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U.S. CONTRACT PRODUCTION OF HOGS
by

V. James Rhodes’

Introduction.

Contract prdduction of hogs is not new. Contract production
of broilers swept the industry in the 1950s, and thenideavwasutriedU
in swine in-fhe early 1950s, if not earlier.' 1In a two-day session
on animal agriculture held at Purdue in 1957, there appeared to be
a consensus that the hog industry would soon follow the contragt
integration of broilers. Some observers were also suggesting, at
that session, that hog production would dgeographically follow
broilers to the East Coast and the South.? Contract production of
hogs has grown to a subsﬁantial size in selected areas such as
North Carolina and Arkansas during the past 30-40 years. However,

various attempts at contract production in the Corn Belt, the:

"This paper is based on a national survey in 1989 conducted by the author and
financed by the University of Missouri Department of Agricultural Economics, the
National Pork Producers Council, and Pork 89 (Vance Publications). Citations of
this work should acknowledge all three sponsors. The analysis of contracting was
also aided by a cooperative agreement with the USDA Agricultural Cooperative
Service. Professor Glenn Grimes contributed to questionnaire development and
contacts with large contractors. Dr Gary Krause and Dr. Michael Procter provided
the computer programming.

'Wallace's Farmer, "Take Gilts on Shares?" Oct. 15, 1955, p.
22; Better Farming Methods," All Signs Point to Contract Hog
Farming," Apr. 1958, p. 26.

’Gerald Engelman's comments in R. E. Schneidau and Lawrence

Duewer, eds., Symposium: __ Vertical Coordination in.the Pork:
Industry. Westport, CT: The Avi Publ. Co. 1972, pp. 240-253.



E:h,.eiaiﬂr:’tflagnd'of’hoi;'produc'cion, were frequently shortulived during the
- 505, 605 and 70s.. The farm crisis of the early 1980s prov1ded a

:'more fertlle ground for contract productlon in the hard-hlt Corn

3 Belt. The con51derab1e-1nterest shown currently;;n‘hog;contractlng:

in the industry press.ahd by various industry groups is reminiscent .

' of the mid-50s.

Growers (contractees)_typically provide the care. of animals
{in their own faciiities using feed furnished by the contractor who
1fprov1des and owns the animals. Growers are typlcally rewarded by

}{;fees that reflect the volume of their “productlon." . In broilers,

;?jthose fees are typlcally per blrd ~or per pound of birds, raised
eifto slaughter s;ze¢ The s;ze of fees are not dependent in the short
?;;term on market prices of the contracted poultry.or hogs, so the
;fgrower is 1nsu1ated from the risk of b1g losses in a down market

or blg proflts in an up market.

’ffeongractjmarketing; ‘The lattervis a modification'of.theiusual

- method of‘market exchange of hogs that in which participants make

ﬁq;awdeal aﬁd:establish price some days or weeks before'deliVery;a
%chntract productlon replaces market exchange of hogs with an

"ffaqreement for' a grower to furnlsh labor and fa0111t1es to a

'aﬁcontractor.

Paul Aho, "Broller Grower Contracts:: in- the ‘United States;"

’g; ro;lez Indust;y Oct. 1988, p. 26.

COntract productlon of hogs ‘should not ‘be confused, w;thvo



: A'contractor.can;maximize'his producﬁion”pér unit ofjcapital:
vbeéause,he may own few, or no, fixed facilities. In any time
period when there is relative' over—capacity“ of facilities, a
contractor: may be able to obtain acceSStté.additibnal-fécilitigsv
more cheaply than conventional p:oducefSa_ ?heifarm crisis 6f1the-
1980s was a. period  in which numerous'producers‘in:the»Corn<Belt.
were.not. able.and/or willing*to finance ccntinued‘hog.produgtion;
Their facilities and labor may frequently‘have,become available to
contractors at baréain-basement'prices, Thus, one of the pressing
questions that we try»to‘examine is the extent to which the growth
of contract production in the 1980s may reflect a  transitory
situation in thevavaiiability of growers‘aﬁd their facilities.

Contract production is a pérsonal'reiationship that cannot be
covered adequately by the termé’of a contract.'kMutual satisfaction
depends considerably upon the quality of the inputs provided by the
contractor; the quality of the facilities, management and labot'
“provided by the growers; and the chemistry of the personal
interactions between the grower and the contractor (or his field
supervisor). In the short term, a grower transfers market risk to
the cohtractor. However, in the long térm, a grower's risks-may
be greater. The growér who invests many.thousands of dollars in
modifying or building facilities is particularly vulnerable to a:
cessation of contractor-prbvided hogs before the grower recoups his
investment. Thus, another pressing question is how well these

relationships seem to be going.
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The purpose of thls research was to ascertain with reasonable
accuracy the current status of contract hog productlon in the
United States. We were able to obtain in early 1989 a sample of

4,860 usable questionnaires from hog producers-in 46 states. These

responses were from 11,149 producers who were mailed questionnaires.

. by Pork 89.
0f the  usable - responses, 248 were from contractors:

individuals and firms that place their breeding stock or pigs in

'fi other;people”srfacilities:for’the production of pigs/hogs. Another

*.;313»were fromagrowersgﬁ peop1e~who take care of contractor-owned
f?hogs in thelr own fac111t1es for a fee, or occasionally a profit
e‘ishare. The flve states w;th the most contractor. responses were IA,
'v;MN;.NC, PA-and;NE. . The five states with the most grower responses

;7;were»IA NC, PA‘?AR and MN. The remaining 4,294 responses were

.Zfrom 1ndependent producers._ Each of the 3 types of producers had
‘;*fa quest;onnalre tallored to his situation. The only part of the

;»jfiﬁdependentsﬁ,responsesiahalyzed here are questions about their

% jattitude toward contracting.

o Summary
Thls research alms to prov1de the best publicly available

.1nformatlon on the current ~status of contract production of hogs

' 1n the,Unlted;States._‘ ItVLS>based on a large sample of the
© thousands of‘mediumrandiiarge-size hog producers subscribing to a
Ijritrade magazlne, Pork 89 (a Vance publlcatlon) ~ These producers

'u1»fmarketed~500_or»more plgs/hogs per year.

L



‘ 5.
cOntract.productien of hogs is hot_a”hew_arrangement; it has
-beenearouﬁd for 30 years Q:vmereov The'rather qreat expectations
for it of 30eyears ago have not beenifulfilled except in selected
areaSﬂoutsideuthe~cern'BeIt:‘vThexgrthhfef“centraCting’iﬁrthe;
IQSOS-has:aroused;considerebléginterest'again;e‘Because we. have.
beenfperiodiCally-examining.thesstructure‘gf:the‘hcgfiﬁdustryfsinceu
thewmiac7dsﬁvwe,theughtVit time1ypto;examine5caré£ullyvthe?statusﬁ'
of production eentracting. | o
~ The size:distributioﬁ of~contractcre;is skewed;vahile 1,023
contractbfs,werefestimatedetefbe‘operatihg in‘early 1989, enly-zi
produced neariyeeneehalf ef’thevcontraet'hegs;v These’é; were
| designated -as “lerge 1cen£racters"» one'thei basis of each .one
marketing 50,000-erfmore'hogsgg; feeder @iqs,inf1987‘and/er'1988;
most of the “bigjnameS"vin_contractingfwerefincluded. The 1,002
”small-contractcrs“~included e iarge mejqrityzeelffidentified as
Prcdﬁcersf(farmers)eplus'maﬁy.in the feed‘business and some other
agribusiheSs.types.,.  H |
About one-half of the.estimated 1,900 growefs were in the size
categories of 500_t0e1;999vhead. ’Howeﬁer, aboﬁt.1/4vof;theﬂgrower
market hogs (MH)'and31/3 of,the.grewer-feede:,piQS'fFP);were.
marketed-byvthe71argéfe§i0wers theffeaCh_mafketedelo;obOEhead‘or

more. Thiswestimatefof 1,900 is.believed*tO’be~a559rious;under—~

See, for example, the account of cur 1987 survey in the

OCteber issue of Pork 87; and the summary of our 1984 survey in Vo,,le

.~ James  Rhodes: and Glenn Grimes, M 5 . r iog.
- Producers, UMC Ag. Exp. Sta. Spec;al Report 327 1985. A few of
the highlights of this study were reported in. the November issue
of Pork 89 and other highlights will appear in later issues.
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estimate of the grower populatlon. The typical grower is about 40
years of age, was once lndependent andthas been contracting for

about 2 years.

Total contractor marketlngs of MH in 1988 were 6.8 million

head from contract operatlons and 2.7 million from thelr own-=

productlon, maklng a total of 9 5 mllllon head, which was 10.9% of

U.S. slaughter of domestic produced hogs.’ It is certainly possible

that there was another mllllon:head that was missed by the survey,
whlch would suggest an upper 11m1t of about 12% of U.s. slaughtero
While 9.5 mllllon head are lots of hogs,‘contractlng as yet is not
a major portlon of hog productlon ln the Unlted States.
Proportlons hlgher than 12% ex1st in such states as North Carolina
and Arkansas.:gf' | h

Some 87% of the contractors contracted pig flnlshlng, 21% pig

productlon, 15% farrow-to—flnlsh and 3% the productlon of breeding

stock.- Obvmusly, several contracted for 2 or more types of'v

:productlon.f,Wh;le average contracts wereablgger.fcrnplg'productlongax'

than finishiﬁgﬁ’total contractcr‘volumezwas larger in finishing;
thus, - contractors purchase a s;zable volume of feeder pigs.

A comparlson of MH marketlngs of comparable contractors for

1987 and 1988:found~that small.contractors grew by 16% while large .

contractorsﬁgrew bY'S%. Smali'contractors expanded'their own

productlon by 10% and their contract productlon by 19% between 1987

and 1988. ' Large 'contractors apparently reduced thelr - own

productlon byzs% but,expandedqthelr‘contract production by 12%.

K,
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'Whenfasked'howhtheyfexpeotedStheirecontract_marketings~to'
chahqe,byi1992;’the largevCOntractors_were»more bullish than the |

small,'despite the fact that‘contraot marketings of;the'small

:contractors;empanded’morearapidly 1987-88.. anewoivtheglargap

contractors projected a reduction o:*cesSation;offconttacting~while;_

v15%'of”theVSmallUOnes‘didjso;; Large contractors appear: to have ai

mora;permanentwcommitment”to conﬁtact;hogrprodﬁction“tﬁamwsmalﬁi

- contractors.

