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. Beef is important to consuners! diets az a primary
source of protein. About 25% of the consumer food budget is
spent o aeat, and beef accounts for about 60% of this amount.
Recent rises in beef: prices have hald, therefore, a strong impact
on the public. Findings/Conclusions: Ir the firet half of 1978,
peef prices rose to record levels. The main reason for the
recent price rise appears to be the regular 10-year cattle cycle
which has resulted in a decreased cattle inventory. Other
factors alsc affect the final retail price of beef and the
entire dref marketing systea. There are sericus concerns ovar
the increasing concentration ané market control within the beef
narketing systes and the Government's ability to deal with this
concentration. Industry officials believe that prices guoted by
the "Yellcw Sheet,™ a publication based on market inforsation,
are subject to manipulation. Prodaucers and feeders have also
charged that *hey have little control over prices set by packers
and retailers. Groups within the beef industry, the PFederal
Governsent, and the consuser sovement are concerned about tihe
rcle of the Government in insuring beef supply safety and
quality. Several innovatiors that are being considered may
enhance the ability of one industry segaent to control the




market, and other innovative practices would affect traditional
wvays of determining yield and guality. The cattle industry has
criticized the practice of i porring beef becauss it depresses
prices, but coasumers bhave bsen the beneficiaries. Although
cattlesen have blamed the cattla futures market for price
fluctuations, the market is widsly used and suppcrters clainm it
ainimizes price risks and stabilizes the sarket. Inconsistent
State transportation regulations are also a source of concern to
beef producers. (RRS)
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FOREWGRD

In the first helf of 1978, beef prices rose to record
levels, with predic’zions of even further price increases
through 1980. Because b2ef is such an important item in
our diet and our food budget, much has been said about the
causes of these beef price increases. The major reason
for the recent price rise seems to be the reyular 10 year
"cattie cycle," which has resulted in a decreased cattle
inventory. Many factors exist, however, which affect the
final retail price of beef and the entire beef marketing
system as well.

This staff study is designed to provide a better under-
scanding of some of the complexities involved in beef market-
ing. The study is primarily based on our past and ongoing
reviews, from discussions with industry and consumer repre-
sentatives and Government officials, and from existing
reports of other Government and private agencies,

The study discusses some of the major issues and con-
cerns affecting the system. After the discussion of a
particular issue, we have added questions, hoping to
stimulate further discussion and thought regarding methods
to improve the beef marketing system.

This study was prepared by Ray Ridgeway of our Food
Coordination and Pnalysis Staff and Gene Fiance, Thea Chester,
and Ruth Ann Hijazi of the San Francisco regional office.
Questions regarding the content of this study should be
addressed to William E Gahr, &Asczistant Director, Food
Coordination and Analysis Staff, (202) 275-5525.

bomsy bckimege

Director
Community and Economic
Development Division



STUDY BY THE STAFF OF THE BEEF MARKETING:
U.S. GENERAL ACCOUNTING OFFICE ISSUES AND CONCERNS

DIGEST

This study presents an overview of the
beef marketing system, from the cattle pro-
ducer to the consumer and highlights some
major concerrs and issues. GAO raises
several questions which should be considered
by the Federal agencies involved, the beef
industry, academicians, and others concerned
with the efficient operation of the industry
and beef prices.

Beef is important to consumers' diets
as it is a primary source of protein. Also,
about one-fourth of the consumer food budget
i3 spent on meat, and beef accounts for about
6J percent of this amount.

kceent rises in beef prices, therefore,
have a strong impact on the consuming public.
While consumers enjoyed relatively inexpen-
sive beef for the past few years, a substan-
tial rise in prices was seen in 1978--to
record levels--which experts predict will
continue through the year and possibly into
the next decade.

Much of this fluctuation is due to the
regular 10-to-16 year cattle production cycle.
Beef prices are high when supply is low.
Cattlemen then build their herds and flood
the market, lowering the prices. 1In response
to the lower prices, ranchers reduce the size
of their herds by slaughtering cows used for
breeding and many female calves they other-
wise would have raised to breed. Eventually,
the beef supply drops off and prices begin
to rise. (See pp. 8 to 10.)

Many activities within the marketing
chain undoubtedly affect the price, quality,
and wholesomeness of the beef which eventually
reaches the consumer. Critics both in and
out of the beef industry have raised a number
of gquestions abcut the beef marketing system
and its various practices. After a review of
reports; hearings, and records of litigation;
and discussions with representatives of govern-
ment, industry, and consumer groups, GAO
analyzed numerous marketing activities and

JYear Sheet. Upon removal, the report . i
cover date shouid be noted hereon.



highlighted some of the major concerns and issues
for further consideration. Among these issues
are the follow'ng:

--Market control and Government oversight
responsibilities: There are serious
concerns over increasing concentruation
and market control within the beef
marketing system and the Government's
ability to deal with the issue. An
attempt by the Packers and Stoc!'yards
Administration {(P&SA) to deal w .th one
new development--packer's actions to
acquire financial interests in custom
feedlots--was thwarted by the courts
which said that P&SA lacked authority
to regulate feedlots. The agencies
responsible for assuring fair market
practices do not appear to be allaying
the many concerns about the threat
of new economic concentration in the
beef industry. Questions to be con-
sidered include: (1) Are certain
segments of the beef industry exercis-
ing and extending undue market power
and control over other segments? and
(2) Should the Packers and Stockyards
Act be amended to adequately srell
out congressional intent as t« P&SA
authority over feedlot operations?
(See pp. 15 to 21.)

--Pricing Practices: Much beef price
setting is determined by a formula
based on market information provided
by a publication called "The Yellow
Sheet." Many industry officials
helieve that prices repcrted by the
sheet are subject to manipulation.
Producers and feeders have charged in
recent litigation that they have little
control over prices set by packers and
retailers. Questions which arise
include: (1) Should marketing innova-
tions, such as "electronic auctions,"
be established on regional or national
levels? If so, who should establish
them? and (2) Should a beef market infor-
mation system, either public or private, be
established which would provide accurate

ii



daily sales, price, and volume data
to all segments of the industry?
(See pp. 22 to 31.)

--Beef Safety and Quality: Various groups
within the beef industry, the Federal
secter, and the consumer movement are
concerned about the role of the Federal
Government in insuring beef supply
wholesomeness and palatability. Questions
surround issues such as the lack of micro-
biological standards for retail cuts of
beef, the use of controversial growth
promotants and antibiotics in cattle feed,
nutritional considerations related to
highly marbled meat, and the usefulness
of the grading system. Some questions
for consideration are: (1) What should
tnhe Federal Government do to alleviate
these concerns? and (2) Do consumers and
other food handlers have enough informa-
tion about the nutritional qualities of
and proper handling practices for meat?
(Sce pp. 32 to 42.)

--Processing and Merchandising: The market-
irg system is considering several innova-
tions, such as frozen beef, mechanically
deboned meat, hot boned beef, and various
methods nf beef tenderization. Some of
these innovations may enhance the ability
of one industry segment to control
the market, such as retailers' ability
to control supplies of frozen beef. Other
practices would affect traditional
ways of determining yield and quality
of the carcass, such as terderization
procedures which could aifect Agriculture
Department criteria for determining
besf quality. What effect will these
innovations have on Government
regulations and consumner acceptance?

(See pp. 43 to 48.)

--Imports and Exports: The cattle
industry has criticized the practice of
importing beef because it depresses
domestic prices. Consumers have been
the beneficiaries, with experts estimat-
ting that elimination of all imports
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would force processed beef prices up by
almost 50 percert. The export market
for U.S. beef is minimal because of trade
obstacles along with the preference of
many foreigners for beef which is
leaner than that usually produced in
America. Questions for consideration
are: (1) Would a countercvclical beef
import formula--imports would increase
as U.S. production decreases and
imports would be reduced as U.S.
production increases---reduce meat
imports below current levels,

possibly leading to increases in tracde
protection in other countries? and (2)
What actions could be taken to expand
beef sales to foreign countries?

(See pp. 49 to 52.)

--Futures Market: Cattlemen have blamed
the live cattle futures market for
price fluctuations. Yet this market
is widely used and supporters claim it
minimizes price risks, stabilizes the
cattle market, and increases the dissemi-
nation of price information. There is
controversy over the merits of the
futures market and it is widely misunder-
stood by cattle producers. Among ques-
tions for further study are: {l1) Do
futures market prices adversely affect
cash prices for purchases and sales
of live cattle? If so, can safeguards
be implemented to alleviate this impact?
and (2) Do packers, market speculators,
or other groups have an undue influence
on the futures market to the detriment
of cattlemen and consumers? If so, what
action could be taken to prevent this?
(See pp. 53 to 57.)

--Transportation and Shipment: Inconsisteit
State transpcrtation regulations have been
a source of considerable concern in the
beef industry. The fact that trucks,
which transport cattle, are restricted
by Federal regulations on the types of
loads that can be carried on the return
trip is also of concern. This means
many trucks often return empty from a trip.
In this regard, questions posed are:
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Tear Sheet

(1) What effect do differing State
regulations which govern trucking

weights and trailer lengtus have on
livestock and beef transportation costs?

and (2) Would changes in Federal restric-
tions result in lower costs for transporting
beef and in lower prices to consumers?

(See pp. 58 to 60.)
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CHAPTER 1

INTRODUCTION

Beef is important to consumers because it is a diet
mairstay and is a chief source of protein. Each year,
consumers spend about one-fourth of their food budget
on meat. Of this amount about 60 percent is for beef which
in 1977 totaled an estimated $27.8 billion. 1/

Beef production has spiraled in the past two decades
in response to strong consumer demands. In 1977 beef
consumption, which had doubled in the past 25 years, was
at 93 pounds--retail weight--per person. (See app. I1I.)

Although beef prices remained relatively stable since
1973, the year of price countrols and boycotts, record levels
were reached in the first half of 1978. 1In June 1978 retail
prices for Choice beef were up almost 33 percent from a year
earlier. The annual average price per pound of Choice beef
was at §$1.46 per pound in 1974, $1.55 in 1975, $1.48 in 1976,
and $1.48 in 197'. The average price had risen to $1.95 per
pound by June JJ78. Industry analysts expect a continued
retail price rise throughout 1978 and, most likely, into
the 1980s as a result of the "liguidation phase" of the
cattle cycle. (See p. 8.)

Critics in the beef industry and consumers have “ecently
raised a number of issues about the marketing system which
which may be adversely affecting the various segments of
the beef industry. Prompted by concern about these problems,
the Congress has inquired into such areas as the beef price-
ing mechanism, the use of cattle feed additives, and the
issues of beef imports and transportation costs. (See

app. I.)

This report presents an overview of the beef marketing
system. This overview briefly describes the marketing
system from cattle producer to consumer, highlighting some
major concerns and issues affecting the system. We
believe appropriate Federal agencies, the beef industry,
academicians, and others concerned with the efficient
operation of the industry and beef prices should consider
the guestions we have noted in the study.

v—

1/ Based on the average retail price of Choice grade beef
and does not attempt to account for prices of other
grades or the value of away-from-home consumption,



SCOPE OF STUDY

During this study we reviewed cong.essional hearings
an¢ Government and academic studies related to the beef
industry. We also interviewed Government officials from
several agencies within the United States Depar tment of
Agriculture (USDA), ac well as officials of the Federal
Trade Commission (FTC), the Justice Department, and the
Commodity Futures Trading Commission (CFTC). 1In the private
sector, we spoke with representatives of all segments of
the industry including producers, feeders, packers, retailers,
and consumer representatives. Further, we examined current
litigation concerning the beef industry.



CHAPTER 2

THE BEEF MARKETING SYSTEM

EVOLUTION

In the m.d to late 1800s, cattle were marketed by
dealers who purchased the animals from ranchers and sold
them to packers around the Nation. Cattle were herded
great distances, causing weight losses and injuries. With
the advent of railroads, cattlemen could move their herds
shorter distances to railheads for shipment to large
terminal markets.

A terminal market is a public auction, near an estab-
lished transportation center, which contains physical
facilities for caring for and marketing animals. Packing
plants, located adjacent to these markets, purchased about
90 percent of their cattle through the 80 terminal markets
during the 1920s.

Terminal market sales were not as advantageous for
cattle producers as they were for packers. Producers usually
had to ship animals some distance to these outlets. Moreover,
they rarely had enough market information to adequately
judge the value of their animals.

