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The Impact of the Voluntary Anti-Inflation

Program on Retail Food Prices

By R. McFall Lamm, Jr.*
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Abstract

The general purpose of the voluntary anti-inflation program was to Iimit price increases in markets
where firms have discretionary pnce-setting power Results suggest that the program was partly
successful with respect to some domestic food markets Retall prices for cereals and bakery
products, sugar and sweets, other prepared foods, and processed fruits and vegetables all increased
sigmificantly less in 1978 and 1979 than they would have if there had been no anti-inflation
program Prices for other foods have not been affected, however
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Introduction

In October 1978, the Carter Administration implemented a
voluntary program of pay and pnce standards as part of a
general anti-mflation effort The basic goal was to it pay
and prtce mcreases 1n markets where firms had discretionary
price-setting power, while giving fiscal and monetary polictes
“time to work " The program was designed to be veluntary
and self-administered, with the Government reserving the
night to withhold contracts from noncomplying firms Large
companies were requested to submit data to the Council on
Wage and Price Stability (CWPS), which was assigned the task
of implementing and maintaiming the program

Despite substantial enidence of active cooperation by most
large corporations, the voluntary pay and price standards
program has been cnticized as ineffectual On one side,
economists like Trebing (11) have argued that a voluntary
program cannot work because 1t conflicts with the profit-
maximzing objective of firms On the other side, as Alperowvitz
and Faux (1) recently noted, many liberal economists urge
the implementation of mandatory price controls because of
enforcement difficulties and momtonng problems associated
with the current program CWPS (4) itself acknowledges the

conltroversy concerning the effectiveness of the voluntary pro-

gram, but 1t mantans that without the program the “under-
lying" inflation rate would have been 1 0 to 1 5 percentage
points higher and the “overall” inflation rate about 0 50 to
0 75 percentage points igher since 1978

*The author 18 an agricultural economust with the National
Economics Division, ESS The helpful comments of Steve
Hiemstra, Terry Crawford, Paul Westcott, and the editors
are grateful]y acknowledged Paul Westcott also prownided
computational assistance

L1talicized numbers 1n parentheses refer to items in the
references at the end of this article

The voluntary anti-nflation program does not cover markets
for raw foodstuffs, but the food industry 1s subject to the
general price standard applied to all industres 2 As altema-
tives, however, a “percentage gross margin” standard is
available to food wholesalers and retailers and a “gross
margin”’ standard 15 available te food manufacturers, an
optional “profit margin limitation” standard 1s available
(with CWPS approval) to any firm which expenences unusual
cost tncreases CWPS has not publicly asserted that these
standards have influenced retail food prices, but Hiemstra (5)
has presented evidence that voluntary restraint has signif-
icantly hmited food pnce inflation

In this article, T determine what impact, if any, the voluntary
anbi-inflation program has had on retal food pnces To do
thus, Ire-estimate the econometne model of the food industry
developed by Lamm and Westcott (9), incorporating binary
vanables to measure program impacts

The Program

Dunng the first program year, the general pnee standard
limited price increases by firms to a maximum of 9 5 percent,
while 1t hrnited wage increases to 7 percent The percentage-
marpin standard was made available to food wholesalers and
retailers in heu of the price standard because of the complexity
of computing pnce changes for hundreds of different prod-
ucts This standard was satisfied if a firm's adjusted net sales
less the cost of goods sold as a percentage of net sales did not
exceed 1ts margin trend, or if 1ts margin percentage in the
program year did not exceed that of the base year. The gross
margin standard, available for food manufacturers and

2The program was designed parttally to hmit increases

in most admimstered prices in the economy Hence, competi-
tive markets for agricultural products, other commodities,
exports, and financial securities were excluded
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processors as an alternative to the price standard, was satisfied
if the change in gross margins (adjusted net sales less the cost
of goods sold) from the third quarter of 1978 to the third
quarter of 1979 did not exceed 6 5 percent

The profit margin hmitation was available as a third alterna
tive to both food manufacturers and processors and to whole-
salers and retailers This standard could be used by comparnies
unable to satisfy the price standard because 1t was impossible
to compute average price changes, because of uncontrollable
cost increases, or because of undue hardship or inequity The
profit margin himitation was satisfied if the ratio of profit to
net sales was no higher than the average profit margin for 2
of the 3 years in the base period (1975-77) and 1if program-
year profit did not exceed base-year profit by more than 6 5
percent CWPS approval for ehgibiity was required for this
standard, however, and most firms 1n the food industry
attempted to comply with the margin standards