About 1/3 of the growers were requlred to bulld or. modify

fac;lltles in order to obtaln a contiract° Such 1n1t1a1 1nvestments-

'were more common for plg product;on and farrow=to=f;nlsh contraot5~7

than for-flnishlng.e Initial investments to obtaln contracts were
also ‘more common for the larger contractors and for East Coast

contraotorsp;(those._z,‘setsv of contractorsf‘have;_con51derable B

~ overlap).

‘Growers reported'a fathertlarge.range in the lengths ofetheir"

‘contracts but theyﬁaveraged'issmonths for finishing, 30 for pig -

productlon and 49 for farrow-to«flnlsh. -~ These averages are

obviously much: shorter than the trme ‘necessary. for depreclatlng new..

facilities. -

89% of growers said their céritraé:tﬁ income was enough to
maintain»adequatelyftheir_hog buildings bution1y¥36%‘thoughtaitﬁ'

adequatev to replace th'em}.v, - However, 47% of _thev strictly bpig’»

'}producexs>and;46%‘ofithe_farrow~to~finishers thought they could

t,  replace oompared”to»24%uof-theﬂfinishers@b;»a o



There appears to be cons:.derable turnover among growers, -

_although the ev1dence 1s not conc1u51ve.> of the 1900 growers, 39%

were relatlvely new at contractlng (begun in 1987 or 1988) About

'1/3 of the growers sald-they»are now-contractlng w;th a dlfferentf‘

contractor than previously._ Some 48% of the contractors reportedf

Vthat they ‘had dropped one or more growers for poor performanoe°

Almost as many contractors (31%) as growers (395) were:

relatlvely new at contractlnge~ However, 3% ‘of the contractors

- began in the 1960s and another 6% 1n ‘the 1970s._v.v

cOntraotor and grower a jltudes toward contractlng appeared

a posrthe; When asked to rate thelr satlsfaction w1th oontractlng

on a 6 polnt scale (6 % extremely satlsfled and 1 = not at all"
satlsfred) growers gave an average score of 4 5 and contractorS'

averaged 4 0.  An 1nv1tat10n to growers to complaln about major’

problems with their contrxctors dld notiyellclt many strong

:'complalnts. When asked 1f they‘worry about 1o51ng thelr oontraots,;

'*78%*of the growers said noy;and only 2% said they worry a ‘lots

'Independents -are much :more negatlve toward productlon '

vcontractlng than are‘the part101pants~~the:growers and,contractors.

When 1ndependents were asked 1f they would cons1der belng growers,

"one=ha1f checked the strongly negatrve answer of not under any
circumstance. Only 1% were con51der1ng the 1dea but another 20/‘
’ _ssald they might con51der 1t sometrme. g‘ 3 ‘ :
| of the strongly opposed lndependents about 1/2 appeared

o‘pposed :Ln prlnelple to - ooni:ract : p;rogductlon;.gas, belng,- bad for
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farmers'whileﬂtherthervhalf had more individual business feasons.
Thus, about 1/4 of independents were opposed in principle to »
¢ontract'production‘of hogs. |

.Gtowers»indicatedaaxvarietY'ofwreasonsﬁwhy5they are growers.
rather - than 'independents. ‘About 25% indicated that financial
condition5r~(1ack: of credit’' and other binds) motivated their

contracting: Other reasons-mainly focused on lower market risk and.

steadier incomes.

~ About 21% of -the nation's grewers: had not operated as

independentsi but thisvpercentage\rose to}SB»for-thekSouth Atlantic

'region (contains NC) and’69%kfcr theisouthgcéntral'(ccnﬁains AR).

When asked if they wanted to become independent: 23% said they are
partially indepéndent*now,'34% said yes, and 43% said no. : The

prbportion of "no" was much higher outside the North Central region

“than in it. Only‘ one» in-‘four  grewers.'expected‘fto~ become

‘independent within the next 3 years.

Most ‘growers receive fees related to thé VOlume of  their
contract production and often related also to their production
efficiency asv‘measured- by pigs savedj -death loss: and  feed
conversion. Most*contractsfccntain apbase;fée»pershead3that~isf
usually paid at time of marketing. | |

When asked the percentage of family income derived - from

contracting, grower answers varied from zero to 100 with an average

of 33.5°



10

Contractors were asked to compare thelr average costs of‘;
productlon with efflclent lndependents. A magorlty felt thelr?

costs,were the.same, while a‘few more thought their costs lower

\

than thought them higher.

" How v1able and permanent 1s contract hog prod.uct:i.,on"s More of‘_
the lnformatlon summarized above is pos;tlve than negatlvea Qn the

positive side that supports the contlnued v1ab111ty of contractjr

hog production are the follow1ng.

(1) 9% of the contractors have been contractlng 18 years or: S

 more,

‘(Z)v'output plans of all large and most,small contractors areef

to stay in operatlon at the same o a;larqer slze,;g

'(3)- contractors expanded productlon strongly 1987 to 1988,

(4) the contractor=grower relatlonshlp appears healthy wrth"

lots of expressed satlsfaetlon and few complalnts, and

. (5) contractors generallyvclaim.they:a éfas efficient ovk
. efflclent than large 1ndependents S '1t" o

[} the questlonable s1de is the response of 2/ ?of the growers that:f

‘their _contract incomes won't cover “the

' facilities. - Are’ contract fees going to grow larger in the . futuref

as the current stock of grower faCllltleS 1s depleted’ Anotherhi
questlon relates to p0551b1y high turnover 1n the ranks of both;;vs
growers ‘and smaller contractors. v81nce those who exrt the hoglfffm'
buslness tend to,dlscontlnuevmagazlne subscrrptlons,awe»have3no§l
direct way of measuring exits. ‘ﬁowever; ithis;Certainly possihle‘~'

that many growers, particularly:, view contractlng as a. rather

short=term episode.,_In sum, the posrtlve p01nts appear to out-==

'osts =of”rreplacrngﬁf: o
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weigh the questions,,‘ContraCt hog production appears to be a

viable>operation that will gradually increase its market share in

~ the next few years.- It's too early to tell whether contract

production will eventually dominate*theﬁswineeindustrgi

7 A I#mmdumw
We had learned from our 1987 survey ‘that (1) the: proport;onw

of hog producers 1nvolved in contractlng was relatively small and

- (2) the involved proportlons‘ rose ,w;th size hof producers.

Consequently, we planned for a much larger sample than would

ordlnarlly be“necessary and we sampled: more: heavrly the larger:

producerso

The sample s1zes were as shown in the follow:.ng°

Number of Hog Units

- Size : in Magazine.

(Marketed Per Year) =~ = ___Classification : Sample Size
10,000 - more , . .%03 T , 903 -
5,000 - 9,999 : 1,909 1,909
3,000 - 4,999 | 3,545 . - : 2,100
2,000 - 2,999 - 6,500 . 2,100
1,000 - 1,999 = 18,740 Do 02,082

500 - 999 _ 18 500 2 055
There are pros and cons “to- u51ng a trade maga21ne llst for ai

natlonal survey, ' Its subscrlbers may not 1nclude the entlre

vpopulatlon of producers and they may be more- representatlve of some .

geographlc areas or 51ze groups than others. Moreover, there is
no readlly avallable way of- checklng such dlscrepanc1es unless they

are qulte 1arge°‘ For example, one could dlscover qulckly ;f'a llstm

: contalned no- operatlons on theKWest Coast, but. there is no. easy way.
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to check whethe: it containS-QS’percent or only 75 perCentaof such
operations; ~ Thus, .the populaﬁiOn rto= Which We project is
technically the subscrlblng unlts of Pork 89 which is llkely not‘v
1dent1ca1 to- the U.s. populatlon of hog producers._ »

Another problem Wlth hog maqa21ne llsts is that the number of"

subscrlbers ‘typically exceeds the number of operatlonal unlts° Onewv,

reason ‘is lllustrated'by-thls.example: the two co-ownersr theq-"

assistant manager and two of the other employees of a 51ngle large

}' unit may»subscrlbe. Another reason ls that some people assoc1atedﬂff'

"WLth the 1ndustry‘may pretend to be producers in order to subso:;be'o;

to a.llmlted-clrculatlonvmaga21ne. A major plus in coope

with Vance Publlcatlons 'is their rlgorous valldatlon of‘thelr*f"

_subscription lists. An 1ntegral part of that process 1s to llnk;* ‘1

a’Subsc:iber to abunlt and his/her role in that unit (e’gejvowner,:

manager, herdsman). The list from whlch we sampled was res

étedaff%“

' to one persoh per operatlon. of course, the n-golng val dat;on;f”

_.process is not completely focl-proof, so there: will be

errorso'~$hus, this subscrlptlon llst problem is minor for thls.e

study.

-The reason for u51ng a subscrlptlon list for a natlonal survey;\}~

is very simple. Its the only method a nongovernmental agency ‘can faf'~:

afford. A list and especially a list stratified by s;zeuls;so,much-
cheaper than a geographic:sampling approaoh. There aren?t~manyi

lists available and all have the shortcomlng of an unknown degree

'ofrlnoompletenessav Pork 89 not only has a large carefully pollced;; 5‘
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‘1list but it also has an editor, Bill Newham, who has contributed

greatly to formulation of objectives, design of questionnaires,
supervision of procedures and analysis of results. -

The’ analysis projects to a national population (of the

magazine). The projection is based on multipliers in the following

way. If we had 500 returns from a size X category that included
2000 units; then each return'is mﬁl;tip;l’ied: by (2000/500) and thus-
each return is treated as four returns. The multipliers were small
for the large size units (2.33 for the 5000-9999 group) - and
pr’@g’ress:i,ve].,yj larger for i:he small size unit groups cgntain-ing many
more units ‘(1‘7}96, for the 1‘00041’9»99,group) . We adopted Oné rule
that uncioubtedly. underestimates the number and marketings of the
réally large producers. The rule was that any operation with -
marketings of 50,000 or more would have a multiplier-of only one.
Since weA didn't obtain data from all those large operations, our
totals err on the conservative side. |
Co :A‘:pr@jectian of this sort is based on the assumption that non-
respondents are 'jﬁst lik;e the respondents. In some previous work
we have telephoned: a sample of the non-respondents and haire found
them reasonably similar to the respondents.
Note that a separate paper on the structure of the hog

industry does not project numbers for the smallest size group-,éf L

'500-999. This restriction makes our 1989 results more easily

comparable with those published in 1987 which did not sample that

smallest group. However, those contractors and growers in the



7 smallest group (500-999) are 1nc1uded in the contract analys;s of

this paper o

We asked for annual marketlngs for both 1987 and 1988. Most
respondents gave data for }both,years but some g’avev data- for one or_yv 1
the other. - Our size claﬂs:sifications. a‘retbased on the data given
us. If s:Lze varied between the two years, we. us;edj. the ‘larger.