When trucks began competing with railroads in movin
cattle to market, however, producers were no longer tied
to the fixed rail system to move their animals. Truck trans-
portation facilitated geographic dispersion of the industry
and movement away from terminal markets.

In the 1920s local auction markets developed.
These markets allowed the producer a greater role in the
cattle sales. Ip 1930 approximately 200 local auction
markets existed in the United States. By 1975 however,
the number had risen to approximately 2,000, with packers
purchasing 20 percent of their cattle through these markets.
There has been a correspcnding decline in the use of the
terminal market. The number of cattle purchased at the
remaining 30 terminal markets had dropped to 14 percent by
1975. The decrease in use of railroads and increase in
trucking contributed to the decline of the terminal market.

The auction sale of cattle declined markedly from 90
percent in 1920 to 34 percent in 1975. The evolution of
the feedlot and the relocation of the packing house, near
feedlots, facilitated the growth of the direct sale of
cattle.



Until the late 1940s most cattle marketed in the United
States were fed on grass or forage. But as cattle feeders
hegan feeding cattle on excess grain supplies (finishing),
the American consumer demonstrated a desire for this grain-
fed beef, and grain feeding of cattle became an integral
part of the beef system. In 1977 the cattle feeding
industry included about 132,000 feedlots, most of which
were extremely small farmer-feeder type operations of 100
cattle or less. But there were a few large operations among
these feedlots. By 1977, 1.4 percent of the feedlots
marketed 68 percent of the cattle.

After World War II, the evoluation of modern refrigec-~
ated transportation permitted the packing industry to decen-
tralize its operations by moving the packing plants to live-
stock feeding areas. Now packing plants could purchase live-
stock directly from farmers and feeders either at auction
markets or by bypassing the markets. Direct sales enabled
packers to easily purchase large quantities of animals to
meet their increased slaughter capacities.

During this period of growth and the relocation of
feedlots and packers, changes were also occurring in the
retail segment of the beef industry. Before 1940 butcher
shops were the primary beef outlets. After USDA grades
became prevalent, however, the retailer could better
define the quality of meat he wished to buy. Now retail
chains could assure product uniformity, and they began
of fering self-service meat counters. 1In 10 years the number
of self-service retail store meat counters rapidly increased
from 10 in 1944 to 11,500 in 1954. Chain retail supermarkets
also began to take progressively larger portions of retail
food sales, including beef.

Retail Chains' Share Of Grocery Sales

Percentaae of

Year Sales by chains total grocery sales
" "billions
1930 $ 3 32
1940 3 35
1950 10 37
1960 20 38
1970 42 48
1976 71 47

Dramatic changes in beef marketing have occurred in the
past decade. Retail chaians have entered meat processing
and new kinds of packer/processors have specialized in



"boxed beef."l/ Further, technological innovations may have
helped lengthen product shelf life.

CURRENT MARKET BY SEGMENT

The beef marketing system includes: cow-calf producers;
feedlots; middlemen (slaughterers, breakers, institutional
sales, retailers); and, ultimately, the consumer. The
following chart shows the major segments of the marketing
system:

MAJOR BEEF MARKETING SEGMENTS

PRODUCERS
(RANCHERS, BREEDERS,
STOCKMEN)

FEEDLOTS
(CUSTOM, COMMEPR.CIAL,
FARMER-FZEDERS)

MEAT PACKERS
{SLAUGHTERERS,
BREAKERS, PROCESSORS)

HOTELS, RESTAURANTS,
NETAIL CHAINS INSTITUTIONS

[. CONSUMERS

1/Boxed Beef--Under this method, the carcass is broken down
~ into progressively smaller cuts, and vacuum packaged

and boxed. This process greatly extends the storage

life of the cut-up beef.




Cattle producers

YEEDLOTS
(CUSTCM. COMMERCIAL,
FARMER-FEEDERS)

MEAT PACKERS
(SLAUGHTERSRS,
BREAKERS, PROCESSORS!)

T~

| HOTELE. RESTAURANTY,
RETAIL CHAINS INSTITUTIONS

CONSUMERS

The initial beef marketing phase includes small,
geographically dispersed producers. (See app. V.) A typical
cattle operator feeds calves on grass, forage, and grains to
weights of approximately 600 to 700 pounds. The operator may
then decide to send his calves to early slaughter as baby
beef or veal, grass feed them to maturity, deliver them to
feedlots for finishing (fattening on grains), or retain them
for herd expansion. The chart on p. 7 illustrates the basic
options producers have in marketing cattle.



CATTLE PRODUCERS' DECISIONS

cow
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BREEDING

OR
MARKETING

BREEDING

BREED ~OW

AFTER 1 YEAR, COW
AND 3 MONTH CALF

!

— Cow CALF

1€

CALF
VALUE
GREATER AS CALF TO
VEAL OR MARKET
FEEDING FOR
SLAUGHTER?
FEEDING FOR SLAUGHTER
HEIFER STEER '
REEDIN 1S
SRE S /MEIFER
FORAGE VALUE
FEED GREATER
FOR2 | FOR BREEDING
YEARS OR FEEDING?
FORAGE
FEEDING FEED FOR |
1 YEAR
DENGE FEEDLOT
CSE,%‘.’,:{',‘,’;S FINISHING TO MARKET




The cattle cvcle

Supply fluctuations have been a continuous phenomenon
in the beef industry. The cattle cycle works in the follow-
ing manner. When the supply of cattle is low, farmers get
high prices for their animals. Motivated by the higher
prices, producers increase herd size by withholding heifers
from slaughter and using them for breeding. This with-
holding of heifers further reduces an already limited
supply of cattle available for slaughter and prices rise
accordingly. This price spiral continues for several
years until the calves from the expanded herd are ready for
marketing. When the producers have decided to expand their
herds, they have little control over the producticn time-
table as it takes from 2 to 3 years to raise, feed, and--
ultimately--market cattle.

After the herds have been expanded, too many cattle
become available for market, resulting in lower prices paid
to producers. Cattle producers inevitably reduce herd size,
sending breeding stock to slaughter, thereby flooding the
market and further reducing prices. As a result of this
"liquidation phase", supplies eventually beccme depleted
and, predictably, prices rise. Once again, producers expand
herds and the cycle repeats itself.

Cattle cycles have been observed and racorded since
the late 1800s. Historically these boom and bust cycles
take 10 to 16 years to complete. The chart on p. 9
illustrates the cyclical fluctuations of cattle supply:



CATTLE CYCLES: 1896-1975
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Market observers believe that cattle began flooding
the market again about 1975, pushing prices down at pro-
ducer and feadlot levels. For about the past 3 years, -
cattle pioducers have been cutting back their herds in
response to the low beef prices and poor range cond‘ ions,
As the size of the cattle herds decreased, per cap . »oseef
supplies became less and prices rose. Prices will - ely
continue to rise and remain high until producers i.._.ease
their herds. This may take a few years, because of the
time needed to raise new animals.

Feedlots
PRODUCERS
(RANCHERS, BREEDERS,
STOCKMEN)

MEAT PACKERS
{SLAUGHTERERS,
BREAKERS, PROCESSORS)

RETAIL CHAINS HOTELS, RESTAURANTS,
A INSTITUTIONS
el
CONSUMERS

In the 1940s when most cattle were pasture- or range-
fed, commercial feedlots were virtually unknown. But the
technological developments described earlier changed all
that.

Today cattle weighing 600 tc 700 pounds are fed at
feedlots on grain and feed additive diets until they reach
slaughter-ready weight of about 1,050 pounds. As of 1976
about 56 percent of cattle slaughtcred were feedlot-fattened.

10



Feedlot sizes range from small farmer-feeder type
operations with less than 100 head capacity to the large
commercial feedlots with 20,000 to 30,000 head capacity or
even greater,

Since the profit made by feedlots is based o weight
gain, feedlot operators could choose, rather than buying
cattle, to charge fees for fattening animals owned by
others. This reduces their risk by not requiring large
capital investments. All cattle in the feedlots, therefore,
may not be owned by feedlot operators. The prucess of feed-
ing cattle owned by others is known as "custom feeding."

Packers/processors

PRODUCERE
(RANCHEN" BREEDERS.
8TL @ JEN)

FEELLOTS
{CUSTOM, COMMERCIAL.
FARMER-FEEDERS)

SRR MEAT PACK BoS

R SLAUGHTERE
i BREAKERS, PROCESSORE

. HOTELS, RESTAUAANTS,
RETAIL CHAINS INSTITUTIONS

CONSUMERS

Once in the ..ands ¢f the packer/processors, the 1,050~
pound animal is slaughtered to a carcass weighing approxi-



mate.y 600 pounds.l/ This carcass is broken into two
sides, each having eight major cuts known as primals.

The carcass may be sold to a processor for further fabri-
cation (breaking, packaging, etc.), or the packer may
choose to process the carcass.

For many years, the packers' major product was the
side of beet, which was delivered directly to the retailer.
Large retail chains have recently established warehouses
to further process the carcasses before distributing
products to their retail stores. Many large packers have
responded by marketing some of their own output as packaged
boxed beef cuts.

Hotels, Restaurants, and Institutions

PRODUCERS
{RANCHERS, BREEDERS,
STOCKMEN)

FEEDLOTS
{CUSTOM, COMMERCIAL,
FARMER.FEEDERS)

MEAT PACKERS
(SLAUGHTERERS,
BREAKERS, PROCESSORS)

RETA' CHAINS

CONSUMERS

1/The balance of weight is in byproducts. All products
other than carcass meat are byproducts, such as bones,
hides, skin, fats, hooves, and blood. Byprodacts have
become an important profit item to packers. In fact,
the sale of byproducts can determine profits or losses.

12



The hotel, restaurant, and institution (dRI) segment
of the beef marketing system provides meat in ready-to-eat
forms. The HRI segment is comprised of commercial food
service establishments (restaurants, cafeterias, etc.), school
cafeterias, military mess halls, and clubs and other govern-
ment-operated programs. Of the approximate 535,000 HRI estab-
lishments, 364,000 are commercial food service businesses.

About 25 percent of all beef is mar.>ted through
commercial eating establishments. Two out of five meals
are eaten away from home now, and by 1980 half of all meals
are projected to be consumed outside the home.

Retailers

PRODUCERS
{RANCHERS BREEDERS
STOCKNEN:

FEEDLOTS
'CUSTOM COMMERC) AL
FAPLED EEEDERS-

MEAT PACKERS
SLAUGHTERERS
BREAKERS PROCESSORS

HTTELS RESTAURARTS
INSTITUTIONS

/

CONSURAE RS

Major distribution for the beef marketing system is
done by the Nation's 184,000 retail grocery stores. More
than $153 billion in sales was reported for 1976.

Beef was once distributed to grocery stores in car-
cass form and divided by the butcher into consumer cuts.
But high costs have moved many cutting operations out of
retail stores. Today about 72 percent of the beef sold by
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retailers in the United States is precut before it arrives
at local markets for final cutting and packaging into
consumer units.

The retail display life of fresh beef is important to
retailers. Vacuum packaging of major cuts may increase
storage life, but, once in retail cases, beef will only last
about 2 to 3 days before color changes make it less visually
desirable.

Beef merchandising, meanwhile, varies greatly among re~
tailers. Most retailers prominently display notices that their
beef is USDA safety inspected, and some retailers sell beef
bearing the USDA quality grade. Other retailers may sell
store branded beef, hoping that the brand's reputation will
ultimately earn the same customer confidence as the USDA
grade. Still other retailers may sell beef without quality
grade or brand name labels.
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CHAPTER 3

MARKET CONTROL AND GOVERNMENT

RESPONSIBILITIES TO ASSURE

FAIR MARKET PRACTICES

Although there are three Federal agencies whose author-
ity includes assuring fair beef marketing practices, segments
of the beef industry have heen charged periodically,
both by the Federal Government and by those within the
industry, with price fixing and attempted monopolization.
Indications from the numerous court cases in litigation at
the time of our review (see app. IV), indicate that anticom-
petitive practices are of concern again.

MARKET CONTROL: A RECURRENT ISSUE

Genuine free market competition has never appeared to
be strong in this industry. As early as 1888 several meat
packing firms formed a pool and the Federal Government subse-
quently charged them with collusion to (1) fix prices and
and (2) divide and control livestock purchases and sales
territories. This packers' pool was partly responsible for
adoption of the Sherman Anti-Trust Act of 1890, (15 U.S.C. 1
et seg. (1976)), which made any combination restraining
trade illegal.

