that is growing. But the real reason we don‘t have 
our doors beat down and that we’re not sold out every week 
on y-2 animals is because the retailers and distribution 
people today have been trained to look on carcasses as an 
amalgamation of parts. 

Every morning, a good meat man who buys meat for a 
Super ValU, a Fleming or whoever in these organizations, is 
putting the values on the chucks, ribs, loins and rounds and 
comparing them to what he can buy cattle increments or box 
cattle units for. Quite often in our industry in the past two 
years, those numbers didn’t hold together. In other words, 
due to over-capacity in the industry, you could buy chucks, 
ribs, loins and rounds cheaper than cattle units, which didn’t 
make a lot of sense but that is what happened. 

One of the key ingredients to us selling y-2 cattle is getting 
the retailer (and I might add that this started primarily with 
independent retailers who seem to be more innovative and 
more flexible) to take this y-2 box carcass and try it. 

They’ll still run their cut out, and they’ll find a $10 to $12 
advantage on the retail side of it, so he has to have an awful 
big “breaking gain,” as we call it in the industry, to get him 
away from box cattle units. That’s a message that must be 
told and we are making headway in that. 