» category. For example, a um,t reporting 4500 market hogs in 1987

and 5000 in 1988 would be put into the 5000-9999 size groupb. Total

output from other un:Lts and/or contract un:i.ts was. added to home==

- base. output to determine size. However, contractor size was

measured- in terms of market hogs or feelder pigs but not both

 combined. This more v‘limiting definition of contractor size was
used- to avoid the double counting that ‘would occur when a

‘}gcontractor's market hogs were produced from feeaer pigs that he had

producedo

‘We used questlonnalres color coded by the size un:.t reported-; o -

earller by the subscriber. Thus we could llnk for: every- questlong, v

‘}’ﬁair;e the ‘expected size (subscription list size) and_-the size

reported. on the questionnaire for 1987 :and '1988. This 1inkag"e“\v

8 enabled us to apply the appropriate multipliejr to eacfh' 's;che_dule.
', We “emphasize that each multiplier was based - orr expected “size

because the expected size groups generally had fdifferent. sampling

rates, as indicated earlier. Agreement between expected size and

questlonna:.re size was reasonably good.
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- Oour definition of siZe_in terms of 1987 or 1988, whichever is

gréater,_will'yield slightly more producers and more marketings in
the larger size group than would a definition based on 1988 alone.

"Onegjustificationfis*thatﬁweadidn’txhave~to throw. out units: that

gave uS:»on1y .1987 ‘data unless, of course, they then quit-
production. Another justification'is,that.a‘definiticn"based on
two years may he#more:realistic. A unitwperucing:60005head_in-
1987 that dropped tq 4500 head in_1988 because of some temporary
problem (a faﬁily illness or a fire in a confinement building or
a disease outbreak) is still'a'5000e9999 size.ﬁnit.
~Insofarfas,ppssible, we‘tried'td identify’business‘units,»not.
places of production. The Agricultural Census’coﬁnts."places,"-

which-is one of the reasons its counts will likely exceed ours.

‘For example, if Contractor X has growers (contractees) on 25 farms

as well as farrowing‘on threé_differeﬁt farms of his own, the

Census . is likely to:éount 28 "placeé," which are then reported as

. W"farms." We would count one operation for Contractor X. We would

count the same total marketings for our one-"operaticn"_as the
Census”would'divide among the 28 farms, so the size.étructure would
be very different. | | :
Another-difféfencé between our results and‘the Censué iS'thaf
they show results for hogs and pigs combined rather than a separate
market-hogs category.
In ordér to locate a'sufficient sample of people involved in

cgﬁtrécting;-we have veryzlarge:samples'of peopleunétrinvolved in -
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contracting. For most purposes the.non-contracting operations at
the national level can be treated_és having very small sampling
error, provided respondents ' and non«:espondents are alike.
Sampling errors for the contractor andvgrOWer data are larger,
although workable for most users. We cannot guarantee against non-
sampling error. People can réport erroneous data -- either in good.
or bad faith. Various mechanical mistakes can be made in mailing, .
coding and analysis. Some of these errors may be offsetting. -The>
study has been done very carefully and we believe the results are

about ‘as good as can be obtained with this approach.

lﬁphuuubmrhbnw | | |

Anyone ‘who contracts with growers to produce and/or feed his
pigs is class;flcd as a “contractor® regardless of the number of
‘pigs/hogs that'he:may produce in.hiS-own facilities.._contréctors
ﬁore’ acked to indicate separately the marketings from their
'CQntract units and from theif own units. Many contractors had.
c?tra units of their own prodoction besides their contract units.
Any contracting operation of morevthan 50;060 head was arbiﬁrarily'
defined as a "large contractor® and those smaller were classed as
‘é.“small contractor." Small contractors were frequently farmers
and/or feed dealers.

A "large contractor" is an aéribusiness that focuses on
“'contracting (although it may haﬁe its own production units) and is
larger and more complex than a small contractors It SOmetimeslis.

‘aﬂfOrmerly small contractor now grown large. It may be a large -
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feed manufacturer‘or other large company. A "grower" (contractee)

~ produces pigs, or more often finishes pigs, owned by a contractor.

A few growers operate more than one unit.
Oﬁewdf’our%primaryjcoﬁcerns¢in-tabulatingglargeVQOntractdrs,

and producers was to avoid double counting. That error might occur™

if two or more'différent,peoplé~from the same organization sent in:

responses:. Given that such people may make slightly different:

‘estimates and may be located at different addresses, a duplication

is not immediately obvious aﬁong‘dozens.of_responses, -~ Hence we
tried by meané of zip codes of returned envelopes‘ahd publicly
available‘information to identify the largest producers;“Their
individuai answers remain confidential, of cc_:’ursé° |

Most people‘s lists of big names_ in theg‘hog business
(contractors or independents) would probably include Tyson Foods,.
Goldkist, Dreyfus, Bénson Quinn, National Farms, Cargill, Carroll's

Foods, Cohtinental, L. Ih"Murphrey, Wend311 'Murphy, Prestage,

‘Pennfield, Van Lunen and Hastings Pork. A more-comprehensive list -

of large producérs might include,such additional names as Purina

‘Mills;}Land o? Lakes,,MoultriefFarm Center-(GA),hJBMM“Pork (IA),

Growthland Companies (IA),'Triple Edge'Pork,(iL),.Tri-Que»chpany

(IN), Yeager & Sullivan (IN), Delmarva Farms (MD), M. G. Purvis
Farms’(NC),¢SanduLivestock Systéms (NE); Hershey Ag Service. (PA),.
Keystone Mills (PA), White Oak Mills (PA), Lubbock Swine Breeders

(TX), and Advanced Genetics (VA). Of those 30, we believe we had

atkleast 25.



18-

Our ~interest in bcontracting ‘was strictly in production
contracts in which the contractor‘provided-pigs and/or"other'inputs
to a growerband paid some sort of fixed or variable fee (rarely a
share of;profits) for the grower@s,efforts, . We excluded any-
marketinq‘or'forward delivery.contracts_that-independent{producersi

used to sell their own feeder;pigs or'slaughter'hogs.torajbuyerr

o Magnitude of Contract Productzon '

The numbers of contractors and growers 1n 1988 were projectedh

to be: growers 1900 and contractors 1023. Both figures are 1arger

than the estlmates in. a related paper on structure- because.thlsw

<analys1s 1ncludes operatlons in the 500-999 market size whlle the.

other,paper did not. We regard the projectlon of 1900 growers as:
much too 1¢w for reasons that are~g1ven later.

o There were 21 contractors that met the "large“ deflnltlon of
‘50 000 or more market hogs (MH) or feeder pigs (FP) marketed from
contracts plus thelr own productlon. Note - that the deflnlt;on,
- requires 50 000 MH or FP rather than summing- both.- Since it is.
possible that own-produced FP‘mlght appear again as the operatlon s
»contract MH, ‘we didn't count both FP'and MH in ass;gnlng this: largef
size class1f1catlon..p S -

We estlmate that about 10 percent of the domestlc slaughter

hogs in 1988-were produced undervcontract. vHere'are the numbers -

of MH prov1ded by the surveyed oontractors-

COntract v6,807,000.:"
Own productlon by contractors - 2,657,000 - -
o . , 9,464,000
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 The,stfictly‘contractthQS are 7.8 percent of the 86,959,000
' slaughter sof U S. 'produeed hogsv inf 1988. Hogs produced,vby
'contractors in the:!,r own facxlltles were 3.1 percent of U.S.
slaughter:. The ----- two: groups of hogs: total 10.9 percent of. slaughter,
chever, S1nce~1,764,000_of‘the;Fewn-p;oduced" hogsfweresmarketed;
by small centractors inclﬁdinq many byvfarmers;,itlmay-be:arguedﬁ,
thet theseﬁhegwaere,hardly‘coﬁtract.Prbdﬁetien, RemevingsthetJstu
percent leaves aftotal‘0f>8.9;pereentr Finally,‘we_know that we.
-miSsed‘a fewiof.the_largeecontracters‘whose*ccmbined prcducticnewas
probablyfe.s‘tc 1;0-percent oeraS;’siéughﬁer@;'Thus,”contracting:
was about 8¢4 ‘to 12 percent ef U S. sleughter depending'on how
;nc1u51ve. is' one's deflnltlonv of .predﬁction sconﬁfaeting;
.Contracting isfimperﬁant but ;t-stlll has.a‘teiative1Y~sma;l share
of hog productlon,v - | |

Grower and contracter estlmated marketlngs fer 1988 of"
cdntractan and FP wereias follows; | . |

- Contractors =~ = Growers -

ME .~ 6,807,000 3,003,000
- FP ' o .~910,000 s 2,234,000
Total MH.& FP- 77,717,000 5,237,000

These,areﬁst:iking&differences; FGrdwerslftotél’MHsaregégah
million head.lessethanfthe epntraeter MH while grower EPvarefia3
million;greatérﬁhanfthegcontractdr.FP; Part‘of‘the'difference is
readilyﬁexpleined.‘1.A-grower'pig producer'transfers FP to the,
contractor regardless of whether the contractor feeds them out or
_‘sells them assF??; USually the fermer eccursu_jThus,~the 1.3

 §111ibn%Wéﬁ?ra"“§ﬁOwerwEP%werewllkeiy;marketedqas&c@nﬁractprﬁMH;.
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Ideally’the'contracﬁor total of contract MH‘&,FP should equal

‘ the>grower total of those tﬁo. 'In this survey thergrower total

falls about 2.5 million'head‘short;.‘Whvaouldfthe grower toﬁal be

only 68% of"ﬁhe‘contractor]totel? U

This sizable discrepancy may reflect several'poSSibiiities:f

| 1. the grower population von,‘the magazioe list is’ ﬁuoh*

Smaller because many ‘growers feel 1essf‘of' anﬁ’

entrepreneurial role and thus ignore trade magazines;

2, ~ a larger proportion of growers than Contractors failed

‘”to respoﬁd to our survey, |

'35 by not sampllng growers that produce less than 500 MH a e

- year we may have mlssed many growers although likely notf3

~many thousand MH & FEp and |

4. .:samoling errors: mey 1ead' to over-estimating the
contractors’ totai nﬁmbers,and-marketings and/or under-.

estlmatlng the growers' totals.