But antitrust laws did not deter the packers, and by
the early 1900s the meat packing industry was controlled
by five firms. 1In 1917, as public criticism, court actions,
and proof of restrictive practices accumulated, President
Woodrow Wilson ordered an FTC investigation. After an 18-month
investigation, the commission reported that it found conclus-
sive evidence of extensive economic concentration in the
industry: five packers--the "big five"l/ -- controlled the
Packing industry by (1) owning transportation and distribu-
tion networks, (2) being involved in wholesaling and stock-
yards, and (3) possessing interests in market and price infor-
tion outlets and retail stores.

Soon after the publication of the FTC report, an antitrust
action was filed by the United States against the five lezding
meat packers. The litigation resulted in the Packers' Consent
Decree of 1920 in which the big five consented to discontinue
retail meat sales and give up interests in public stockyards,

l/swift, Armour, Morris, Wilson, and Cudahy.
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railroad terminals, and market news outlets. The big five
were allowed to retain their warehouse and distribution
systems to support their primary business--meat packing.

Packers and Stockyards Act

Primarily as a result cf activities disclosed by the
FTC inquiry, in 1921 the Coigress passed the Packers and
Stockyards Act (7 U.S.C. 181 et seq. (1976)). The act regu-
lates the busine«s practices of those engaged in livestock
and live poultry marketing and meat and poultry packing in
interstate and foreign commerce. The basic objective of the
act is to assure that the market remains competitive. In
part, the act prohibits packers and livestock dealers from:

--engaging in unfair, discriminatory, or
deceptive practices;

--manipulating or controlling prices, creating
a monopoly, or restraining commerce; or

--conspiring to apportion territory or manipulate
prices.

The Packers and Stockyards Administration (P&SA) was subse-
quently established within USDA to carry out the provisions
of the act.

Other primary Federal agencies having responsibilities
to insure beef industiy competition are the Justice Depart-
ment and FTC. These agencies are discussed later in this
chapter.,

Other Federal agencies, such as the Food and Drug
Administration, Commodity Futures Trading Commission, Food
Safety and Quality Service, having regulatory responsibili-
ties involving feed additives, commodity futures, beef
safety and quality, and which affect the makeup of the
industry, are discussed in later chapters. These agencies,
however, are not directly responsible for insuring competi-
tion.

RENEWED CONCERN OVER
INCREASING MARKET POWER

The Consent Decree of 1920, aided by changing economic
conditions, restricted the growth of the original big five
packers. 1/ New industry giants have come into being, how-

1/ In 1923 Morris was absorted by Armour & Co.
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ever, raising the possibility of increased market concentra-
tion levels.

A series of interrelated actions have occurred during
the past decade. New slaughtering firms, located in cattle
feeding areas away from the terminal stockyards, have
acquired an increasing proportion of the slaughtering busi-
ness. Bypassing the traditional distribution network
and selling directly to the retailer, these plants have
cut middleman and transportation costs.

With locational changes came a second economic develop-
ment: plant specialization. Since the 1960s many packers
have begun to specialize in single-specie slaughter plants
(either beef, lamb, or pork) rather than the traditional
multispecie combination of beef, lamb and pork. Some firms
have become dominant industry forces primarily due to their
lerge capacities and improved slaughtering efficiency.

Market concentration

Although market concentration has been present in the
beef industry for over 80 years, the four-firm concentration
level 1/ in the packer segment in recent years seems to be
decreasing, as shown below.

Top 4 Packers' Percentage of
Cattle Purchases To Total Commercial Slaughter

1967-1976
Year Percent
1967 22.21
1968 21.49
1969 22.95
1970 21.33
1971 21.41
1972 22.26
1973 22.79
1974 20.91
1975 19.27
1976 19.57

1/When four firms together control in excess of 50 percent
of the market, some economists believe oligopolies--or
shared monopolies--begin to exist. The four-firm concen-
tration level is used as an index of market concentration.
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Based on the figures above, the national market for
beef at wholesale may be regarded by some economists as com-
petitive, however, procurement of livestock is localized.

In fact on a regional or local level, four-firm concentra-
tion ratios are quite high. For example, the Director,
Industry Analysis Staff, P&SA, in testimony before the Sub-
committee on SBA-SBIC Legislation, House Small Business
Committee, in June 1975 noted that

"k**xfor the 25 largest fed-cattle slaughtering states,
accounting for 96 percent of fed-cattle slaughter,
weighted average market shares at the four-firm
level were about 56 percent in 1969, 55 percent
in 1870, 59 percent in 1971, 62 percent in 1972,
and 64 percent in 1973."

In these concentrated market situations, the livestock
market buyers have more market power than sellers. Decisions
of a single packer to buy or not to buy cculd affect prices.
Similar decisions of a s1ngle seller may have no price
effects at all. It was in this environment during 1972 and
1973 that P&SA became concerned that some packers were
acquiring or making plans to acquire custom feedlots.

Packers owning custom feedlots may have cattle on
feed for eventual slaughter in their own packing plants and
may also be feeding and selling cattle for others. This
could give the packer an undue advantage, as they have access
to price information involving cattle they do not own but
for which they are selling agents.

P&SA lacks authority over feedlots

Possibly due to the new economic developments, P&SA
recognized the potential for renewed anticompetitive activi-
ties and, in 1974, moved to discourage packers from acquir-
ing fxnanc1al interests in custom feedlots. Responding to
the anticompetitive effects of this type of integration,
P&SA prohibited--under regulation--dual ownership of custom
feedlots and packing establishments.

But P&SA's attempt to extend its authority over custom
feedlots suffered a legal setback. 1In a civil suit 1/
challenging P&SA's authority over feedlots, an appellate court

1/S50lomon Valley Feedlot, Inc. v. Butz, 555 F.2d 717
(10th Cir. 1977).
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held that the wording of the Packers and Stockyard Act, as
amended, did not include feedlots and that feedlots did not
engage in activity that Congress intended to regulate. The
Court ruled that feedlots were not subject to the act.

P&SA's 1974 requlation had specificalLly disallowed
interlocking ownership of feedlots and packers, however, the
result of the court decision seems to permit continuing
cross-ownership of packing plants and custom feedlots. 1In
effect, P&SA no longer has the means to enforce its pro-
hlbltlon of this type of integration.

FEDERAL RESPONSIBILITY TO ASSURE
FAIR MARKET PRACTICES

Three principal agencies, P&SA, Justice Department,
and FTC, have responsibilities for assuring that unfair
preferential treatment, territorial apportionment, price
manipulation and control, and other unfair methods of
competition, do not occur in the beef industry. P&SA is
responsible for oversight of the beef industry through whole-
sale operations, which can include central cutting and/or
distribution centers that retail food chains operate to
supply individual stores. FTC has jurisdictional responsi-
bility at the retail level to identify competitive problems
which may be resolved through approprlate antitrust law
enforcement initiatives. Justice is respon51b1e for handllng
enforcement for P&SA. All three agencies can perform inves-
tigations, however, only Justice and FTC can prosecute anti-
trust law violations.,

Recent actions by
Federal agencies

At the time of our review P&SA was engaged in a beef
pricing investigation requested by Members of Congress.
The investigation was to determine if the present price
reporting system--discussed in chapter 4--is capable of
being manlpulated and, if so, if it is belng manipulated.
This study is expected to be completed in the fall of 1978.

Although FTC has undertaken various economic studies
involving the food industry, the commission is not organized
along commodity lines, such as beef, pork, and has not looked
specifically at beef marketing.

Normally, the Justice Department does not make public
announcements of antitrust investigations which do not result
in criminal indictments, the filing of a civil complaint, or
administrative action by the Department. One recent
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investigation, however, resulted in a Federal grand jury
indictment of nearly all the major meat packing companies in
the Los Angeles area on charges of engaging in price fixing
tactics. Stiff fines were subsequently levied in July 1978
against most of the companies. (See p. 28.)

Market control remains
a _prominent 1lssue

As discussed earlier packers appear to be obtaining
pricing advantages through increased regional and local
market shares. Packers and feedlots are merging, and
P&SA believes this action can affect competition within the
industry. Market power issues are not limited to activities
within the packer segment, however.

Retailers have begun to give packers specifications for
animal type, weight, quality, and trim. The impact of the
retail chains' decisions is felt throughout the system as
packers generally buy cattle for slaughter according to the
retailers' specifications.

The concern over retailers' market power is evidenced
by recent class action suits of ~attlemen and feeders
charging certain retailers with apportioning meat purchases
and dividing marketing territories. (See app. IV for listing
of recent lawsuits.)

At the time of our review, the beef marketing oversight
agencies did not appear to be allaying the many concerns
about the threat of new economic concentration in the beef
industry.

ISSUES FOR CONSIDERATION

Some of the current issues of the beef industry clearly
involve concern over market competitiveness and the impact
market power/concentration may have on prices. Concentration
ratios are one measure of competition, however, certain
trends, such as vertical integration and increasing market
power of retail chains, are apparent which may further
affect the industry structure.

In this connection, these guestions should be consid-
ered:
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~--Are certain segments of the beef industry
exercising and extending undue market power
and contrcl over other segments? If so, how
prevalent is the practice and what impact
does it have on price? On other marketing
segments? What action in addition to ongoing
investigations, etc., shculd the responsible
Federal agencies be taking to help further
insure a competitive market?

--Should the Packers and Stockyards Act be

amended to provide P&SA with authority
over feedlot operations?
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CHAPTER 4

——

PRICING PRACTICES AND PROBLEMS

Accurate and up-to-date sales information is an
essential part of a truly competitive market system. But
the current beef marketing system functions largely in an
information vacuum. Worse, mary in the industry, such
as producers, feedlot owners; and market economists, believe
that what information is available is often unusable and
unreliakie and open to manipulation through incomplete
and false reporting. Inaccurate information could be
contributing to the growing noncompetitive trends and
litigation in the beef industry.

Economic power appears unegqually divided in the beef
industry. Producers claim that they have considerably less
market power than packers and retailers. Producers have
alleged in legal actions that

--retailers and packers effectively determine
prices paid to producers for live cattle,
producers have no choice but to accept these
prices, and

-~price infcrmation used by retailers and packers
to determine these prices has been manipulated
by the packers and retailers. (See app. 1Iv.)

Because the integrity of the beef information system is
essential in maintaining free market conditions in the beef
industry, it is worthwhile to examine the current pricing
system and the quality of the price information.

INFORMATION SOURCES--WHAT'S ACTUALLY AVAILABLE

There are three major sources of daily market informa-
tion in the beef marketing system. The most widely used
source 1s The National Provisicner's "Daily Market and News
Service," commonly known as "The Yellow Sheet." The Yellow
Sheet repcrts wholesale prices for such items as live cattle,
beef carcasses, primal beef cuts, and beef variety meats.
The Yellow Sheet reports that its news service reflects
the level of the market at the close of the trading
day, based on daily contacts with sellers, buyers,
and brokers. The Yellow Sheet does not report sales
volume and does not distinguish sales made between
two packers from those made betweer packers and retailers.
The failure to distinguish sales types and volumes has made
the Yellow Sheet vulnerable to price manipulation charges.
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The second source of information, "The Meat Sheet,"
provides information similar to Yellow Sheet information
and also distinguishes sales reported between packers.
Because the Meat Sheet has only been published since August
1974 it has not been widely accepted in the beef industry.
Both the Yellcw Sheet: and the Meat Sheet are private publi-
cations, distributed on a paid circulation basis.

The third major source of daily market information is
the Department of Agriculture "Market News."™ The Market
News is a free service, providing information in its weekly
publication and in daily prices over radio, television, and
wire services.

Prices for the Market News are collected from livestock
markets and some wholesale centers. The reported prices
cover slaughter and feeder cattle, carcass meats, and primal
wholesale cuts. Rather than reporting just single closing
prices, as in the Yellow Sheet, USDA also reports estimated
current day slaughter and weekly meat production as well as
a range of prices.

The National Cattlemen's Association (NCA) publishes
weekly market information. The NCA "Cattle Fax" provides
current and long-term market information. According to NCA,
the publication is to allow better management and marketing
decisions. The newsletter reports some live and processed
meat prices as well as market projections.

EVOLUTION OF CURRENT SYSTEM

Because of an increase in competition brought about by
the consent decree (see p. 15), wholesale trade expanded
during the 1920s. It then became apparent to packers that
some means Of price communication was necessary. As a result
the then-President of The National Provisioner formed the
Yellow Sheet. Pork prices were reported in 1923, and around
World War II, beef prices were added. The Yellow Sheet
reported prices collected at the large terminal markets.