Retail food pnces rose dramatically during the first year of
the program, largely because of significant increases in the
price of raw foodstuffs This was especially true in the first
hatf of 1979 when the Consumer Price Index (CPI) for food
increased at a seasonally adjusted annual rate of 20 9 percent
i the first quarter and 11 2 percent in the second quarter
During this penod, the farm-to-retail price spread for the
food industry increased much faster than marketing costs,
resuiting 1n higher food industry profits Tius situation led to
an August meeting between President Carter and representa-
tives of the food industry at which the President urged re-
straint (see Lamm (8) for a review)

On September 28, 1979, the second year’s program was
announced by CWPS (3) Many of the basic rules established
during the first year of the anti inflation program were
continued However, a tnpartite pay advisory committee was
created, a price advisory committee was established, and
most standards were extended to apply across 2 program
years Furthermore, firms were expected to hmit their price
increases in the second program year to no more than 8 5
percent (compared with 9 5 percent the first program year)
and the profit-margin imitation was revised, growth in
dollar profits was limited to 13 5 percent over both program
years

The basic policy toward violations was continued CWPS

first notified noncomplywng firms privately to encourage
voluntary adherence If a firm failed to comply within a
reasonable period, public pressure was utihzed Noncomplying
firms in the food industry generally responded through vol-

(R3S

untary price or margin reductions without public pressure,
and there was substantial enidence of a persistent effort by
firms to satisfy the program standards

The Model

Using an econometnc model to quantify any complex policy
hke that represented by the voluntary pay and price standards
15 difficult The usual procedure 1n modeling such policies

15 o use a binary vanable to represent the penod over which
the program 1s applied This procedure makes it possible to
approximate the program impacts if no other exogenous
change occurs simultaneously, and 1t 1s the approach I follow
here using the Lamm-Westcott model

The Lamm-Westcott model (9) consists of a system of 20
linear equations, 15 of which link percentage changes in retail
food pnices, as represeni:ecl by vanous components of the CPI
for food, to changes in prices for raw farm products and other
food marketing costs, such as labor, energy, and packaging
materials The model 1s essentially a single “stage.of process-
ing’’ model similar to that proposed by Poplan (10) It
focuses on both the components of the farm-to-retail pnice
spread and the changes in farmevel commodity pnces

with food marketing costs and raw foodstuffs prices consid-
ered as exogenous The onginal version of the model was
estimated with data from the second quarter of 1968 to the
fourth quarter of 1977 and 15 currently used by the U 8
Department of Agnculture to forecast food pnices

Results

Tao perform the analysis, [ added a binary vanable representing
the program implementation penod for which data were
available (the 5 quarters from fourth quarter 1978 to fourth
quarter 1379) to each of the 15 food price equations in the
Lamm-Westcott model T then re-estimated each relation by
ordinary least squares, using data from second quarter 1968
to fourth quarter 1979 This extended the time penod
covered n the onginal model, allowing for an exphait evalua-
tion of the program effects 3

Table 1 presents the estimated structural coefficients for the
btnary program vanables included in each food price equa-
tion The reader 15 referred to the ongmal Lamm-Westcott
paper for the complete model specification Each coefficient

IThis procedure represents a disaggregated approach to
program evaluation in which cross-etfects are modeled ex-
phcitly An alternative would be directly estimating an
aggregate food CPI equation

29



represents the percentage change in food prices attributable
to the program Table 1 also presents ¢ statistics for tests of
the null hypothesis that the binary program vanable is zero,
F statistics for tests of the null hypothesis that the addition
of the binary vanable adds significantly to the explanatory
power of each equation, and statistics measuring the contn-
bution of the program vanable to the explanatory power of
each equation

The results tndicate that the estimated coefficients for the
voluntary antisnflation program binary vanables are mar-
ginally sigmificant in only four cases cereals and bakery
products, sugar and sweets, other prepared foods, and proc-
essed fruits and vegetables The entical £ value at the 90-
percent confidence level 15 shightly less than 1.70, while the
cnitical F value at the 90 percent level 1s approximately 2 85,
mplying the same inference regardless-of which test statistic
is used 4

Indications are that the implementation of the voluntary anti-
inflation program had a 0 74 percent negative impact per
quarter on the change in the CPI for cereals and bakery
products, a 1 86-percent negative impact per quarter on the
change 1n the CPI for sugar and sweets, a 0 65 percent nega-

4Note that the program vanable for the cereals and
bakery products equation 1s significant at the 85-percent
level on the basis of the ¢ test and at the 82-percent level
on the basis of the F test The decision to accept this low
level of confidence 18 arbatrary

tive impact per quarter on the change in the CPI for other
prepared foods, and a 1 50-percent negative impact per
quarter on the change 1n the CPI for processed fruits and
vegetables These results seem plausible given the actual
changes in the CPI’s for these foods over the period studied