We would expect an averaqe contractor to deal Wlth several -

g’rowers._ 'I'hat there were only 28 percen‘t‘ more growers than
contractors respondlng to our survey supports the idea of a 1arge
’ under-countlng of growers.v Thus, we proceed on the assumption that

the contractor total MH is a good estimate of contract MH wh11e~the‘:

- grower total MH is a major under-estlmatlon.of MH, and,the.grower.v‘

ﬁotal FP is also probably too small but not by as large a margin.

- Growth in Marketings of Contractors -
; The{best_measure;of,averégevgrowth is to use those firms

reportingumarketinQ§wfor each of two years. A comparison of 1987
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and 1988 MH marketings for large and small contractors who each
reported marketings for both years shows that MH marketings of
small contractors grew by 16 percent while their marketings of FP
grew by 4 percent. In contrast, the MH marketings of 1large
cohtractors grew at only 8 percent from 1987 to 1988 while their
marketings of FP grew at a hefty 22 percent rate (table 1).

Growth_by regions from. 1987 to 1988 of those contractors:
reporting marketings both years is reasonably similar on a
percentage basis with a few exceptions (see Appendix B for a list
of states by region). The following shows regional growth as a

percentage increase above 1987 marketings:

Regions . Contract MH . Qwn=Produced MH . All-=-FP
WNC 19 4 12
ENC 12 17 12
EC 17 1 17
RON 4 2 (11)

Nation 16 4 i3

This general similarity (excluding the RON) of regional growth
frequently resulted from offsetting differences between large and
small contractors within a region. The following are percentage

increases above 1987 marketings:

) Large Contractors Small Contractors

Contract own : Contract Own
Regions MH _MH All FP MH _MH All FP
WNC - 10 - (13) 29 24 11 6
ENC 43 (2) 18 | 3 21 9
EC 17 (2) 19 18 4 3
RON 1 0 50 383 4 (27)
Nation 12 (6) 22 19 10 4

Thus, it appears that the WNC's large (19 percent) growth
1987-88 in contract MH (first exhibit above) was chiefly due to

small contractor expansion (second exhibit), although the bigs have
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‘gotten the greater publiéity there. On the other hand, their (WNC)
‘growth in FP was led by the large contractors. The EC had fairly
cdnsistent growth patterns of’large and small contractors éxcept
for FP while the RON and ENC had quite divergent patterns. (See
table 2 for details béhind the above two tables.) |

Most of the contractor growth, 1987-1988, in marketingsrcf

contract MH and in all FP was in firms of 10,000 head. or more-

(table 3). As already noted, the data show a reduction in own-

produced MH in the large contractor group, so there was more growth

of those MH in operations'belbw 10,000 head than in operations

above that mark.
v‘Net entry into contracting in recent years would be another
source of growth. There has been considerable entry receﬁtly into

contracting (table 4). However, we have no'meésure of exits so we

cannot estimate a rate of net exit or net entry. See Appendix A

for data sﬁggesting the net entry is likely quite small.

Qutput Plans for Contractors
vcéntractors were asked how they expected their number Qf_hogs

raised on contract to change by 1992. _TheSe were the.results:

Percent of Percent of '88 Percent of '88
Output Plans by 1992 Contractors Contract MH __Contract FP
More hogs contracted 42 78 , 65
About the same number 43 : 17 29
Less contracted 8 o 4 4

Out of contracting v ) :
by 1992 7 S S 2

L]



Few contracters prOjected a decllne ln centract numbers or a

”’termlnatlen of. contractlngu_ Those few 'were obv;eusly’ mostly

‘i’smaller contractors because thelr shares of contract hegs and plgs

were so’ small, Thls 1ast po;ntrls relnforced by a. tabulatlon of
»',output plans by small versus. 1arge contractorso, The . results as a

' percentage of centractors weree‘,

Smellx»
. More . . : :,_41 N : ¥ |
- Same S aa 19
- Less. .. 8 0
Quit ST _e
_ i' o . 100 v:-:j” 100

A majerlty ef the small centractors are f‘armerso Henee;'it>rr

would follow that thelr plans would be mueh llke .the. small groupr o

}llstedwabove.‘ In fact ,the otherftypes-ef.small«contracterevwerel.
- more expan51on mlnded than the farmer contracterso, Only 31'percent'”
| ef the- farmer contracters planned to expand vereus 61 percent of
the feed related,_ and. 75 percent ef the other agrlbuslness
contractors (table 5) o ,‘

The WNC reglon, reflectlnq ;ts numerous farmer centractors,-
wae;eébitvlessrexpans;on,mlnded.than.the~etherxreglons (table,6).w
| 'OutputplénS;WeredleesaeXpensive,forthqse;centractinérFFjor"
pig.produetio@,than f¢f;tﬁase.ipvolvéa;iﬁ;finishing;(tab;egfy;

| Combbnénts of Contractor and S
' Chvuerﬂﬂﬂ%rnnge.lg&S

The 21 large centractors 1n 1988 marketed 77 pereent as many

- MH as the 1002 smell centraeters (table 8) 'Spec1f1cally,;ther-¥*9



large contractors marketed 47 percent of the contract MH and 63

percent of the contract FP whlle thelr ownnproductlon was 34

' »*percent: of _contractors.' ownmprodu}ced MH .a,nd 46 percent ‘of own-=

 produced FP (tables 8 and 9).

‘ 'The‘} 1:arge contractors marketed 3/4 of -the"contract; MH in the
combined;;._sn & RON regions but only 3;0%7 in the N‘;" Central. regions.

('table 8). The. SA and :ROQN _rlegionsfwere the only ones where iarg;e:ﬁu;

~contractors' own produced MH -ex,ceeded‘ small contractors' own-
produced :.m-I .(teb;le 8). Among.the small 'contractorsvthfe WNC .region
- had the leading shares in MH and FP. The reader ‘should be aware

,that ”the:»division of a c'ontractor 's volume among regions was eimply

on the basis of the list of states prov1ded by that contractor =

a falrly rough approx.lmatlono

An examination of contractor volume by' size groups "of‘fer’s'
'further confirmation that contracting is mainly .lerge scale. Fully
’ 89 perCent. of ‘both contract MH ‘and contract FPL were in‘fcontrac:ﬁt’o”r 5
ioperatiene“ -of .50(‘)[0 head or 'more _(teble 10)-. o While-“their ownc
'produetion wes not quite as concventrated ’76‘per'cent of ‘their -own% :

produced MH and 81 percent of their own—produced FP were :Ln-,

contractor operatlons of 5000 head or more (table .10)
On a check—l:.st for self-descrlptlon,, 68 percent of the
co‘ntractors_ descr;.bed th;emsejlves as farmers. Farmer contractlng

generally was ,muCh smalle’r than that of average contractors -as

Shown by their 18 percent ‘share of contract MH and their 25 pefrc’ent
. ehare of contract FP (table 11) These farmer contractorev ﬁere a

' l:rttle larger as own-producers w:.,th shares of 52 percent of theg

wn-produced MH and 35> percent of the own-produced FP (table 11)

v

e
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! Feed-related,vcontract'ors (feed dealers and/or f‘eed- mjanufacturers‘)v ;-
‘not surprisingly, had a much higher_ share of ‘c,on,tract MH than their

 share of oWn-fprodnced MH.

- Note: that: the "big" contractors: inc;;l»t__:fd'e_:dff;:; 28 wl';_i__erje:aés;if;' our: -

"larg’e.“ 'operatiOns included only '21;  While the Ato‘ta.l‘:ls are not |

,greatly dlfferent the self-»descrlbed b;g contractors »sho'uld» not v

be confused with the large contractors as deflned by size. :Ln th:.s%;'

'papero

, Grower Marketmg B

Of the 1900 gnowers ine 1988, 1187 or 62% prov1dedw 1988:'-_

7 contract MH data, and 732 or 38% prov:,ded 1988 contract FP dataes |

In addltlon,- 325 or 17% reported 1988 own-produced MH and 2.12 or
' 11.% reported 1988 own-produced FP (table 12) Growers reported.
'marketlngs of 2 703 000 contract MH for a mean- of 2,277 and also
} 300 000 own«-produced M:H for a mean of 929... leew1se, they reported?-'

‘,marketlngs of 2 234 000 contract FP for a mean: of 3 052 and 304 000

ownvproduced FP for a mean of 1, 433.
Contract growers generally averaged larger contract marketlngs :

of both MH and FP .1n the ‘SA reglon (table 13) Growers in the RON

reglon had the larqest average marketlngs of MH from the;,r own«- L

product;l.on but they had relatlvely few such operatlons. . ‘The

average operatlon in the WNC. reglon marketed about 1, 900 contract :
- MH and/or 2, 400 contract FP, these averages are assoc1ated w1th ther'

.many smaller farmer contractors in the WNC, ,

Growers, of course, were not nearly as concentrated 1n thev .

,_'larger sizes. as were: contractors. ‘ As :Lndlcated ln table 14 43.‘
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percent of growers'_contract MH and 66 percent of - thelr contract
FP were in sizes 5000 head and above. Since we belleve growers to
" be greatly under-estimated, it is;certainly possible that the
regional and size breakdowns.arejquite'approximate.

érower's' size of operation~ was related to the type “of

contracting. Strictly finishers had a smaller than  average

distribution of sizes, while strictly F-F had a much larger'thanfc

average distributicn, and the strictly pig producers were close to

the average dlstrlbutlon for all growers (table 15)

Growerc under 40 years of age produced nearly three-flfths of v
- the contract FP but only sllghtly ‘more than twomflfths of the
contract MH (table 16). In terms of who contracted what, age was L

'related to the percent of growers contractlng MH or FP as follows, o

~ Percent of Percent of :
T - Number in =~ Age Group Age Group =~ Total
- Age , Age Group Contracting MH - Contracting FP Percent
‘Under 40 940 88 44 102

40‘and over - -930 - . 69 ' : 34 o '103~

- Note:" percentages exceed 100 because some growers contracted for~‘-v

“both pig productlon and plg flnlchlng.

Typesiﬂ’Cbnhuctlﬁvducﬁon

- CQntractors ‘may contract tc produce FP,_ to finiSh - FP, to -

farrcw-to—flnlsh MH, or to farrow-to-finish breedlng stock. A few

_ contractors may do :ali',those-‘activities “but a majority of.
_contractors reported‘specializatiohvin a single typefofrproduction

§ contractiﬁgo» Finishing was the most common act1v1ty. Of the 1023

| contractors, - on an ' opening: questlcn,ﬂ the fcllow1ng contract .