When most cattle were marketed through terminal markets,
reported prices were based on auction market sales and were
usually accurate. During the next few years, however, cattle
marketing moved away from terminal markets and into local
auction markets and direct selling. Today about 80 percent
of the slaughter cattle in the United States are purchased
directly from ranchers, farmer-feeders, or feedlots, with few
cattle moving through terminals or auction markets.

The increase in direct sales has a serious impact on
the availability of cattle prices. Unlike terminal and
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auction market sales, prices paid in direct sales of live-
stock are not public informatior. This means producers,
packers, retailers, and consumer researchers often lack the
information necessary to accurately determine cattle values.

The system is further weakened because packers often
determine direct purchase prices for cattle using percent-
ages of the daily Yellow Sheet price. (The Yellow Sheet
reports only a small part of the total meat transactions.

See p. 25.) Cattlemen, who must deal with local packers or
assume prohibitive transportation costs, are forced to accept
packer prices. As will be shown later, the information used
by these packers to establish Prices may not reflect actual
market values.

Packers and processors set their processed beef prices
through open market trading ur formula pricing. 1In open
market trades, the parties negotiate prices based on supply
and demand conditions. 1In formula pricing, however, the
parties agree to a formula based on figures reported by a
specific market information service, usually the Yellow
Sheet. The price for a sale, for example, would be the
Yellow Sheet price next Tuesday plus $1.50. Formula pricing
is the prevalant means of setting prices in the industry.

It is interesting to note that the Yellow Sheet pre-
dominates in the setting of prices in the beef system, even
though the Market News and the The Meat Sheet provide mo.e
information than The Yellow Sheet. The beef industry is
highly traditional, however, and the Yellow Sheet has been
accepted for many years as the price setting mechanism.

PRICE INFORMATION PROBLEMS

The current industry reliance on formula pricing has
resulted in two major concerns: inadeguate price informa-
tion and the Susceptibility of pricing information to manip-
ulation._l_/

Quality of iniormation

Many producers and feedlot operators complain that
Yellow Sheet prices are not useful in developing accurate
price information as to cattle value. The problem arpar-
ently lies with the Yellow Sheet price collecting system.

1/For additional information on this and related subjects,
see GAO report entitled "Marketina Meat: Are There any
Impediments to Free Trade?," CED-77-81, June 6, 1977.
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Because the Yellow Sheet purports to print only open
market trades verified by both buyers an” sellers, two
problems are created. First, accurate and complete
sales reporting is not mandatory, therefore, buyers and
sellers may report only those prices they choose. Second,
open market sales corstitute cnly a small pcstion of all
b ef sales. About one quarter of all wholesale beef is
traded on the open market, while the remainder is traded
using formula pricing. Use of formula pr:cing is believed
to be increasing.

Moreover, industrv sources estimate the Yellcw Sheet
actually picks up and reports five pzrcent or less of total
meat transactions with the result that only a smail percent-
age of U.S. beef sales sets the prices fo: almost all other
beef sales. A major chain in the south which uvses formula
pricing, for 2xample, never affects the Yellow Sheet gquoted
prices because the Yellow Sheet does not report such formula
prices. In addition some of the largest chains in the
United States do not report prices to tne Yellow Shecet at
all.

The quality o. pricing information is further subject
to question because many Y2llow Sheet prices come from meat
brokers at terminal navkets and other trades outside the
mainstream of tcans-<ctions. Terminal market sales often
involve poor quality animals and distress sales. These
szles become a major basis for the meat prices reported to
the Yellow Sheet, meaning that as a result, animals with
reduced value are all that may be reported by the price
news outlet. The high quality animeals sold by feedlots
directly to pack ng houses may often bypass the Yellow Sheet
reporting system

The Yellow S =2¢t is primarily used for sales among
packers, processois, and retailers. The entire industry may
be susceptiblz to the sheet's influence., however, because
it is used as a gu'de to prices paid all along the beef
marketing chain.

Potential for manipulation

Meat industry sources have suggested several manipula-
tion possibilities, including:

--Packer "A" sells 20 car. 2ads >f beef to a retail
chain to !e delivered :0 their centcal meat
distribution center the following veek in incre-
ments of five carloads a day. The price of the
20 carloads is to be based on the Yeliow Sheet
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price on Thursday of the shipping week. Then on
Thursday afternoon of the shipping week, packer
"A" calls packer "B" and buys two carloads at 1/2
cent per pound over the current days' reported
market level. Packer "A" can now report this
price as a closing transaction to the Yellow Sheet.
The price the Yellow Sheet publishes for that
Thursday could reflect this transaction by being
1/2 cent per pound higher. Thus packer "A" will
have increased the price the retailer pays for

all 20 carloads. Given an estimated 40,000

pounds per carlcad, the sales price of each

carluvad could be increased by $200 for a total

of $4,000.

--A packer and a processor negotiate a 1l5-carload
transaction at 60 cents a pound, but the packer,
with heavy sales orders scheduled that day at
the Yellow Sheet price of 62 cents, does not want
to lower the market just before the close. So
the packer sells 10 carloads at 59 cents and the
remaining 5 carloads at 62 cents. The payment is
the same as if the 15 carloads had been sold at
60 cents, but this way the Yellow Sheet price stays
high because it can be told that the last trans-
action was 62 cents.

--A packer will sell meat to a processor at less than
the Yellow Sheet price on the condition that the
lower price not be reported to the price information
outlet,.

By such methods, carefully manipulated sales could be
determining prices paid for live cattle and wholesale meat
throughout the beef system.

West coast pricing

West coast prices are not normally based on formulas.
Industry sources have indicated that west coast beef prices
are based on prices paid by a single retail chain since most
other western packers and retailers follow this chain's lead.
After this chain, which uses the offer-acceptance method of
buying beef, accepts bids for the week, packing houses use
this as a basis for establishing prices to other retailers
and processors for the remainder of the week and early the
following week. The potential then exists for setting and
controlling prices on the west coast. Further, because the
west coast is a beef-deficient area, beef raised on the west
coast normallv stays on the west coast and is supplemented
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by other areas. A spokesman for the Yellow Sheet has stated
that because California beef is actually outside the U.S.
open market system, the Yellow Sheet does not report prices
of beef sold in California.

LEGAL ACTION--CASES AGAINST
PACK<RS AND RETAILERS

In the past few years cattle producers have brought a
number of civil actions against packers and retailers,
challenging the validity of the pricing system and the price
information mechanism. Most of the court cases were consol-
idated in the U.S. District Court for the Northern District
of Texas. In re Beef Industry Antitrust Litigation, M.D.L.,
No. 248 (N.P. Tex. 1977.) (See app. 1IV.)

Producers and feeders who are plaintiffs in these anti-
trust actions charged that the retail chains

"* * * have engaged * * * in an unlawful combination
and conspiracy in unreasonable restraint of * * *
interstate trade and commerce in cattle and fresh,
frozen and processed beef, and have engaged * * *

in an unlawful combination and conspiracy to monopo-
lize * * * such trade and commerce in violation of

* * * the Sherman Act (15 USC Section 1 and 2)."

The Federal judge presiding over this litigation
decided to dismiss the cases against the retail chains in
light of a recent Supreme Court decision.l/ Attorneys for
several plaintiffs have already indicated, howewvcr, that
they will appeal the judge's decision. In addition to the
possible appeal of the Court's dismissal of the cases,
proposed congressional legislation may overturn the
Supreme Court decision 2/.

1/I11linois Brick Company Co. v. Illinois, 431 U.S. 720
(1977). The Court held that indirect purchasers in a
marketing chain could not sue for damages, only direct
purchasers could sue for damages under the Clayton A<t
(15 U.S.C. 15 (1976)).

2/Bills (S. 1874 and H.R. 8359), introduced July 15, 1977,
would anend the Clayton Act to allow persons injured
"directly or indirectly" to sue for damages. This amend-
ment, if passed, would overturn Illinois Brick and would
apply retroactively to actions pending on June 9, 1977--
the date Illinois Brick was decided--and those filed
thereafter.
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Other suits brought against the major packers which
were not dismissed allege the packers have agreed to

"* * * manipulate the * * = prices of beef reported
in the "Yetlow Sheet", which in turn has been used
as a basis for exacting unreasonably low prices

for live cattle * * * (and) agree to quote
substantially identical bids for live cattle * * k"

Pretrial hearings on the cases against the packers had not
been held at the time of our review.

Legal actions have also been filed in other courts. 1In
Southern California a Federal grand jury indicted most of
the major meat packing companies in the Los Angeles area,

10 corporate officials and their trade association on
charges of engaging in price-fixing tactics from 1965 until
1974. The indictment, which was based on a complaint filed
by the Justice Department's Antitrust Division, charged that
the defendants artifically increased and stabilized the
prices of carcass beef sold to retailers and others. 1In
July 1978 a Los Angeles Federal judge levied stiff fines--
many of them $50,000--against mcst of the companies, which
had pleaded no contest to the charges.

In Washington State, cattle feeders have charged local
packers and retailers with conspiring

" * * * to fix, manipulate, control, and regulate
prices paid * * * for fed cattle * * *; (and) to
fix, manipulate, control, and requlate prices
charged to rstaii customers for beef * * "

At the time of our review these court cases had not been
decided.

POTENTIAL MARKET SOLUTIONS

Some marketing methods that could alleviate formula
pricing and price manipulation problems are: electronic
marketing systems, such as tele-auctions; a return to open
market trading, perhaps safeguarded by Federal restrictions
on formula pricing; forward contracting of cattle sales; or
vertical integration.

Tele-auctions

In tele-auctions, producers or feedlot operators sell
cattle through an automated process, such as a tele-terminal,
telephone, telegraph, or cloced circuit television system,
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without moving the animals from their pens. Buyers con-
nected by the nationwide or regional system then bid on the
cattle. Tele-auctions have been tried in the United States
with varying success and have been successfully used for hog
sales in Ontario, Canada. The tele-auction system in Canada
resulted in substantial savings in transportation, handling,
and losses due to shrinkage and bruising.

A report on tele-auction systems prepared by a producer
organization suggested that such systems could

--materially improve market competition and
the bargaining position of the producer,

—-result in savings of $38 to $60 per head,

-~-improve market performance by smoothing out
gluts and shortages,

-~improve accuracy of price and supply
information, and

—-reverse the present trend toward formula
pricing and provide a truly competitive
beef market.

Economists and industry sources have stated that a
tele-auction system, perhaps in conjunction with a ban on
formula pricing, would be effective in strengthening the
competitiveness of the pricing system and would enhance in-
formation gathering.

But the tele-auction system also has disadvantages. A
primary problem is that both buyers and sellers must agree
to abide by the marketing system. Large packers may be
unlikely, however, to voluntarily accept marketing systems
which would decrease their bargaining power--a likely result
of improved market information to the producer. A second
problem is that the initial cost of developing and estab-
lishing a tele-auction system would be large, and problems
of determining ownership of the system would exist. A third
disadvantage is the inability to evaluate the animals in
person.

Open market trading

Another potential solution is a return to open market
trading, with possible restrictions on formula pricing.
There would be considerable industry opposition to open
market trading because of increased marketing costs and
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reduced operational efficiency. However, it could improve
pricing accuracy and effectiveness.

Other market alternatives

Other marketing alternatives suggested by industry
sources include the following methods.

~-Direct to-retail sale method. Feedlots would
sell their cattle directly to retailers who would
then have the animals custom slaughtered, thereby
avoiding the packer marke .ing stage.

--Forward contracting system. Feeders and producers
would join to provide uniform quality cattle to
packers or retailers. Forward contracting would
facilitate financing for che feeders and guaran-
tee them set profits, although on a daily basis,
total profits could be reduced.

--Vertically integrated marketing method. Feeders
and producers would expedite marketing through
ownership of other productioa chain levels. At the
production level, for example, producing operations
and feedlots would be jointly owned.

Each of the above methods is a means of reducing risk
by predetermining a profit for cattle. Whether these methods
would assure a nore competitive market, however, is unclear.

USDA ACTION ENCOURAGES
ELECTRONIC MARKETING

USDA has begun encouraging a nationwide computerized
meat price reporting system that would be less vulnerable
to price fixing changes. Efforts are centered at the
USDA Agricultural Marketing Service. The agency will grant
funds to States to devise practical approaches for further-
ing the electronic marketing of farm products, including
meat. Persons or groups can also submit proposals for
possible money grants. At the time of our study, the
Agricultural Marketing Service was vlanning a symvosium on
various electronic marketing methocs.