Based on the reported test statistics, and since the onginal
equations in the model passed a vanety of validation tests,
it seems that the parameters presented in table 1 are reason-
able estimates of the effects of the voiuntary antiinflation
program on retail prices for cereals and bakery products,
sugar and sweets, other prepared foods, and processed fruits
and vepetables Consequently, we can conclude that the
voluntary anti-inflation program had a restraimng impact on
pnces for these foods Similarly, the 11 price equations for
which the program vanable was found not to be statistically
different from zero also seem to be reasonable representa-
tions, implying that the voluntary anti-inflation program had
no impact on pnees for 11 major food categones These
included beef and veal, pork, other meats, poultry, fish and
seafoods, eggs, dairy products, fats and oils, beverages, fresh
fruits, and fresh vegetables

Using the relationship between changes in CPI components
and changes in the CPI aggregates and the relationship
between re-eshmated price equations for cereals and bakery
products, sugar and sweets, other prepared foods, and proc-
essed fruits and vegetables, ] estimate that the implementa-
tion of the voluntary antiinflation program had a negative
impact of approximately 0 3 percent per quarter on changes

Table 1—Estimated coefficients for binary variables representing the impact of the voluntary anti-nflation program on food prices

Statistic 2
Consumer Price Index Estimated coefficient " Contnibution to R
¢
Beef and veal 061 050 028 010
Pork 109 108 11 23
Other meats a7 93 31 09
Poultry - 15 - 65 43 11
Fish - 30 - 59 04 43
Eggs 13 08 01 00
Dairy products - 05 -12 02 01
Cereals and bakery products - 74 -144 208 72
Fats and oils - b6 - 63 43 14
Sugar and sweets -186 -212 4 55 98
Other prepared foods - 65 -193 3 83 114
Nonalcoholic beverages ~145 -127 1 60 99
Fresh fruits 136 107 192 22
Fresh vegetables 08 03 0 01
Processed fruits and vegetables =150 -191 365 2 86
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Because food processors and distributors are covered by the
program, and most have used margin standards as a guide
for hmiting prices, it would seem that the greatest price-
hmiting impacts of the voluntary anti-inflation progrem
would be on those foods unth relatwely large

farm-to-retail margins

. -

~

in the CPI for food consumed at home Because the CPI for
food consumed at home rose an average of 2 0 percent each
quarter from fourth quarter 1978 through fourth quarter
1979, we may conclude that the voluntary anti-anfiation
program has hed a moderate restraining effect on food
prices

Implications

The voluntary anti-inflation program limits price increases

in markets where firms have discretionary pncing power, but
does not cover markets for raw foodstuffs which are basically
competitive Because food processors and distnbutors are
covered by the program, and most have used margin standards
as a guide for imiting pnees, it would seemn that the greatest
prnce-lnmmtig impacts of the voluntary anti-inflation program
would be on those foods with relatively large farm-to-refail
margins, more of the final price of these foods 15 subject to
control under voluntary comphance

Cereals and bakery products, sugar and sweets, “other pre-
pared foods," and processed fruits and vegetables are foods
with relatively large farm-to-reteil margins Manufactunng
and retailing jointly account for about 85 percent of the
total value of cereals and bakery products, sugar processors
and distnbutors account for almost 55 percent of the total
value of sugar, and manufacturers and distnbutors of proe-
essed fruits and vegetables account for almost 80 percent

of the total value of processed fruits and vegetables (table 2)
For this reason, one would expect the voluntary anti-tnflation
program to have affected retail prices for these products
substantially, given discretionary pncing power That s
precisely what the estimates suggest

Table 2—Approximate value-added by food processors and
distributors es a percentage of the cost of food to

consumers
Food group 1977 | 1978 | 1979
Percent

Meat products 45 42 43
Dawry products 50 49 48
Poultry 4b 43 46
Eggs 36 33 32
Cereals and bakery products a7 86 BS
Fresh fruits 7 68 71
Fresh vegetables 67 68 70
Processed fruits and vegetahles 82 81 81
Fats and ouls 64 66 66
Sugar and sweets 61 65 656
domestic foods 63 61 61

In contrast, food processing and distnbuting account for
only one-third to one-half of the totel value of meats and
meat products, dary products, poultry, and eggs Therefore,
the final price of these products would be less subject to
control under voluntary comphance and the program mught
not have as much impact on retail prices Again, the estima-
tion results support this conclusion

Thus, the voluntary anti-inflation program has had the
greatest impact on those food prices which are subject to the
most potential control, and 1t has had no 1dentifiable impact
on the retail prices of foods whose margns represent a
smaller percentage of total food value