‘activities were reported:s -
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¢2145or»2;%7invoiVed‘in contract pig‘production,
t892 or 87% involved in contract»pig finishing,:'

- 152 or 15% 1nvo1ved in contract farrow=to=f1n;sh

'd33 or 3% lnvolved 1n contract breedlng stockrproductlcn°

;ijthe~1900.growers,,on»anzopen;ng:questlon; theyfollowangacontractﬁf,

act1v1t1es were: reported.,,,

697 or: 37% produced contract plgs,,-‘
_ 1175 or 62% flnlshed contract plgs, .
169 or ‘9% dld contract farrow-toaflnlsh

- 78 or 4% produced contract breedlng stocke‘,

_The percentages exceed 100 percent because several growers contract‘j};-‘

for two or more act1v1t1es._j'
- There is no reason why the growers and contractors should be

more than roughly slmllar in thelr act1V1t1es because the. number :

of growers per contractor varies cons1derab1y among contractors. .

For example a recent account reports that.Murphy Farms acqulred 190

grower contracts when it purchased PlaanLeW'Hogs ln Iowa.

Pzg Fzmshzng .

Plac;ng plgs w1th growers to: be flnlshed 1smcurrently the- core@-

of productlon contractlng., We w111 examlne some characterlstlcs,’

of this act1v1ty and. of 1ts partlclpatlng contractors and growers,

Contractors were asked to descrlbe thelr typ1ca1 grower 1n'

terms of.age.and experlenceo, The follow;ng plcture emerged of the |

SRathy Hohmann; "Murphy Moves 1nto the Mldwest ¥
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contréctors' perceptions.. The typical finisher was said to be 40
yeags.of'age which is a few years older thah other growers. He has
hadvlz.s years experience as a producer and has been contracting
with this contractor for 2.7 years.

Grower finishers, on the other hand, described themselves on:
average as 44 yearslold, whichlaveragéd a few years older than the
other growers. There was, of course, a considerable range in age:’
of groﬁers -= from 21 to 76. Grower finishers reported that on
average they had begun contracting in 1985; beginning dates ranged
from 1968 to 1988. Since many growers have changed contractors one
or more times, it is not inconsistent that their  term' of
- contracting would be longer than the 2.7 years described by the
dontractofso |
| Growers reported that their finisher contract arrangements had
an average length of 15 months; the range was three months to 10
Years;_ Oother growers typically had average contracts two or three
times as long,as the finishers. | ' - |

Contractor finishers, on average, began their own hog
production in 1975 and began contracting in'lgssnv c1eérly the
typical‘contractor did not begin production as a contractore These
average dates are within the ranges of other types of contractors.
: ‘We can estimaté roughly how many pigs were gontracted»to be
‘finished,_ It should be the total contract MH minus those contract
MH that were farrow-to-finish. Since some contractors. had

contracts for both finishing and FAF, their F-F marketings can only
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be gnessedo;rItcappears,that,the overall F-F proportion oftMH was

1-about.20%'leavingvaboutvso percent or about 5.4 million MH to the

finishers. ‘The roughly 5, 400 000 contract MH lelded by 892'
contractor flnlsher5uy1e1ds ‘a: mean’ of 6,054 MH
,mhe:numbersaon~the%morejspec1allzed,groWerjslde?are;coneietentgg
withgthenproportionswarriVed‘atrfrom contractors; ‘GrowerSthoa
finisheonﬂw*aocountEdifor'70'percentxof“total contractuMH%whileﬁ

growers engaged in'a»conbination of actiVitieS'(often involving

"flnlshlng) accounted for another 14 percent of contract MH The

flnlsh~only grower averaged 2 245 hogs/plgs per operatlon in 1988

and the max1mum;operat1on“marketed}18,QOthead‘(tableo16a)g

, Iﬁﬁ#vu#&%ﬁ?nﬂﬂrV

We found 152 contractors (15 percent) who were ;nvolved in
contraotlng for farrow«to-flnlsh (FnF) |

Contractors descrlbed thelr typlcal F=F grower, on average,

,as be;ng 30 5 years old, whlch 1s the youngest group among growerse

They report;that.he has:an‘averagewof'7°5vyearsvexperlence as,a'
grower and:hasvheen‘contractinggwith this contraCtortanfaverage ofr
3.4 years. : | | .

F»F growers reported thelr average age as 40 = a'thig
dev1atlon from the contractor perceptlon. They’reportedvthat"on-»
average, they began contractlng in 1985 w1th a range of 1977-1988.

Growers reported thelr FOF contract arrangements averaged 49

months in length w;th a range of 10 months to 15 yeare.ofW”
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As alréady indicated, the F-F contractors producedbabout 20
percent of the market hogs of the contractor group or about one
million head. The average F-F contractor contracted an average of
about 6,600 MH. The F-F specialized growers averaged almost 4,700

head marketed in 1988 (table 16a).

Pig Producers

We found 68 contréctors (6.7 percent) involved solely invpig'
production but another 146 (14.2 percent) wefe involved in pig
prgductbmf as well as other types of contracting. We cannot
_estimﬁfé?ﬁheir”tbtal:dﬁtput.ofrFbeéééuse cbntractors“gften fed
them out- and reported MH numbers rather than FP numbérs?

Contractgrs,deSGribed their typical pig-producer-grower as
having 13 years experien¢e and being 39 years old. They report the.
average grower as having contracted with them for 3.3 years.

Growers who were solely pig producers reported an average age
of 43 (a range of 21-76). They reported that on average they began
- contracting in 1983 (a range of 1960 to 1988). Their‘average
length of éontraét to produce pigs was 30 months (a range of four
months to 10 years was reported). These specialized pig producers
averaged marketings of 3 150 head in 1988 but the 1argest one .

marketed 39,000 head (table l6a).

Facilities
A new producer will have to invest in facilities -- an
investment that rises with size and for operations that farrow or

farrow*to~finish ‘rather than simply- finishingx - Even existing -
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producers sometimes have to renovate or build one or more buildings

: to,obtain,agcontract, ‘A recent trade.magaZinejreported-on-a grower
fthatewasethe largest-andtmostvproductive oﬁ_cargiilﬁs‘many'growers

'-eianR;ggThat-unit‘had*invested;$3001000”inya*facilityEturning?out»-

10,700 pigs a year«from-almost.SOO“SGWs.e:Thefgrdwe? reported an-

expected payout 1n less than 7 years. On"the»other“hand; Gene:

‘Futre11,,exten31on,econom1$t at Iowa. State. hast felt that many

contracts offer too-little to pay both decent wages»and,an adequate'
return on bulldlngs..fv

0ur 1987 survey found that growers in the Sa reglon were much-

d“(more llkely than growers in the NC reglons to have bullt facllltles'

in order to recelve a contraet.‘ Mldwestern growers most often used.

ex;stlng fac111t1es.,e
About 34 percent of the growers reported 1n 1989 that" they hads
bullt or. changed facllltles 1n order to obtaln a contracte GrowerS'
reported the speclflc typee of facillty constructlon or remodellng
that they dld to obtain a- contractrv New burldlngs were reported
sllghtly more frequently than remodellnq (table 17) |
Thelr frequency of bulldlnq or remodellng was related to. the.

growers' type of contract. Only 21 percent of those hundreds ofﬁ

'strlctlx flnlshers made any changes while 40 percent of those who

were»strlctly F-F and Sz.percent.of,those:who_wereeexcluslvelyap;g[

'5 March 1988,, pp. 24-32.

~ Times. - May 29, 1988. T

Steve Marbery,.“Razorbacks on a Roll,” Hooj;

’Wllllam Robblns; "Farmers Turn to Hog Tisihéifor?a;Feeeﬂeug;g



producers madé changes. In totai; about one-fourth the finishers
of m,ark’etr hogs préducing‘ tWé—fifi:hs of ‘the MH had made c:hangés
while ‘about ‘o_nemhal,f the pig'j prcduceré with two-thirds of the FP
' had made .}.changes in facilities. | LikewbiISé, thére was aﬁ "asséciation'
of ,type‘ of vcontractor and proportion' ’of growers who changed
’ 'y,_fa_,c‘;ilitiesc. ,_ .i’he- high percentages of change were with ‘b’:i.;g_
. contractors- (57 percent) and feed maﬁgfacturers_. (51 percent) while
dnly 22 percent of those growers contracting with farmers made
fa"cility ‘changes. | | |

There were other 'iﬁtéresting relationships to facility
changes,. ' Those growers not expecting to -beccme independent Withiini.‘
'three " yeaﬁrs’ were‘ more than thx;eé' times aé likely to ‘h'ave ﬁadeﬁ,
,::facility changés than those who did expect to become independeﬁntvo
The: pe’rceri_t of growers reporting changes were as follows.:x WNC 25,
ENC 23, NE 40, SA 59, SC 90, and W 13. Those who said that their

 contract income was sufficient to replace their hog buildiné’s, ‘when

it became necessary, were more than twice as likely to ‘have made ---

facility ‘changes as those who Said_their income was insufficient. _

The quest.ion to contractérs 'a,sked how much théir' typical
pig prbducer spent on remodeling ér building to;__;ﬂc‘;btainb»l;a :
) c,o{ntra.ct. The question was arisﬁered by 76437' - manYimore thah; "thlei ‘
. ﬁumber of FP producers but 377 less than the tétal numbeﬁ of

contractors. Some 62 percent of those contractor responses said

something was spent by growers to change or build facilities. -

Perhéps. the’.’muc}h highferj perce;ntéqea _ repcrtedz. by cﬁontrgai,ctcrs-";_, is

because the ‘contfa»c’jcor question was disproportionality answered by
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plg producers who were the most llkely to have to bulld or modlfy‘;
However, there 1s probably some unexplalned 1nconsrstency between
growers and contractors on this po;ntev

' ThlS survey . agaln conflrms that contractors on: the East Coasto
'vobtalned more changes in fac111t1es, or»neW‘fac;lltresyvofvthe;rr'
lgrowers compared to contractors elsewhere (tab1e~ 18)‘ B This~
d;fference, 1s assoc1ated w;th the greater presence of blg:
contractors .on. the "East COaSt and'-the fact that they more
: frequently start new producers in contractlng thereoles shown"in
htable 19 blg contractors were greatly dlfferent from other types
ioﬁ’ contractorS‘ concernlng' thelr lnltlal requlrements for
1fac111t1es.vj" o ( 3 : | |
| | Contractors were asked to score on  a-. 6=polnt scale the'
condltlon of the facllltles of thelr average grower, Means were

;maanly.aroun&.4 (6.1s excellent and 1 ls'poor)'but they averaged

'55§for those blg contractors requlrlng the most modlflcatlon or’

:‘bulldlng of facllltlesog

| M.ainténancc and ‘ Rép?dcement of Facilities‘ :
- Growers were asked, "Is your contract 1ncome enough that you
,’caniafford.to adequately ma;ntaln your hog bulldlngs°" They were‘
later asked “Is your contract 1ncome enough to replace your hog;
bulldlngs, 1f necessary’" Qf:those‘answerlng,v89 percent:sald they

jcould;malntaln“but’only»36 percent'thought theyvcould‘replace. The

ngorth Central region was most pos1t1ve about malntenance whlle the -

eRON was. most p051t1ve about replacement (table 20) Replles about ’

' malntenance were not related to s1ze of grower, but replles about
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replacement tended to be more frequently positive at larger sizes.
The percentages saying theyvcould‘réplace were related to the

type of production aCtivity as follows: strictly finishers 24%,
strictly F-F 48%, strictly pig production v47%, ‘and strictly

breeding stock production 75%. |

' Those 89 percent who said that they could maintain their:
facilities had a:higher average level of satisfaction (4.7 on a 6
point scale) than those 11 percent who said that contract income»

was inadequate (average satisfaction of 3.1).