ISSUES FOR CONSIDERATION

The beef marketing system information process is not
adequate for orderly, competitive marketing because it may
be open to manipulation and may not reflect selling prices
for cattle under truly competitive conditions. Under the
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current marketing conditions, producers claim that retail-
ers and packers have an unfair advantage. Several questions
include:

~--Should a national or regional marketing system,
such as tele-auction, which would insure competi-
tive marketihg of live cattle and processed beef
be instituted? 1If so, who should establish it?
Should it be accompanied by a ban on formula
pricing?

--Should a beef market information system, either
public or private, which would provide accurate
sales, price, and volume data on a daily basis,
to all segments of the industry be established?
by whom? If not, should reporting of cattle and
beef sales under the current system be made manda-
tory? 1If reporting was made mandatory, who would
receive and monitor th= reports?
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CHAPTER 5

BEEF_SAFETY AND QUALITY

Consumers are vitally concerned with beef wholesome-
ness and palatability. Wholesomeness includes all aspects
of safety and consumer health. Palatability generally refers
to meat-eating qualities, such as tenderness and flavor.

The Federal Government is responsible for assuring that
beef is wholesome and safe for human consumption so, USDA
inspects beef to make certain it comes from healthy animals
and is processed under sanitary conditions. The USDA Food
Safety and Quality Service (FSQS) administers a program
under the Meat Inspection Act (21 U.S.C. 601 et sed. (1976))
for preventing interstate shipment of meat products that are
unwholesome, adulterated, or otherwise unfit for human con-
sumption.

USDA also provides a service for grading beef carcasses
for quality and yield. Because this service is paid for by
pPackers and is a voluntary program to be used upon their
request, all beef is not graded.

The Food and Drug Administration (FDA) is responsible
for assuring that there are no potentially harmful residues
in the meat eventually purchased by consumers. FDA also
sees that animal feed additives are safe. Where animal drugs
are used, FDA must also approve the safety of any drug resi-
dues in the food. FDA is responsible for setting tolerances
for the residues, while FSQS does the actual testing of meat.

Whether these Federal agencies are really assuring beef
wholesomeness is questionable. This chapter discusses

--meat inspection,

--feed additives,

--beef consumption and health aspects, and
--beef quality grading standards.

WHOLESOMENESS

USDA inspection

USDA has been inspecting beef at Packing and processing
facilities for years to assure that the product is safe for
human consumption. The USDA inspection stamp indicates that

32



the meat came from healthy animals which were slaughtered
and processed under sanitary conditions.

Because USDA does not inspect meat at retail,
Federal inspection does not assure that the products are
handled under sanitary conditions at retail stores. Conse-
quently Federal standards do not assure that meat purchased
by consumers has not become contaminated by retail storage
and handling. Moreover, the USDA inspection stamp does
not assure that the meat is free from harmful residues or
that the products are beneficial to consumer health.

In this connection, there has been concern expressed
by various groups within the beef industry, the Federal
sector, and the consumer movement over the Federal Govern-
ment role in assuring that beef is safe. Issues directly,
or closely, related to inspection include establishment of
microbial standards for fresh beef, use of cattle feed addi-
tives, and the nutritional value of beef.

Another related issue concerns toxic residues, such as
pesticides and environmental contaminants in raw meat. Wwe
are currently reviewing Federal programs for regulating
toxic residues, and the results are expected to be published
later this year.

Microbial standards

Fresh beef, particularly ground beef, may contain a
number of bacteria/micro-organisms. The presence of
bacteria does not necessarily mean that the product is
unwholesome as many of the organisms are merely harmless
bacteria normally present in our environment. Because beef
may also contain organisms which represent potential health
hazards, however, microbiology may be considered one aspect
of food safety.

There has been much discussion recently about establish-
ing microbiological standards for fresh meat. A few States
and cities have adopted safety standards because they believe
them to be in the best interest of consumers. It has been
reported that the Oregon Department of Agriculture, for
example, established statewide bacterial standards for meat
and meat producte in 1971 and tightened them in 1973, belijev~
ing standards would

--improve sanitation and handling of these
products in retail markets,

--lower the number of bacteria in the products
sold to consumers,
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~-reduce risk to public health which was thought
by some persons to exist or potentially
exist, and

--improve overall quality of these commodities
available to Oregon consumers.

The Oregon Department of Agriculture subsequently
conducted a study of its program, however, and in early 1977
its Microbiological Regulations Review Committee concluded

--there was no evidence to show the standards
resulted in less risk of meat product foodborne
disease,

--there was no evidence to show there was any
significant change in the number of bacteria
found in meat and meat products,

--there probably was no significant change in
quality, and

--the cost was not justified because reduction in
risk to public health was not demonstrated.

The committee voted to recommer.d that the standards be
eliminated and concluded there was a need for training
and education of food handlers and consumers.

There are no USDA microbiological standards for retail
beef cuts or ground beef. One FSQS official noted that this
area is very complicated and only with a considerable amount
of research and sampling would the agency eventually propose
some yguidelines. 1In fact, two Federal agencies believe that
curbing bacterial growth problems is best handled with
increased consumer education about meat handling. One
agency, the Center for Disease Control (U.S. Public Health
Service), has recommended that cities and States establish
food handling educational programs. USDA concurs with this
approach, believing consumer and food service personnel edu-
cation to be a more useful means for controlling these
health hazards.

FDA also develops and supports vocational education and
public information programs relating to fuod safety, includ-
ing the promotion of sanitary training programs for food
service and retail food managers.
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The controversial use of feed additives

DES: a carcinogen

DES (diethylstilbestrol) is a synthetic drug which
stimulates growth and increases feed conversion efficiency.
Cattle feeders have found that the use of the drug saves feed
grain, is less costly, and is more effective than other
growth stimulants.

Use of DES Dbecame controversial when scientists estab-
-lished that it was a carcinogen, a substance causing cancer
in test animals. The "Delaney Clause," a 1958 amendment to
the Food, Drug and Cosmetic Act (21 U.s.c. 301, 348(a}3
(1976)) precluded the use of additives linked to cancer. In
1962, however, the Congress enacted an exception to the law
Permitting the continued use of DES, provided drug residues
could not be detected in edible livestock tissues.

To insure that such residues do not appear, FDA, as
part of its drug-approval process, includes a DES withdrawal
Period. This withdrawal Period was expected to allow the
drug to clear the animals' Systems before slaughter. The
drug was temporarily banned in 1973, when improved analysis
methods found traces of DES in calves liver--an edible organ.
The FDA then banned use of the additive even though no evi-
dence of the drug was ever detected in muscle or fat tissues.
FDA was subsequently required to lift its ban, however, after
a Feaderal appellate court ruled that FDA had not provided
drug manufacturers with opportunity for hearings. Hess &
Clark v. FDA, 495 F.2d 975 (D.C. Cir. 1974.)

DES can still be used today as a growth hormone.
Although withdrawal Periods have been extended to protect
consumers, FDA is still concerned. The FDA Commissioner
continues to press for a ban on the drug. In 1977 FDA held
hearings on the risks of using DES as a growth agent. It
is conceivable that another ban on DES will result from
these hearings.

Antibiotics

Another health concern is the role of antibiotics in
animal feeds. Antibiotics are used to promote growth and
Prevent or control animal diseases, but antibiotics used in
animal feed--such as penicillin and tetracycline--are also
used in treating humans. FDA is concerned that the use of
certain antibiotics in animal feed may lead to the develop-
ment of antibiotic-resistant bacteria in humans, redacing
the effectiveness of these drugs in treating human diseases.
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Although Great Britain restricted the use of penicillin and
tetracyclines in animal feeds in 1971, it was not until 1977
that FDA proposed restrictions on the use of these anti-
biotics in feed.l/

The FDA action has stirred considerable controversy.
Cattle producers and drug mantfacturers contend that the
effect on humans of antibiotics in animal feed has not been
conclusively established, and several Government studies are
undeirway. Until the results of these studies are known, how-
ever, it appears that the use of antibiotics in animal feeds
will likely remain controversial.

Beef consumption--health and
nutritional concerns

Within the last few years, much information on the
value of meat in our diets has been compiled. Red meat,
which is comparatively high in saturated fats and choles-
terol, has been associated with a number of major health
problems, including heart disease, stroke, and cancer.
Because meats account for about 40 percent of the total
tat content of American adults' diets, the link between
heart disease and meat consumption is a particular concern.

This is not a one-sided issue. Although some nutrition-
ists believe that eating leaner beef would improve health,
others argue that the link between eating beef and experi-
encing health problems has not been substantiated. These
nutritionists note that beef is a major protein source.

Before feedlots were developed, the beef that Americans
ate came from range-fed cattle. The beef was generally tough
and stringy and only contained a small amount of saturated
fat. Because large numbers of cattle came off ranges in
the fall and had nowhere to go except to slaughterhouses,
cattle marketing was seasonal. There was plenty of beef for
a few months and then consumers had to wait until the next
season. As farmers began to raise mcre grain than they
could use, they found they could put some of the range cattle

1/This action was in response to recommendations included in
our report entitled "Need to Establish Safety and Effec-
tiveness of Antibiotics Used in Animal Feeds" (HRD-77-81,
June 27, 1977). At the time of our review, FDA had
proposed restrictions on the use of penicillin in August
1977 and on certain tetracyclines in October 1977.
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into pens in the fall and feed them on roughage and excess
grain. Consumers could thern get better beef for longer
periods. It was almost by accident, therefore, that consumers
realized that beef from the farmer's pens was more flavorful
and more tender than range-fed beef.

As cattle feeders began raising cattle on grain
supplies, grain feeding, which increases marbling,l1/ became
an integral part of the beef marketing system. Today
Americans eat much more beef, and thic beef is marbled with
saturated fats. This consumer preference for well-marbled
meat has encouraged the production of "fat" cattle, which
are fed on grain diets. The meat of these animals becomes
marbled, with strings of fat developing between the muscle
fibers. Marbled beef is tenderer and more flavorful than
the meat of nongrain-fed animals because it is more fatty.

The increasing concern over the relationship between
diet and health problems prompted the Senate Select Committee
on Nutrition and Human Needs to suggest less animal fat con-
sumption by choosing leaner meats, poultry, and fish to reduce
saturated fat intake.2/ The Senate Select Committee also recog-
nized, however, that there is inconclusive scientific evi-
dence of altered diets providing protection from heart
disease and stroke, and that much controversy still exists
over the value of beef in our diets.

PALATABILITY AND QUALITY OF BEEF

Meat grading provides uniform standards for buying and
selling livestock and meat and facilitates the wholesale
exchange of meat. But packers, producers, and consumers are
concerned that Federal grading standards do not satisfy their
originally intended purpose. In tkis section we will examine
these concerns to assess the usefulness of the current grad-
ing system.

l/Marbling refers tc the flecks of fat within tae lean
muscle tissue of beef. Generally associated with the
juiciness, tenderness, and flavor of beef, the degree of
marbling is evaluated in the carcass ribeye, between the
12th and 13th ribs.

2/Senate Select Committee on Nutrition and Human Needs
report entitled "Dietary Goals for the United States,"
Second Edition, Cecember 1977.
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Establishment of grading standards

Beef grading standards were actually established over
50 years ago at the urging of the beef indusiry. The
industry hoped grading would increase public confidence in
beef, thereby contributing to consumption. But for reasons
which will be explored below, the effect of the grading
standards has been mixed.

Existing quality grades (Prime, Choice, Good, etc.)
are designed to measure marbling in the lean, an indication
of tenderness, juiciness, and flavor. Yield grades, on the
other hand, reflect the percentage of meat that can be
derived from carcasses for retail cuts. Both the quality
and yield grades determine the dollar values of the car-
casses.

Major changes in the grading structure occurred in 1976:

--USDA stopped judging quality by the animal's
shape or appearance.

--Yield grading became mandatory, rather than
voluntary, whenever grading was used.

--Quality grading standards were revised to
allow less marbling in each grade.