In addition, substantial price-lmiting gamns would be expected
for food industnes having the most price-setting power
Firms in these concentrated industries would not be harmed
substantially by hruting price increases in the short run
because they presumably already extract some excess profit
&S a result of their market power They could “afford” to
comply, because public exposure from noncomphance might
adversely affect their market share In contrast, the incenttve
to avoid compliance 15 greatest in those industnes which are
fairly competitive and not highly concentrated, price restraints
might induce less than normal retumns, causing some firms to
leave the industry

The results presented here support these contentions Most
industnes which manufacture foods classified i the CPI
categones for cereal and bakery products, sugar and sweets,
and other prepared foods are among the most highly concen-
trated 1n the U S food manufactunng sector (table 3}
Manufacturing industries producing processed frints and
vegetables are not highly concentrated nationally but are
moderately concentrated after adjustment for local market
share (see Connor (2)). In contrast, food industnes ke meat-
packing, poultry processing, flid milk processing and other
food manufactunng industres are less concentrated ® Hence,
the voluntary antiinflation program has had a significant
impact on more concentrated industnes and no impact on
less concentrated ones. This implies that the program has
tended to affect substantially prnice increases in food in-
dustnes with the most discretionary pnicing power

5Food manufacturing industry classifications do not
match exactly the product classifieations used wn the GPI,
although an aEproxlmatmn can be obtammed For example,
the creamery butter, cheese, condensed and evaporated milk,
tce creamn and frozen dessert, and flutd milk industries pro-
dCl].;(I:e most of the products included in the dairy produets



Table 3—Concentration ratios for selected food industnes, 1972

1 Concentration ratios
Industry
4 firms 8 firms 20 firms
Percent
Meatpacking plants (2011} 22 37 51
Sausages and other prepared meats (2013) 19 26 38
Poultry dressing plants (2016) 17 26 42
Poultry and egg processing (2017) 23 36 65
Creamery butter (2021) 45 58 78
Cheese (2022) 42 53 65
Condensed and evaporated mik (2033} 39 58 76
Ice cream and frozen dessert (2024) 29 40 58
Fiuid milk {2026) 18 26 42
Canned specialties (2032} 67 81 94
Canned fruits.and vegetables (2033) 20 31 53
Dehydrated fruits, vegetable soups (2034) a3 51 76
Frozen fruits and vegetables (2037) 33 46 62
Flour and other %ram mll Xroducts (2041) 33 53 75
Cereal breakfast toods (2043) 90 98 99
Rice milling (2044) 43 68 92
Blended and prepared flour (2045) 68 81 92
Bread, cake, and related products (2051) 29 39 50
Cookies and crackers (2052) 59 69 83
Raw cane sugar (2061 44 62 84
Cane’sugar refming (2062 59 85 99
Confectionery products (20635) 3z 42 59
Chocolate and cocoa products {2066) 74 88 99
Chewing gum (2067) 87 98 100
Shortening and cooking oils (2079) 44 70 93
Bottled and canned soft drinks'(2086) 14 21 32
Fresh and frozen fish (2092) 20 32 53
Roasted coffee (2095) ' 65 79 92
Macaron and spaghett: (2098) 38 53 76

18tandard Industrial Classification (SIC) numbers are given'in parentheses
Scurce U S Department of Commerce, 1372 Census of Manufactures

Conclusion

The basic finding of this study 15 that the voluntary anti-
inflation program restraned mncreases 1n retail food pnces by
approximately 0 3 percent over each of the five quarters
from fourth quarter 1978 through fourth quarter 1979 This
negative impact was greatest on retail prices for cereals and
bakery products, sugar and sweets, other prepared foods, and
processed fruits and vegetables. This might have been ex-
pected, however, as the potential gains from control would
be substantial for these food groups, farm-to-retail margins
have been the largest and concentration has been the highest
in these industnes

These findings show how the voluntary anti-nflation pro-
gram has affected prices in the food industry and also that
the program has had an impact Proponents of the program
may find these results encouragmg However, the model
estimates are less than perfect statistically and the binary

32

program vanable 1s less than satisfactory. Nonetheless, the
findings partly validate the contentions of those who claim
that the anti-inflation program did restrain increases in retatl
food pnces
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In Earlier Issues

Agricultural statisties 1ssued by the United States Depart-
ment of Agnculture serve as 8 mghly important and funda-
mental function 1n the operation of our national economy.
The greater the accuracy of these official forecasts and
estimates, the smaller the element of nsk that must be bome
by the buyers and processors of agncultural products, and
the smaller the pnce margin between farmers and consumers
Accurate estimates of agneultural production are essential
to the smooth functioning of our national economy, whereas
statistics of less than attainable accuracy create economic
fnction. They act as sand thrown into the complicated gears

of our system of distmbution.
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