Changes in Contracting-Parties* |
Contractors. were asked if they had ever dropped a“grcwerfdue
to poor performance. Those 48% giving affirmativé'replies were
asked what percent of their contractees on January 1, 1988, had.
been dropped since then (a period of 15-16 months). The average
percentage dropped by those dro?ping was 13 percent sincelJaan:y.
i, 1988, so the average.growerrtmrn@ver through this type of
contractor drops for fhe whole group was about 6.5 percent for a
15 to 16 month period.
| The likelihood of having dropped someone is related to the
type of contractor (partly a matte: of size!and~tenure) with 37
percent of the farm contraétors, 70 percent of the feed related,
75 percentb of other agribusiness and 89 percent of the big
contractors reporting drops. The frequency of‘contractors who had
'éﬁer‘dropped’a grower qﬁite natufally rose with the length of their -

-cohtracting;éxﬁérience: BBngréeﬁt;for;those contractors beginning.
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B in 1986*88, 56 percent for those in 1983-85 and 69 percent fora
&ithose beglnnlng contractlng before 1983°
Growers were.asked.a somewhat»relatedlquestioh:' have you -
‘»;preVLQusly'produced for a dlfferent contractor? Of 1630- responses,m”
'21532 or 33 percent sald yes. The yes percentages by reglon werea
lrEast Coast 29, North Central 38 and remalnder 11. leen the 1ongerr
thexperlence w;th contractlng on: the East Coast 1one mlght havep
- expected a hlgher percentage there.' Probably the much greater
]‘number of smaller, competlng contractors in the NC reglon is the
E-explanatlon for a hlgher turnoverO’ Thus far,vcontract productlon'
'jfhas been of a shorter run and more trans1tory nature 1n the NC
'.{freglongﬁ,, v »
L The percentage of growers who had produced prevrously for
»1Eanother contractor var1ed a blt by 51ze of grower: - 47%~for-s1ze

 2000-2999, 39% for

;s1ze 1000=1999 35% for size 3000-4999 26% for

3 __sl"z‘e{ .5;0;@@;99?99, 23% for size 10,000+ and 22% for size 500-1000.
‘éngkew1se there appeared to be a sllght relatlon to the type of
5§:contractor’w1th growers for feed.manufacturers hlgh at 42%, growers
'%pfor b;g ccntractors at431%, growers for area feed dealers at 28%

;:and growers for full-tlme farmers at 23%.‘

Cbnhumbrtuui(hvuwrfuunukm | |

CQntractors were asked to rate several characterlstlcsvof‘k
”dthelr average grower. Ratlngs were grouped as hlgh (ratlngs of 4,.
5 or 6 on a 6=polnt scale) and low (ratlngs of 1, 2 or 3) The

t_?percentages of contractors ratlng thelr average growers 1n the hlgh
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group were as‘followsi
) 66% Condition of facilities
74% Production managementvability
' 86% - Capacity totimprave”production‘m@nagememtsuhderﬁyourﬁ'
trainihg'} | | |
- 50%- Financial management’abilitiesév

45% Financialfstatus.,

The larger contfactors were more satisfied with their growérs' 
faciiities?than.were the smél;ér cpntragtors, vConsequéntly; 88
percent of the qéntract MH-and(SO percent of the ccntract-F? were
Aéssoéiated.with high ratings of faéilities. The average contractor
giving a "high" rating to his grower7facilitie5‘contracted-fbr"'
10,285 MH in 1988 while the‘éverage contractor giving a "low"
rating contracted for only 2,400 MH. Bygcontracfor typé, the
'percentages giving‘hi@h.raéinés to facilities were farmers 62
perCent)'feed related 74-percent;'othér agribusiness 81 percent, -
and;big contréctcrs 100 percent. - - R

| Contractors were also asked to . rate 1"y0ur 'degree of
satisfaction with contract production.™ Theif median and mean
scoresi were 4.0 "o‘n a 6-peint scale where 6' equals eXtremeiy ,
"satisfied andll-eQuals not at a11 satiéfied. About 72 percent of
the;contractoxssgave a "high" rating of 4 or higher.:
Contractor satisfaction with contracting was~;more highly
related to contractcr‘appraisal:of growers' production management

abilities, capacity to imprové- production management under
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contractor training, and condition‘of faCilitiesvthan.to‘the,other,
factors: _groﬁers'_financial management'abilities and growers'
financial status. B | o

Grower Attitudes. : Groivfersr;f_'were_,: asked to-use a »6:=-p_o‘int::;:‘s,c.a:-l,leze;f to:
‘shQW'theirt"ie?el of"satisfaction with contractfprodtotion*and,.
payment arrangenent." ~ Their meangscorevwas 4@5’and,aboutv74a
percent“gaﬁe-a high ratinqﬂof 4apoints~orfhi§her.' Thusﬁ grower:and’
oontractor”satisfaction}ratings.Were quite.similar. - Mean ratings
of grower satisfactionzdid not differ.Substantiaiiy by region, age
of growers, or type of major problems experlenced w1th contractors.

Growers were asked to "descrlbe any'major problems experlenced‘
with your contractor.ﬂ Thlrty percent replled no . problems and:
another 44 percent dldnlt answer. Some respondents may have been:
hesitant to volce crltlclsms, but 1t appears that a majority may:

have experlenced no major'problems. The reglonal percentages were:

EET 408 31% No.Answer

32'5 ;t} 28 . p‘38g: B ﬁa ?roblems

35 ;:ivg' 23 gétﬂ . Onefor More%Problemsf
100 100 100 |

Those‘sayingt"no;problem“ had*aﬁerage:Satisfaotion“ratings~of.morec
than.one-pointvhigher than,thosefiiStinq aeproblemf =

| The-most‘frequent problem-(gvperCent;nentioned) was_reCeipt
of diseased”liﬁestock‘or poor.qnaiity inpnts (table 21) . The three

next most frequentv'problems AWere}_  contractor won't keep. my
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‘facilities full, insufficient or slow payments; and communication
hassles_vwith»;contractorj or his fieldman (includes changing
.personnel, cumbersome records,:changing’procedures;‘etc.), Other
‘ problems mentioned included: contractor'won't:provide-medicine"or
| vet, meager technical assistance, and lack of long term contract.
Spec1a11zed breeding - stock producers most. emphasized the
'commuhicetion,hessle.‘ F-F producers most complained about poor
livestock. The number and type of problems appeared to be somewhat
}related to the type of contractor (table 21} .
p Growersvwere asked, "Do youoworryvaboutllosing’your contract?""
Generally, they didn't; 78 percent said no;'zg‘perceht’checkedﬁ
“Yes{vI worry a little,® and'zmpercent‘checked "yee, Irworry*a'e
lot.™ | | |
' Growers were asked)_"Why do you contract rather than prodUCing.t
'strictly for yourself?" ,About'23‘percent'did not reply while lzo

‘percent gave two reasons. The most frequent reasons were:

financial (lack of capitalvend credit to be independent) atigsf{w

ppercent'andfless‘marketfrisk at';BIpercent. Other_reasons;'ihj
declining order of'm@ntion, ﬁere: - better and/or more steady
income, assured market (simplifies ‘1life not to worry aboutf
'marketing);.better;caSh fiow; a>WaY-to get‘started,.less‘burdenvto'_
work with someone, and better livestock. Those in the NC region:r
more‘frequently cited financialereasons than did those in other -
vregions (table 22). 1In some communltles,pcontract production has -

been percelved as the 1ast stop before bankruptcy. . Note that,most
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of the above reasons are nuch morebpositive. |
Growers rated their contractor on helpfulness 1n improv1ng
their productlon efflclency through better records and traln;ng in
new*technlquesr etc. The»modal‘and.medlan'score'waswef(on*thef
usual: 6=p01nt scale w1th 6 extremely helpful.. and 1 not at a11"
'helpful)e However, there was great d;sperslon w1th 15 percent*
rating 1 and 18 percent ratlng-s.' Those older operatlons (begany
hog productlon before 1950) had a lower oplnlon than other groups
of contractor helpfulness.» Con31stent w1th that 33 pereent of
i grOwers 40 Years of'age, or older, qave a ratlng of 5 or 6 on*
helpfulness compared to 43 percent of the younger growers glVlng
those hlgh ratlngs. » There was some assoc1atlon of hlgher
satlsfactlon with more. helpful ratlngs but even 52 pereent of those,‘
ratlng helpfulness at 1 (not at ’all helpful) gave "hlgh"
sat;sfactlon ratlngs.‘ It 1s qulte poss1ble to be satlsfled wrthp

Contractlng even while flndlng contractors to be unhelpful in avl

' teehnlcal sense. Medium srzedg growers: 63000f'tovv9999);‘moreff’ -

frequently gave high ratings_hhiietthegsmallest»bperationsrgave'a
majority of low ratings. Ratin§s¥of helpfulnesstwere also:relatedl
to the productlon activity of the growers~ spec1allzed flnlshers'
gave a mean ratlnq of 3.4 compared to 3. 9 for F~F growers, 4 0 for*
plg producers and 5.1 for breedlng stock producers.g Ratlnqs of
helpfulness appeared related to the type of contractor.jﬂlarge
contractors had a hlgher mean ratlng of 4.4 than the other three'

groups that had meens rang;ng from 3 -3 to 3 7oppc‘
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Grower Ind@endence and Related Attztudes

About 79 percent of the growers reported they operated an

independent hog o_perat:.on before ; they began contra_,ctlng whlle» 335_0-

' or 21 'percen;t 3_had‘ notiz- On.'_'a\‘ierag;.e:r’,-a those indeﬁpendents :had-operate'd::a_
14.5 ‘V"yveérs ‘as»:}.: i'nd"ependents‘. "T’he. 'pgreviously independent; 'avereged
e'lmoSt' four: years older than the never indepepndent.,' ‘The,p‘e-rcentiagef. .
of independents.:; wgas-related. t_o‘ the size of tne' grower operation.
While 89, ‘91 and 87 fpercento:f'growers in the .three smallest sizes
,.had been 1ndependent, “only 611,' 60 and 57 percent ofj‘“the 'fthree,[»-
' largest sizes had been 1ndependent., - in’ other ‘dwfords, when o

s 'contractors take the trouble to set up new producers as- growers,*,

. they tend to work Wlth 1arger operatlonsa :

‘ Ther percentage of :Lndependents. was de»finit\elyt relatfed' to
reg‘:l.ona The percentages that had been independent were: WNC 95
percent ENC 72 percent NE 76 percent, SA 47 percent SC 31
'; percent, and W 90 percent. _ 'I'he percept:.on of problems dldn't«"
appear to be related to whether prev1ous1y 1ndependent° : leewlse,f ce

'vﬂsatlsfact;on ratlngs of contract:i.ng were not related »to: Wneth_er,
prev;ously 1ndependent. " Those who had been i’ndependentr" more o

frequently stressed f:i.nances and less market r:.sk as the1r reasons N

*’for contractlng.