The revisions reduced the amount of marbling in the beef

necessary to qualify for a higher USDA grade, as shown by the
chart on the following page.
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RFLATIONSHIP BETWEEN MARBLING,
MATURITY a/ AND QUALITY GRADE

DEGREES OF
MARBLING MATURITY
A

ABUNDANT

MODERATELY
ABUNDANT

SLIGHTLY
ABUNDANT

MODERATE

MODEST

SMALL

SLIGHT

TRACES

PRACTICALLY -:‘
DEVOID

RAISED TO NEXT HIGHEF. GRADE

LOWERED TO NEXT LOWER G.ts.0E

The change in grading standards has apparently reduced the
proportion of excessively fat carcasaes.

The grading revisiors not only reduced the fat content
necessary to qualify for Choice or higher grade but also
widened these categories. As a result abcut 90 percent
of all beef reflecting the USDA grade now falls in the Choice
or higher category--an increase of * pei:ent from before.
There are those who ar. ie that consumers. while undoubtedly
benefitting from the congumption ot leaner beef, are actually
getting lower guality cuts av high qgua’ity beef prices.

a/The "aA" maturity group includes animals from about 9 to 30
months and tie "a" group from about 30 to 42 months.



All beef is not graded

USDA provides beef grading services to packers on a
voluntary, reimbursable basis. 1In 1977 packers spent about
$12.7 million for beef grading services. Only 56.5 percent
of all beef marketed, however, actually reflects the USDA
grade.

Some retailers and packers believe store, chain, or
brand reputation can build as much consumer confidence as
Government grading standards. Chain stores often sell meat
under their own house brand. A major western supermarket
chain, for example, sells beef under its house brand as
"bonded meat." This beef has been procured by the chain
to meet its specifications, but it has not been stamped with
the USDA grade. Other supermarket chains also merchandise
under their own labels.

In addition, packers have found that it can be economi-
cally advantageous to market carcasses without USDA grade
stamps. Rather than sell meat at a quality grade below
Choice, packers will frequently instruct Federal graders not
to mark the grade on any carcass that is not at least Choice
grade, and the grader complies with their regquest. This
procedure is allowed under the voluntary program.

Is the beef grading system useful?

The National Commission on Food Marketing recommended
mandatory retail level grading standards in 1966. Pro-
ponents of these standards believed mandatory grading would
reduce prices by eliminating costly advertising. They also
hoped mandatory grading would foster competition by strength-
ening the position of small firms in relation to large
chain stores. One "Grade A" product. the proponents reasoned,
would be as good as another, regardless of brand name.
Opponents of mandatory grading contended that the proposal
would be both costly and unworkable. The Government could
not possibly devise quality grades, they arqued, to coincide
with the diverse tastes of millions of consumers.

Even if mandatory grading were instituted, it is
questionable whether consumers would benefit because the
many USDA grades can be confusing. A June 1977 report,
"Perspectives on Federal Retail Food Grading," prepared
by the congressional Office of Technology Assessment (OTA),
showed that consumers are easily confused by the many USDA
grades. The Department, for example, grades processed food
products with a letter symbol, but it generally uses a
number system for fresh fruits and vegetables. Further, it
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applies such terms as Prime, Choice or Good to most fresh
red meat. But evern these labels vary among the different
types of red meat.

Although the current USDa grading standards may facili-
tate the wholesale exchange of meat, it seems to be of
questionable help to consumers :n assessing retail cuts.
When consumers are confronted with their weekly purchasing
decisions, they are only partially assisted by the USDA
grading process. Some proponents say that quality grading
should reflect product wholesomeness and nutritive value, as
well as tenderness.l/

USDA proposed changes
to meat grading

In January 1978 USDA proposed certain changes to its
regulations to make meat grading more accurate and uniform
and to provide consumers with more accurate information.
Currently, beef does not have to be graded at all, and
ungraded meat may be offered for sale as being of a higher
quality than it actually is. USDA says the proposed changes
could eliminate such problems. Briefly, the USDA proposals
are:

--Grade meat only in the plant where it is
slaughtered and only as whole carcasses or
sides. USDA believes this procedure will elimi-
nate the opportunities for fraud and error that
occur when meat is graded after being cut.

--Allow for a standard chill time for the marbling
to become visible by requiring that a minimum of
30 minutes elapse between ribbing and grading of
carcasses. USDA believes this will end the
pPractice of packers bringing carcasses back
several times in hopes of getting a higher grade.

--Require that kidney, pelvic, and heart fat b: removed
from all carcasses before grading to improve
the accuracy of yield grading. This would result
in uniform conditions for grading beef in all
plants.

1/0ur report entitled "Department of Agriculture's Beef
Grading: Accuracy and Uniformity Need to be Improved"
(CED-78-141, July 21, 1978), deals with this subject
in greater detail.
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--Mark and label all meat sold at retail.
Both graded and ungraded meat would
have to be labeled as such through the entire
marketing chain to final consumer purchase.
Meats not graded would be marked "U.S. Ungraded."”
USDA believes this practice would insure that
producers would be paid fairly for cattle they
raise and that consumers would pay fair amounts
for their purchases.

USDA believes these grading changes are necessary because
of wide-spread practices by retailers and others that
confuse consumers as to the quality and relative value of
beef and other meats.

In the spring of 1978, USDA was receiving comments on
its proposals to determine what the effects of the changes
will be on large and small companies, what the tradeoffs
are, and what the associated costs will be. The long range
effects of feeding patterns on prices, and on the grading
system itself, may be difficult to assess and will likely be
controversial.

ISSUES FOR CONSIDERATION

The value of beef as a nutritious and wholesome product
has generated considerable discussion, and several gquestions
remain. We believe the following are outstanding issues:

--Are microbial standards necessary or practical
at retail? If so, should the Federal Government
establish and enforce these standards?

--Should increased attention be placed on reducing
risks to health through proper storage, handling,
and preparation of meat products?

--Should FDA automatically ban feed additives when-
ever there are indications of negative effects
on human health?

--Is information on the value of beef in our diets
being effectively communicated to consumers? If
not, how involved should the Federal Government
become in assuring that consumers are aware of
the benefits and risks of eating beef?
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CHAPTER 6

PROCESSING AND MERCHANDISING TRENDS

Beef merchandising was relatively simple for many years.
Carcasses were cut up by local butchers according to what
consumers wanted. Some unwrapped meat was displayed in
retail counters. But important processing and merchandising
changes began taking place in the 1950s when chain stores
started using meat and produce as image builders. Retail
chains expanded their centralized facilities to include
processing of carcasses for subsequent de11very to retail
butchers. Also, major packers began processing carcasses
into vacuum-packaged "boxed beef" for delivery to retail
stores. Now the marketing system is considering other inno-
vations, such as frozen beef, mechanically processed meat,
hot-boned beef, and various methods of beef tenderization.
These may become the new trends in processing and merchandis-
ing.

FROZEN BEEF

Although consumers have generally accepted frozen poul-
try and fish products, they have persistently resisted pur-
chasing frozen beef. Public reluctance to purchase frozen
beef apparently stems from strong suspicion over product
integrity, from a lack of information about product improve-
ments, and possibly from concern over power brownouts which
would affect freezer operation. USDA discovered in a survey
conducted in the late 1960s that, while consumers regularly
froze fresh meat, they overwhelmingly shunned prefrozen
meats.l/ The USDA survey also discovered that consumers
were skeptical about the quality of the products and were
concerned about how long beef had been frozen. 1In fact,
before recent technological innovations, frozen meats were
vulnerable to dehydration and freezer burn and had a tendency
to lose their color and natural flavor. The type of package
they were wrapped in made it difficult for consumers to
evaluate the qualiity of the meat. Moreover, shelf ‘ife was
often too limited to allow for wide geographic distribution.
Recent advances have resolved some of these concerns.

1/Meat frozen at home will keep for only a few months, while
prefrozen meat, quick frozen at -60 degrees and maintained
at 0 degrees, will keep up to 1 year, depending on the
type of cut.
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A recent USDA study indicated that frozen beef would
cost only about 2 cents more per retail pound than fresh beef,
assuming both were cut in centralized facilities. The study
concluded that if consumers were persuaded to switch to
frozen beef, the advantages could make marketing prefrozen
beef preferable to marketing fresh beef.

Some large food retailers have already ventured into
the frozen meat market but so far with limited success. One
large organization says it has hesitated to _market frozen
beef simply because it fears the consumer has been conditioned
against accepting frozen meat. Another retailing chain found
that although both the product and its package proved accept-
able, costs could not be brought down to competitive levels.

In some cases, on the other hand, new freezing and
packaging techniques have been successful. 1In a 16-week test
at one major California supermarket, frozen meat was offered
for sale next to fresh meat. Over half of those interviewed
had bought the frozen meat. Over 90 percent of the frozen
meat purchasers claimed the frozen meat guality was egual or
superior to fresh meat.

Certain troubling questions can arise from widespread
acceptance of frozen beef.

--Will the innovation of frozen beef increase
the possibility of any one marketing segment
controlling the market?

--If one segment should elect to store frozen
beef in large quantities to withhold it from
the market, how would the availability of beef
in the marketvlace be affected?

--Would such market control inevitably result in
higher prices to consumers?

It would appear that these gquestions must be adequately re-
solved before frozen beef becomes a widely accepted product.

MECHANICALLY PROCESSED MEAT

It has been estimated that grinding bone, called mechan-
ical deboning in the industry, would add 1 billion pounds
(from beef, lamb, pork) a year to the Nation's food supply.
Most of this food would be residual meat recovered from beef
carcasses.

Meat loss typically occurs under traditional hand-debon-
ing methods when packing house employees attempt to cut the
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meat away from neckbones, ribs, and backbones. Because of
the labor expense, most residual meat attached to these bones
has beern sold tor inedible uses. With the introduction of
mechanical deboning, however, the bone and residual attached
meat can be ground, sieved to remove bone chips, then used

in fabricated meat products such as lunch meats.

The mechanical deboning pProcess is not new. It has been
used profitably in the poultry industry for the past decade,
retaining millions of pounds of poultry for use in processed
products. It was not until several years ago that red meat
deboning equipment was Jdeveloped enough to also be considered
for USDA approval.

On April 27, 1976, USDA published proposed requlations
on the definition and use of mechanically deboned meat. On
September 10, 1976, a Federal District Court ruled that until
certain health questions raisad by consumers about the con-
tents of mechanically deboned meat had been answered, the
court would view this meat as an adulterated product. Com-
munity Inspection Institute v. Butz, 420 F Supp. 751 (D.C.D.C.
1976.) The Federal judge temporarily enjoined USDA from

enforcing its proposed regulations.

One major consumer concern is that meat processed in this
way contains bone chips. USDA does not consider this a prob-
lem because researchers found that the bone was an undetecta-
ble particle size. UDSA researchers emphasized that mechani-
cally deboned chicken has been used in such products as hot
dogs, sausages, and lunch meat for about 10 years without
public objection. Further, until the court ruling about 1.6
million pounds of this mechanically processed meat were being
produced each week.

Another concern is whether calcium and calcium/phospho-
rus in this meat contributes to health problems. Some nutri-
tionists contend that the additional calcium and phosphorus
in processed meat may even be beneficial in remedying possi-
ble calcium deficiencies in American diets. One nutritionist
even suggested that the fresh crushed bone with its calcium
and phosphorus nutrients be added back to meat. This idea was
rejected by USDA because of its impracticality and expense.

To evaluate the questions raised about processing meat
in this manner, a group of scientists was formed with repre-
sentives of the Food and Drug Administration, the Veterans
Administration, the National Institutes of Health, and USDA.
The select panel found that mechanically deboned meat gener-
ally presented no health hazards to adults or children. But
the panel also agreed that food products containing mechani-
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cally deboned meat should be so labeled in the package ingre-
dient statements.

In June 1978, USDA issued revised regulations on the
use of mechanically deboned meat. These regulations require
that all products containing this type of meat (1) be
prominently labeled with the words "mechanically processed
(species) product," (2) be restricted to 20 percent of the
meat in the product, and (3) not be allowed in baby food.
The label must also carry the phrase "contains up to per-
cent powdered bone." These regulations became effective July
20, 1978.

HOT-BONED BEEF

Hot-boning is an innovative approach to beef extraction
which could bring significant changes to beef slaughtering,
proces. ing, and distribution. This process could lead to
economies in the use of energy.

Packing houses currently use one of two methods in
breaking the carcass: carcasses are either cut into major
segments for further processing, or the meat is stripped from
skeletons that hang from the rails. Both methods require a
chill period. Under the hot-boning process, packers remove
meat from the carcass shortly after slaughter, when it is
still warm and jelly-like in texture. The beef would then
be placed in molds for shaping and chiliing. Hot-boned beef
requires only a few hours of chill before cutting.

Potential advantages of the hot-boning process include

--reduction of energy requirements for
refrigeration,

--reduction in coonler Space requirements up
to 80 percent,

--reduction in meat shrinkage, and
--improvement in meat sanitation and shelf life.

Of course, this new procedure is not without potential
disadvantages. Current methods of quality and yield grading,
based on inspection of carcasses after cooling, may not
function well with the hot-boning process. Also, specicl
handling of hot cuts may be required to insure attractive,
marketable products and this may increase labor, material,
and equipment costs.
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If widely adopted, the hot-boning process could bring
significant changes to beef slaughtering, processing, and
distribution. Research indicates that hot processing is
feasible and, even though not fully developed at this time,
may ultimately affect significant direct and indirect energy
economies in beef marketing.,

BEEF_TENDERNESS

American consumers have been conditioned to judge the
palatability of meat by its tenderness and flavor so, the
industry is experimenting with several beef tenderization
methods.

Mechanical tenderizers--These machines contain thin
stainless steel blades that penetrate the meat, cutting
the muscle and connective tissues to tenderize the
cuts. Studies of mechanical tenderization show

that this process has little effact on weight loss

or appearance and does not change flavor, juiciness,

or the palatability of the cooked meat. There is
concern, however, that the cutting blades may transmit
bacteria from the meat surface to the center,

Enzymes--One major beef processor devised and vatented
a technique for injecting enzymes into the blood-
stream of cattle before slaughter. Another company
manufacturing enzymes recommends that both mechanical
and enzyme tenderizing be done concurrently. Proces-
sors have recently discovered that the lower priced,
generally tougher beef can be made more palatable if
enzyme tenderizers are used.

Conditioning--Another tenderizing process developed
recently in New Zeaiand and tested successfully in
Australia and the United States calls for cooling

the beef carcasses in stages. Tests show that this
process reduces the toughening that results from
quick chilling. Beef conditioning would require more
stringent hygienic practices to control bacterial
growth.

Electrical stimulation--Still another tenderizing
method under study is the electrical stimulation

of beef shortly after slaughter. Studies conducted
in Texas indicated that lectrical stimulation
before chilling increases tenderness ratings by

12 to 55 percent and can be accomplished rapidly
and inexpensively with little adverse effect.
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Some beef scientists have suggested that carcasses which
have undergone one of the recognized tenderization procedures
be eligible to receive a grade at least one step higher than
would be indicated by the USDA quality grading criteria.
Further, if technologies are developed so all beef can be
uniformly tenderized, this change would have a definite
impact on the current grading system.

ISSUES FOR CONSIDEPATION

Because the industry is now on the verge of significant
innovations in beel processing and marketing, the rollowing
questions should be considered:

--Could the widespread acceptability of frozen
meat give industry middlemen segments added
power through control of procduct inventories?
Would such control result in higher prices to
consumers? If so, what significance will this
have for the responsible Fecderal agencies?

--What effect will tenderized beef and hot boned
beef products have on USDA grading and csafety
standards? Should the standards be revised
to accommodate these innovations?

~--What impact will these innovations have on
consumer acceptarce and prices?
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CHAPTER 7

IMPORTS AND EXPORTS

Cattlemen were losing money ir recent years. Some
cattlemen believe that imports were a major cause. They point
out that in 1976 over 2 bil'ion pounds of imported beef com-
peted with their domestic beecf, while minimal amounts of beef
were exported in return. In this section we explore the fol-
lowing questions: How does imported beef affect the domestic
market? Would the elimination of imports actually benefit the
beef industry? Why is more American beef not exported?

IMPORTS: ~ °ACT ON
THE DOMES MARKET

Fed cattle raised in the United States are different
from cattle raised elsewhere. These cattle are feedlot
fattened, because American consumers prefer the marbled
meat which is juicy, tender, and more flavorful.

The majority of imported beef is shipped to the United
States in a boneless, frczen form. This imported lean beef
is mixed with fat and trimmings from fed cattle carcasses to
make hamburger. Domestic lean beef, however, is also mixed
with fat and trimmings to create hamburger. As a result,
imported frozen beef competes with domestic lean beef in the
ground beef market. This competition is important because
an increasing percentage of consumer beef purchases are in
the form of ground beef.

Producer concerns

Producers have traditionally blamed imports for depressed
domestic prices. As prices drop producers complain about the
influx of foreign meat. The Meat Import Act of 1964 (19 U.S.C.
1202, Schedule 1, pt. 2 (1976)), was orginally passed in
response to such complaints. The act establishes quotas for
imported beef, except for canned and other preserved beef
products.l/ 1In 1977, for example, the beef quota imposed

1/0ne exclusion to the beef import guotas was found to be a

~ loophole and has recently been revised. Beef passing
through the free trade zone of Mayaquez, Puerto Rico, for
processing was not being included in the importing
countries' annual guota. In 1976 more than 56 million
pounds of beef from Australia and New Zealand entered the
United States in this manner through Mayaquez. But as of
1977, meat imported through this zone is now included in
the importing countries’ annual guota.
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under the act was about 1.3 billion pounds. Beef exceeding
the imposed gquota can still be sent to the United States
but must be placed in storage until the following year.

The passage of the act, however, failed to alleviate
producer concerns that beef imports were hurting their
operations. In 1977 cattlemen asked the International Trade
Commission (ITC) to cut back quotas, hike tariffs, and revise
the meat import law to protect domestic supplies. 1In a
September 1977 report, however, the Commission effectively
rejected the notion that imports injure the domestic beef
market, concluding

"On the basis of the information obtained in
this investigation, we have determined that
imports are not a substantial cause of serious
injury, or the threat thereof, to the domestic
industry * * * "

The Commission found, in fact, that in 1974, a year when
imports declined sharply while domestic production increased,
prices paid to farmers were the worst in recent years. ITC
had discovered that beef imports do not threaten producers'
chief products, choice, feedlot-ready steers or heifers.

Most imported beef does compete, however, with the leaner cow,
bull, and stag meat.l/ Despite the competition, ITC found
that as steer prices declined from 1975 to 1976, domestic
cow prices rose and have continued firm despite beef imports.

Cattle producers want to increase demand for domestic
beef by halting beef imports. Suppose that cattlemen's
wishes were granted and beef imports were eliminated ajto-
gether. Undoubtedly, producers would benefit, but how
would consumers fare? One leading market analyst believes
reducing imports would raise cattle production but would
also contribute to higher retail prices. Although producer
sales would increase by an estimated $1.4 billion annually
if imports were totally eliminated, consumer costs would
almost triple~-to $3.5 billion. One recent study revealed
that the elimination of all imports would force processed
beef prices up by almost 50 percent.

1/Bulls and stags represent an insignificant percentage of
U.S. slaughter. On the other hand, cows account for about
one-fourth of total slaughter.
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Legislation to change import
quotas on foreign bee

Under existing law beef import quotas are determined by
a complex formula which is procyclical. This formula calls
for the amount of beef imported by the United States to vary
each year, depending on the amount of U.S. produced beef.

When U.S. beef production is high, more foreign beef is
allowed in than when U.S. production is low or dropping.

Recent proposed legislation (H.E. 5052) sponsored by
Senator Lloyd Bentsen would reverse the system so that
imports wouid be allowed to increase when U.S. production is
low or dropping ang imports would be reduced when U.S. pro-
duction is high. Supporters of this legislation indicate
that this counter-cyclical approach would stabilize the
market, level out the boom-and-bust cycle of producers,
and benefit both consumers and cattlemen. The Senate
approved this legislation on May 5, 1978.

EXPORTS

The export market for U.S. beef is small. U.S. exports
came to just 90 million pounds in 1976--a miniscule three-
tenths of a percent of domestic beef production. Some prob-
lems the U.S. exporter faces ace considered traditional trade
obstacles--foreign tariffs, restrictions, and government
subsidies. But these restrictions are only part of the
reason why the U.S. beef export market is so small. U.3.
packers have historically viewed foreign markets as m-rkets
primarily for their byproducts--odds and ends of production.l/
Actual cuts of beef, on the other hand, are Aifficult to sell
overseas. American beef is fatter, and foreign consumers
have not been exposed to marbled meat,

ISSUES FOR CONSIDERATIQE

No matter how much producers may favor increased import
restrictions, American consumers are generaliy oppesed to
actions resulting in higher retail beef prices. On the other
hand there have been few U.S. heef exports.

The President's Special Trade Representative believes
that expanding the export market would eventually kenefit

./Tallow, hide, and fur exports exceeded beef exports by 4
to 1 in 197s6.



cattle producers more than reducing imports. The Meat
Export Federation was organized in 1976 in the hope that
increased meat exports would ease the effects of price
cycles on producers. This organization will attempt to
solve current export problems by improving the image of
U.S. beef abroad while attempting to ease foreign trade
restrictions. Perhaps this measure will eventually help
resolve the cattlemen's export-impo-t dilemma. In this
connection, the following gquestions should be considered:

--Would a counte =-cyclical beef import formula
reduce meat imports below current levels,
and possibly lead to an increase in trade
protection in other countries?

--In addition to Meat Export Federation
efforts, what other actions could be taken
to expand beef sales tc foreign countcries?
Wwho should be taking these actions?
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CHAPTER 8

THE_ FUTURES MARKET

The live cattle futures market is a controversial sub-
ject in the beef marketing system.l/ Proponents of futures
extoll the market as a means to minimize grice risks,
stabilize the volatile cattle mar!i °t, and incicase the dis-
semination of price information. Opponents, on the other
hand, attack the futures market as a speculators' tcol which
is largely resporsible for beef price fluctuations. Som~
cattlemen have suggestecd the elimination of *rade i» cattle
futures. Yet in spite of the ccatioversy, cattle futures
are big business. In the fiscal year erded June 30, 1976,
2.7 million cattle futures contracts worth $45.3 billion
were recorded.

This section discusses
--live cattle futures and how are they used and
--industry objections to the futures markec.

LIVE CATTLE FUTURES

The problems .n the futures market are difficul* to
understand withnut some knowledane of how the market is
used. A futures contract is an agreement to buy or se’l &
particular commodity for future delivery. Two kinés of live
cattle futures are presently traded: feeder cattle con-
tracts and live (ready for slaughter) cattle contracts.

Cattle futures contracts are currently traded on the
Chicago Mercantile Exchange (CMZ). The Mid-America Commodity
Exchange will likely begin trading this fall. The Tommodity
Futures Trading Commission {CFTC), a.. independent agency,
has regulatory oversight resporsibility. The Commission is
charged with protecting participants againct abusive trados
practices, fraud, and deceit.

1/The concerns discussed in this chapter should not be con-
strued as being peculiar to catule futures as some pPre “ems
may also be characteristic of other commodity futures.



How futures are used

Cattlemen can use the futures market as insurance to
reduce the risk of cash market price changes. Typically,
cattle are sold for immediate cash payment and delivery.

A cattleman, however, has no way of knowing where the market
will be by the time he is ready to sell his cattle. The
futures market lets cattlemen establish the prices they

will ultimately receive for their products in advance.

Two kinds of traders with differing goals use the
futures market: hedgers and speculators. Hedgers use the
futures market to "lock in" the prices they will eventually
pay or receive for cattle. By locking themselves into future
prices, these hedgers insure themselves against unfavorable
cash market price changes, For example:

--Producers can insure prices on sales of feeder
cattle to feedlots.

--Feeders can lock in both feeder cattle and
slaughter cattle prices and insure feed prices
by buying g3rain futures,

--Packers can use futures to insure their
purchase prices of cattle for slaughter.

The disadvantage to hedgers, of course, is that the futures
also eliminate potential gains from favorable price movements.

The other trading group, speculators, plays a different
tole in the operation of the futures market. Unlike hedgers,
speculators do not use the futures as a substitute for a cash
market transaction. Instead, they trade futures, hoping to
make money on price movements. In addition, speculators
serve as customers, providing a market which permits hedgers
to buy or sell at any time.

PROBLEMS WITH LIVE CATTLE FUTURES

Contract performance and market operation problems have
resulted from use of the futures market.