The pr‘o_portlon‘ of previouSly.'independlent varied by ‘the type - B

of ‘specializ"ed production activ.itY'. ' The _percent who had been

1ndependent was 90 for plg flnlshers, 84 for EV'-fFv, 61 for pig o

g producers and 50 for breedlng stock produoers,

Kid
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'I‘he type of contractor ‘was related to the percentage of
’fvpreVLOusly ;ndependent growers as follows°” large contractors 68
percent, farmers 84 percent feed related 80 percent and cther
| agr1bus1ness 94 percent, | | B S
Thus the grower who beglns hog productlon and contractlng}.

' s1multaneously tends to° } be younger, l;Lve outs:i.de the Cornbelt

: operate a larger unl,t and: produce prgs or breedlng stock for a»
'large contractor, R |

Would growers llke to become 1ndependent’ Thlrty-four percent

of growers replled that they want to become J.ndependent 43 percent

v'-sald they dld not and 23 percent say they :] ti l are part.lally

‘;ndependent ‘as they produce ‘some hogs of_ thelr own The

proportlons dlffer by reg].ons with 34 percent "no" 1n the Nc 55

percent ”no" vln »the 'RON, and 62 percent "no J.n" the Ec., : That

Cornbelt .1ndependence shows up agaln. , Those s g’ no averaged?@s:

: years of age versus age 37 for the yes grower | ‘aylng they want
| 1ndependence and age 45 - for those also lndependent now. The o

percent wantlng 1ndependence was a llttle larger at the three

smaller sizes (39 47 and 40 percent) versus vat j'v'he three larger

sizes (18 40 and 24 percent) of. operatlons. S

Attltude toward .1ndependence shows some relat::on to rea‘so.}__ o
for contractlnge ‘I‘hose not wantlng to- become 1ndependent showed
- more concern about market rJ.sk and llked worklng w1th someone else.
"Those wantlng to be ;Lndependent put more emphas:.s on current
}flnanclal problems and/or v1.ewed contractlng as a way to get

started.
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Growers were asked 1f they expect to become fully independent
w;thln the next three years. Their expectatlon'was related, of

vcourse, tO‘thelr‘attltude tcwardvindependence, Here were the

results::
- Expect independence
in 3 years? _
v Yes No. g Total -
'Want-Independence? Yes 49% 51% 100%"
‘ No 1 ' 29 100
Still Also - 23 77 100

Total ‘ 23 77 100

It surprises that only 23 percent of th@se‘;n@w' also
‘indepéndent eXpectvta'be wiﬁhin'three Years“while 49 percent Of
'.those‘nof indepeﬁdent’(but wanting to be) expect to be'indepéndent
‘in'three years. 'Perhaps the partially independent have the least
jiﬁterest in becoming»tctally indepeﬁdent. Note that,‘in total,
only onevgrowet in four expects to be independent in three years.

o éy'size the highest proportions expecting independence were
'>271 and 28 percent in sizes 1@00 to 2999 while the 'lowest.
1 §r6portiohs-;were 16> and 14 percenﬁv in sizes 3000 to 9999;v 
' EXpéctatibn had'a»regional dimension with these percentages cf-zgs:

WNC 34, ENC 5, East Coast 28, and RON 11.

| Independ{ents.’ Attitudes Toward Contracting

| Independent prcducers with no experience in contracting were

j-assked. a questlon (with a check llst of answers) read;ng Would ygu.

f:c0n51der ralslng hogs or plgs on contract for- ancther'party° Oﬁe'
i'out‘of every two of the several thousand respondents gave the

gstroﬁgly negative answer of "I would not consider contract raising.
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: aIndependents 1n the N’° Central reglon were more negatlve towa

. contractlng than those 1n other reglons (table 23)ed,'

flnterested than growers'ln thTfN. central and Eajh
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under.any‘circumstanCe"f-d-the'ﬁnofwaY"%answer’of-tablef23.‘sIt'f

fshould be noted however, that 1% were cons1der1nq becomlng a
'.»grower and another 20% were w1111ng to cons;der the ldeae' Thus,}

nthere is. a srgnlflcant pool.-. of lndependent producers who mlght bez:
'hrecrulted as growers.f Not surpr1s1ngly, those 1ndependents thatﬂ

,had begun productlon 51nce 1984 were 51gn1f1cantly less negatlvey"

about contractlng than older operatlons@ : Therex was: not much-;:;: o

dlfference in attltude by s1ze of unlt except that the 1argest'

'.unlts (10, 000+) were a trlfle less negatlve than the smaller s1zes.j;}i¥31‘”

That one~half who gave the strongly’negatlve "no way" answi

were: .asked "Why " About 2/3 of them answered ,representlng moreflg

'than 12, 000 producers. Of these strongly negatlve producers about,'”

1/2 were opposed to contractlng 1n general and/or saw 1t_a".f

threat to thelr lndependence (table 24) Other reasons wuref”

;generally more operatlonal 1n nature, such as contracts pay poorly s

or the respondent‘s age or health would hlnder, or hls facllltlesv

vweren‘t-adequate. Whlle thererwere a, few reglonal dlfferences they};vt

were not large (table 24)

Independent producer's were next asked 1f they would con51deréd

*becomlng a: contractor., Most (69%) sald they were not lnterestedff
"-hln hav1ng someone produce hogs on contract for them, whlle 1% wereV“
~‘con51der1ng contractlng ‘and. 30% sald they mlght cons;der lt in: thehf’

1future (table 25) Growers 1n the rest of the natlon ‘were more;*J‘“
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Larger eperations more frequently than smaller ones werebinterested
in-beeoming'contractors: 72% not interested for sizes 500-1999
' compered "to only 60% not interested for sizes 5000 andb up.
Likewisej'sﬁaller proportionsrgf-the»cldef operatiens than of the
newer werevinterested in becoming contractors: 76% not interested
.ofethese’operations:begun before iS?O}compared;to 55% for those
begin after-1984. |
Those respondents indicating no interest inv.becoming
vcontractors‘were'asked to:exPlain why. Only 8% gave personaI
- opposition "to‘v centracting ee their reason. - However». the mosﬁ
commonly - reply of5 "peréenalf preference®™ often mey have been--‘
‘motivated by opposition (table 26). Another 8% gave workmanship
reasons --= "a grower wouidnﬁt'dd it the-right way that I do it."
Another 17% felt that ccntraCting.ﬁouldn't pay. There were some

small regional differences (table 26).

QOutlets for MH
~_"Howedo}you usua11y'market yeur”slaughter hogs?™ The 959
‘contractors answers to a specific list were as follows:

o ' Percent of ,
Number Those Answering Market Outlet L

- 3%9° v 42 Shop around nearly every time I sell.
383 : 40 - Sell regularly at same outlet for
' . going price
157 16 Have a standlng agreement at a prlce
- v premium
20 2. other or sell only FP
959 : 100 C - - '

These results indicate most contractors ‘used regular market

rChannels“”with only one in  six: having negotiated a standing’
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agreement with a specific packer at a,pricevpremiume However, a
comparison of contractor type by market outlet showed that 82
percent of the big contractors had negotiated such agreements.
Likewise, the use df”standing’agreements_was related positively to
size of contractor as follows: .siZés‘500-2999 had 8% usage, sizes
3000~9999 had-lg%‘énd;sizes 10,000 plﬁs had 32%. Hence, about 28%
of contractors' MH were probabiy COveréd’by such formula pricing
type,agreeménts that bypass the regular price discovery markets.
As shown in table 27 éhe use of market outlets varied by.regions
w;th the least shopplng around on the East Coast and the most in
thsﬁNorth Central. There were the most standing agreements at a

premiumvprice on the East Coast and the least in the North Central.

| Resources Provided by Contractors

Contractors were asked to ;ndlcate the- percentages of certaln
reSources. (inputs) provided by themselves and by grewersc
Generaily the contractors provided almost all of the*breedlng
stock, feed, snd,medicines‘and almost none of the facilipies! labor
(and day to day managemént), and}utilities, There were perhapsia
few more deviations from this all or nothing pattern in farrcﬁitoé

finish than in finishing (table 28).

Contractor Production Costs
"»Contractérsr wefe asked to compare their average cosﬁb of
production with the aVeraQé,coSts‘ét "a really efficient, lafge-
scale independent,cberator in:yaur area." These estimates maj be

expected to be quite crude for area ‘costs and even for some .
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contraciors' costs. Génerally,‘a majority‘of‘the céntractors
answéring felt theif average costs oprroduction'weﬁe the same as
independent competitors while a few more contractors thqught their

costs lower than thought them higher, except for F-F (table 29).