Contract performance

--Delivery. 1In reality few futures contracts are
ever fulfilled by actual delivery of the cattle.
Hedgers will usually only deliver on contracts
if the current local cash market prices for cattle
are depressed. Otherwise, they will close out their
futures pnsition and sell their cattle locally.
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Deliveries are allowed only every other month,
however, and cattlemen have problems hedging
cattle that come ready for market in nondeliv-
ery months, According to a CFTC economist, the
addition of more delivery months could solve
this problem. CME has attempted to alleviate
this problem by adding January as a delivery
month beginning in 1978.

~~Redeliveries. 1In redeliveries, the same group
of cattle received on one contract is used to
meet delivery requirements on another contr: ct.
The process provides easy resale through the
futures market if the buyers decide they do not
want the products. But producers say that
redeliveries should be banned because they reduce
demand for cattle an-A temporarily depress cash
market prices. Some redeliveries are neither
publicly identified nor reported. This failure
to report cattle redeliveries leads one to
believe that a deceptively large supply of
cattle is available for sale at a particular
time. As a corrective measure, CME now requires
the reporting of cattle redeliveries in order
to eliminate the danger of inaccurate supply
reports.

--Grading.l/ Once animals reach their delivery
points, they are graded live by USDA., USDA is
given 24 hours' notice that cattle will be de-
livered for grading. This short notice period
has led the Department to complain that it is
often unable to have sufficient personnel avail-
able for grading. USDA would like a 48-hour
predelivery notice period but cattle sellers
Say a 2-day notice period would put them at a

1/The USDA Market News Service performs a grading service
to determine the acceptability of the livestock to be
delivered. This grading of live czttle provides detailed
specifications of the commodity and is a basic reguire-
ment to successful futures trading. Grading of the live
animals is designed to facilitate deliveries only and the
grade does not follow animals once they are slaughtered.
This live grading should not be confused with grading of
carcasses discussed on p. 38.



disadvantage, given the cash market's unpredic-
table fluctuations. At the time of our study,
CME was considering ways to alleviate this
problem.

Market problems

Live animal futures were initiated to provide price
insurance, stabilization, and trend indications and to
encourage standardization and quality control. The many
complaints from cattlemen, however, suggest that the futures
market may have fallen short of these goals. The Iowa
Cattlemen's Associations and the Wisconsin Cattlemen's
Association have requested indepth studies of the futures
market. In addition some iowa cattlemen have called for
the elimination of cattle futures trading.

Some producers have complained that futures market
prices adversely affect cash market prices. While the
futures market impact is unclear, CFTC and CME officials do
not believe the futures market causes changes in the price
levels of cattle. According to these officials, cash price
volatility is caused by factors other than the futures
marke:. Some economists conclude that too many variables
exist to pinpoint the futures market as a cause of cash
market volatility.

Some cattlemen believe speculators control cattle
prices through control of the futures market. One CFTC
official agreed that the role of speculators warrants
additional study. One CME official stressed, however, that
without specolators, hedgers would be unable to buy or sell
contracts.

Industry sources have suggested that large packers
unduly influence the futures market. These suggestions
occur even though the CFTC daily surveillance of the
futures market apparently has not shown indications of
packer manipulation.

THE MISUNDERSTOOD MARKET

CFTC and CME officials say that these cattlemen neither
grasp the mechanics of the futures market nor appreciate its
advantages. They point out that the futures market is an
accurate price prediction mechanism only in that it reflects
that day's price information. Prices will change based on
the next day's information. Producers' reactions to futures
prices change supply and demand balances, thus limiting the
degree that the futures market can be used to form accurate
price predicticns. Therefore, unless individual farmers
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hedge by locking in prices, the market offers them no
particular advantage. The market does not have to be a
reliable predictor of cash prices to provide mechanisms
by which cattle feeders can reduce risk.

ISSUES FOR CONSIDERATION

While the futures market benefits hedgers by providing
some insurance against price fluctuations, it arouses the
cattlemen. To satisfy producers and others that the cattle
futures market is not detrimental to their business activ-~
ities, the following questions need to be addressed:

-~Do futures market prices adversely affect cash
prices for purchases and sales of live cattle?
If so, can safeguards be implemented to alleviate
this impact? If not, what action should be taken
to insure producers and others that futures market
prices do not adversely affect cash prices?

--Do packers, market speculators, or other groups
have an influence on the futures market to the
detriment of cattlemen and consumers? If so,
what action could be taken to prevent this?
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CHAPTER 9

TRANSPORTATION AND SHIPMENT

Transporting billions of pounds of beef is costly.
Unfortunately, no one really knows how high these transpor-
tation costs are. The beef industry relies almost exclu-
sively on trucks to transport products, therefore, the
entire industry is concerned when trucks are not totally
utilized.

Cost estimates of beef transportation vary widely.l/
Regardless of the estimates, however, one thing is apparent:
the cost of transporting beef is substantial. Two signifi-
cant problems contribute to higher costs of transporting
livestock and beef:

--Differing state regulations have an adverse effect on
trucking costs.

--Trucks are not utilized to capacity when returning
from delivery points.

DIFFERING STATE REGULATIONS:
AN INDUSTRY ROADBLOCK

Inconsistent State transportation requlations have been
a source of considerable concern in the beef industry.
Packers and feeders, in particular, say the disparities in
State rogulations governing trucking weights and trailer
lengths have contributed to industry transportation costs.

Packers complain that differing State regulations
governing truck weights restrict them from transporting
efficiently. Controversy arises because varying State
requlations have created a barrier from the Canadian border
(Minnesota and Wisconsin) to the Gulf of Mexico (Mississippi).
Carriers attempting *o cross the nine States comprising the
barrier must limit their loads to the requirements of those
States. In some cases this reguirement means a truckload
of beef could be only two-thirds full. Such limitations
increase the final cost of beef since they prevent possible
reductions in transportation costs.

1/Estimates of the cost of transporting beef from producers
to retailers varied from 3 to 13 cents per pound of
carcass welight.
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Feeders also complain about the cost of differing State
regulations. Their problem, however, involves limitations
on the number of trailers that trucks can pull when trans-
porting live cattle. One complaint, for example, asserts
that California limits livestock trucks to two trailers,
whereas Idaho and Nevada apparently allow these trucks to
haul three trailers. As a result higher costs are
incurred because additional trips are required to comply
with the requlations.

EMPTY TRUCKS MEAN HIGHER COSTS

Trucks often return empty from a trip, making a single
load bear the expense of the entire trip.l/ One of the
reasons this situation exists is because the Interstate
Commerce Act (49 U.S.C. 1 et seg. (1970)) has the effect of
restricting the types of 15ads that ca. be carried on return
trips. The transportation of live cattle is exempt from
Interstate Commerce Commission (ICC) regulation. If commod-~
ities which are exempt from the act are hauled one vay, how-
eéver, the ICC licensing requirements prohibits regutated
commodities from being hauled on ~eturn trips unless the

Therefore, once the original loads are delivered under the
Present system, livestock truckers have these options from
which to choose: they can return home empty, or travel
empty to another location where ICC-exempt loads are avail-
able. Or they may choose to illegally haul regulated com-
modities. Alternatively, they can lease their services on
the return trip to ICC-regulated carriers.

The irony is that more efficient use of return loads
could produce enormous savings. Some food industry spokes-
men have estimated that annual savings of more than $300
million would result if return loads could be effectively
used among food manufacturers, warehouses, and stores.
Significant costs savings might also be attained 2/ by
applying this same logic to trucks hauling livestock.

1/A 1976 ICC survey of 13,000 truckers indicated that for
20 percent of all miles driven, the trucks were traveling
with no loads. A UsDa Survey indicated that livestock
truckers could not obtain return loads for 90 percent of
their trucks.

2/This assumes the ability to clean trucks, whizh are prin-
cipally designed for livestock, for a compatible load.
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ISSUES FOR CONSIDERATION

Beef transporation costs might be substantially lower
except for the effect of inconsistent State regulations and
the Federal restrictions on exempt carriers. The following
questions should be considered regarding beef transportation
costs:

--What effects do different State regulations
governing trucking weights and trailer lengths
have on livestock and beef transpcrtation costs?
If the effects are significan., what could the
Federal Government do to encourage States to
enact uniform trucking regulations?

--Would changes in ICC restrictions result in lower

costs for transporting beef? Would changes
result in lower prices to consumers?
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APPENDIX II

1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977

APPENDIX I1

CONSUMER PROCUREMENT AND CONSUMPTION OF BEEF

Disposable income per capita

Total Spent
disposable for
income beef
$1,934 $ 51
1,976 52
2,058 54
2,128 55
2,278 57
2,430 59
2,597 64
2,740 65
2,930 70
3,111 79
3,348 83
3,588 87
3,837 98
4,285 110
4,646 120
5,077 130
5,511 133
6,037 128

Percentage
spent for
beef

2.7
2.6
2.6

63

Per capita
consumption

(retail pounds)

Average retail
price per pound
(CHOICE Beef)

64
66
66
70
74
74
77
79
81
82
84
84
86
81
86
89
96
93

$0.80
0.79
0.82
0.79
0.77
0.80
0.83
0.82
0.86
0.96
0.99

1.46
1.39
1.38
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APPERDIX IV APPENDIX 1V

COURT CASES INVOLVING THE BEEF SYSTEM

Supermarket a/

Civil Action 3-75-0702, Pony Creek Cattle Company, Inc.,
et al, v. A&P et al.

Civil Action 3-76-1237-C, Shoshone Tribe of Duckwater
et al. v. Safeway Stores et al.

Civil Action 3-76-1238, Meat Price Investigators
Association et al. v. Safeway Stores et al.

Civil Action 3-76-1244, Richard S. Lowe et al. V.
Safeway Stores et al.

Civil Action 3-76-1248, A, L. Black et al. v. Allied
Supermarkuts, Inc., et al.

Civil Action 3-76-1253, Chaparral Cattle Corp., et. al
V. Safeway Stores et al.

Civil Action 3-76-1254, Burke Petersen et al. v.
Safeway Stores et al.

Civil Action 3-76-1255-C, James F. Boccardo et al.
v. Safeway Stores et al.

Civil Action 3-76-1361, Ronald Becker et al. v. Safeway
Stores et al.

Civil Action 3-76-1470, John O. Varian et al. V. Safeway
Stores et al.

Civil Action 3-77-0360, Ronald Becker et al. v. Safeway
Stores et al.

Meat packers a/

Civil Action 3-77-0990, Darrell Cameron et al. v.
Iowa Beef Processors, Inc., et al.

Civil Action 3-77-0361, Meat Price Investigators
Association et al, v, Safeway Stores et al.

a/These cases were all consolidated in United States District
Court, Northern District of Texas, for pretrial hearings.
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APPENDIX IV . ~ APPENDIX IV

Civil Action 3-77-0362, Little Ranch Co., Inc., et al.
v. National Association of Food Chains et al.

Civil Action 3-77-1080, Don Ludvigson et al. . Iowa
Beef Processors, Inc., et al.

Civil Action 3-77-0780, Meat Price Investigators
Association et al. v. Iowa Beef Processors, Inc..

et al.

Other cases

Civil Actions 821982 and 824"~ .~"nb & Sons,_ Inc.,
et al. v. Schaake Packi-~ ., Superilor Court
of Washington for : 1

California Public Interest h.. . up, et al. v.
National Meat Packers, Inc., . Superior Court
of the State of California for . <>unty of San
Diego.

Civil Action 5-77-105, - ‘32" .  a_~ ‘“tlefeeders, Inc.,

et al. v. Safeway Stores, .., °- al., U.S. District
Court for the Northern District ¢. Texas, Lubbock

Division.

NOTE: The cases against the supermarket chains were dis-
missed in view of Illinois Brick v. Illinois, 431

U.S. 720 (1977). (See p. 27.)
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APFENDIX V

NORTH DAKOTA
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APPENPIX VI APPENDIX VI

SELECTED GAO REPORTS

RELATING TO BEEF MARKETING

"Better Inspection and Tmproved Methods of Administration
Needed for Foreign Meat Imports" (B-163450, Feb. 18, 1372).

"Consumer Protection Would be Increased by Improving the
Administration of Intrastate Meat Plant Inspection Programs"”

"Information on Federal Agencies Having An Impact on
Production and Marketing of Meat" (B-136888, Mar. 1974).

"Salmonella in Raw Meat and Poultry: An Assessment of the
Problem" (MWD-74-149, July 22, 1974).

"Food Labeling: Goals, Shortcomings, and Proposed Changes”
(MwD~-75-19, Jan. 29, 1975).

"Department of Defense's Decision to Change Beef irades"
(LCD-75-428, Mar. 19, 1975).
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