Cbnhucuw°seylmmcnpnon¢nui1%wdASownm

‘v  All but 32 of. the 1023 contractcrs answer@d a check«llstv

.deScr;ptlon of their bu51neSSa The results were:

Percent of

‘Number - Those Answering
Full-time farmer B - 604 v ' 61
. Part=-time farmer = 94~ v o ' ‘ 10
Feed manufacturer - - . 55 ' 5
'Feed dealer : : A 159 16
Big contractor _ - 28 R ’ 3
Other agribusiness S - : : 5
’ 991 ' 100

Obv;cusly very few of these contractors descrlbed themselves

as purely'contractors. 'Asvncted earller,bsevenfmcre.clas51f1ed'

themseIVQSj as: big ccntractérS» than fitted our 50,000 head

definition of large contractors. Farmers and feed businesses

comprise most of the contractors. Recall, however, that those two -~

major groups marketed only 45 percent of the contract MH and 34

pefrc‘ent ~of the contract FP while big :con‘tractcrs markéted' 51

percent and'63-percent’offthbSe c0ntract_MHvand,FP (tablé'll);
- Descriptive lists often force simplification. It appears from the

feed source data given below that numerous farmers had feed dealer

ties and certainly the typical big contractor makes much of his own
feéd., Hencé, theseidescriptions'Sh@uldfnot'be:taken*tgo literallyy;

as mutually exclusive definitions of contractors.
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“As in_dicatedr_ previous_ly- in ‘table»‘ 19, the ». bigl co:ntractors
typically‘required muchfgreatereinitial inVestmentsnof-growers~in '
facilities. | R

The ch:f ; 'r:egfii;on%’- haa a high: p:roport‘ion« ‘of farmers: and.

‘dealers but lower proport‘lons of: big contractors : and other:

:agr;buSLnesses (table 30).
The comparlson of type contractox: with feecL source.: shows that:’

17 percent of the “farmers"' were . also feed dealers or feed

: ma:nufacturers., However, 52 percent of the farmer=-contractors have.

a deal wrth a single feed source (table 31) Not surprlslngly most o

feed dealers and feed manufacturers supply thelr contract hogs w1th
’-‘the;r own feed° ' Note that 86 percent of the b1g contractors had-
a feed dealeruor : feed manufacturer connectlon.,. Overall, taklng. o
bids hlad a very low ’prop‘orti’on'ﬁof- ’users vihvil‘e}"a «majority‘ of
| contractors ( 54 percent) used some type of contlnuous contractlng ‘

vwz.th one or . several feed sources, , Obvz.,ously . the large maj»orlty

'of fjeed' for contractv.productlonr of hogs came from captivei sources. -

Grower Descriptions of Contractors ahd of SélveS" _ :
 Growers: were gijfen~-* a list. toi'describej their contractors: that:
_' .fwas identical to the.iiﬁst- f’given’ téf’ coﬁntractorsv forf; their self«»*
- d,e:sécription’.,j Generally, the growers ,pverceivedl‘their contractorsrv
:mor'e frequently: as v‘feed'-rel'ated or big v'contractors or ‘vothevr--

: -agr:.bus:.ness than the contractors had reported (table 32).  This

‘ result would be expected to the extent that those categorles;z.j;. o

, contract, on average, w1th more growers than farmer contractors do.,

It 1s also poss1b1e that growers: were: ar llttle less 11ke1y to,:s:i-s.
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perceive their confractors as'farmers}than'contractors were.
There were some interesting variations by region (table'32)

In every reglon except the RON the feed dealer or manufacturer is

.percelved as contractor more - frequently than any other group°

 The average.market1n95~of growers were related.to the klndlof

‘contractor=‘with.7whom; they associated.  Not- surprisinqu; ‘the

contraot means of‘botthP and’MH were_larger»forvthose growers:
associated with big contractors (table 33).

About 16 percent of the growers cohtractihg'with farmérs had -

° never been independent versus 20 percent of those contractinquith

feed;'folks- and 32 percent of those contracting with big

contractors."mhus, it appears,that big’contraetors were twice as
likely as farmers to startfout growers with no previous experience

in hog production. R. H. Mohesky, director of Cargill's hog

‘contractlng has been quoted as say1ng° "We are'looking for people

who have been successful, not necessarlly those with hog production

- experience;v If a person has been successful, regardless of the -

endeavor, c hances are he w111 make an excellent producer s

As'lndlcated earllerlln:table 21, those growers associated

~ with the big contractors or feed-related contractors appeared to

haVe’a'few less problems than thoseﬂgrowers associated with farmers:
or other agr1bus;ness contractors.
‘Growers were asked to describe themselves 1n terms of a llSt.i

The results were as follows° partétlme‘farmer‘28‘pereent, full- -

timeifarmerfsg_peroent,~feed_dea1er related (owner or employee) 2

f:?Hog Farm Managemegt, March 1988, p. 28.



o

49

percent, owner or employee of hog contractor 3 percent other-z

percent and comblnatlons. of ab.ove 6 percent. 'I‘hese answers-

reflect the selfodescrlptlons of growers and there was ne room onf

~ the questlonnalre to deflne terms such as partatlme versus full=“ o

time farmer. The shares of market1ngs--espec1ally of contract MHw

c=were reasonably s;mllar to the percentages of growers by typef

(table 34)

v The age groups by decades of the 1675 growers Who prov;ded :

'>'the1r ages were as follows~,

1 Ages '_v_- o vperCenth'fﬁ

o 20-29 10
~30-3 35
. 40-49 25
. 50-59.. 19
- 60-69 - 10
70-79 | _1
100

With 89 percent of" growers under' 60 years of age, the turnover.~4‘

'Jof?growerswassocaatedaw;th»ag;ngawould not*heaexpectedrto&bervery{

fast.

Cﬁnuxvs Eemgﬂzof(kwunnztuuiTﬁnuzlkgan
' Iﬁpducnon.and Cbnﬁnrnng '

Growers were asked the lengﬂh of thelr typ1ca1 contract.f

-Answers ranged from.three months to 240 months w1th strlctly F-F

vgrowers hav1ng the largest mean “of 49 months,1‘str1ct1y -pig

producers next at 30 strlctly breedlng stock producers at 26 and

o strlctly plg flnlshers at 15'5 The overall mean contract for the

1453 growers prov;dlng that data was 26 5 months,;n-

e Those growers who gave the hlgher ratlngs (scores 4 6) on- thea"
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heltfulness offtheir contractorsrhad longer contracts on average
(BZ'QOnths):whiie those grOWersvwnogave the lower ratings (scores
1-3) had“averaoe contracts of 17.5 months. However, as noted
‘above, longer contracts are asaociated witth-Flandfpig»production
act1v1t1es which tended to glve hlgher ratlngs on helpfulness,
leew;se, there was a pos;Ltlve assoc1at1on between ratlng’s of |
'overall satisfaction w;th«contractlng and the;length oﬁ“contract.'lh

| Those growers reportlng' contracts shorter’ than 36 months
produced 68 percent of the contract MH and 52 percent of the
contract.FP 1n'19~88'° However,,these same growers marketed fewer R
contract MH and contract FP per grower than those with 1cnger ‘con- -
tracts. The means per grower were 2,581 contract MH versus 3,794 )
‘contract MH and 1,976 -contract»,FP versus 3,351 contract FP.
Seventy-eight?_ percent ';of the growers with cbntract MH and »61‘
tpercent of the growers with contract>FP reported contracts chorter
than 36 months. | _
Ccntract periods averaged longer in the EC than in the NC -
v reglon.~ The percent of contracts shorter than 36 months were: WNC

87 percent ENC 79 percent, EC 45 percent, RON 64 percent, and'

nat;on 74 percent. - These reglonal averages are probably affected -

by the different mixes of productlon activities by regions.

| ' Contracts averaged. roughly 10 months longer' when growers-
f'contracted w1th blg contractors or feederelated contractors than
' when. theyv»contracted wlth farmers or other agrlbuslnese

contractors.
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| cGntracts averagedi33'months when faciiitieSZWere initiallys
‘bullt or altered to obtaln the contract and averaged only 22 months
‘When they were not./ |
Growervaere«asked* "What’year*didQYOﬁfbegin?prbaucingrhegs?"é
”Answers ranged back as. far*as the 1930s: and were dlstrlbuted asa
follows: ‘ |
- In 1980s 39%
'In 1970s ' 36%
.. In 1960s : 12%
Before 1960 = _13%
S R ’ 100
The percentages of growers who had started preduCtion as
1ndependents er growers were related to the perlod they beganw
productlon, The percentages of growers beglnnlng as lndependentS‘:*
or growers by time periods were. ; ‘ i
No dates glven 7.~vg{'ﬂ o Ingependents ?»;L B L_‘Growers
In 1980s . sex . . aa%
In 1970s SR -1 : SR TR S
~In 1960s S o 97 N : 3
Before 1960 S . 100 T 0
No dates given -~~~ 87 . - .o 13
GrewerS‘werehasked;j"What;year did'YOu’begin~¢ontracting?"
Answers ranged back as@farfaszQSOTanduwerefdistributed;aS~f@llewsrv
| 1988  26%
12%87 - ¢ .. 18
- 1986 N 17f'f
- 1984-85 S 29
~-Before. 1984 = - _22
S ‘ 100
It appears that scme growers were qulte large when they began
sontractlng,‘table 35 1ndlcates that 9 percent cf 1988 s;gn—ups and

17 percent of those beglnnlng 1n 1987 had a: 1987 88 51ze of 5000
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head or more marketéd, That table also indicates that the highest
?roportion of large growers was in the group that contracted before
1984 and had had some years to grow.

Table 36 indicates that mean size of contract marketingsgwasﬁ
largest for the group of groweré beginning before 1983..  Not
surpriéingly, thé average’aqe of that same group was_aboutgsevenw
ggarS'greatergthan the-groups beginning contréctingfiater,»

TheA percentages of growers who once were independent is

related to the period they began contracting as follows:

Percent of Growers

Period~Began
'1986-88 ' : : 83

1983-85 h 82
Before 1983 - 64

The smaller perceﬁt of initially indepeﬁdentogrowers in the before
1983 period may be related to either or both of the following
hypotheses: (1) the initially never independent stay 1onger as
growers, and (2) the spread‘of contracting to the North Central -
b'reéion after 1982 recruited heavily among formervihdependents;
Table 37'indicatés larger proportions of the early recruits to
contracting were in the EaSt Coast region.

Grower attitudes towardv independence were related to the
period they began contracting, as follows:

Percent Expect:

Period Began | - Want Independence to Gain Independence
1986-88 - R . 40 , 27
1983-85 36 22

Before 1983 = = 6 . TR S ot
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The belief that their contract income is enough to replace
their hog buildings was held more frequently by those growers

beginning after 1982\thdn by those beginning_contracting earlier.

' Growér'Reported- Resource Shares:

Growers who produoed FP reported shares of resources (inpdts).
provided by themselves and by their oontrectorss; Growers said they-
provided virtudlly all»facilities‘(99’percent), most (87.4 percent) -
of the utilities, but only 31 pereent of theomedicines and vet
care, 30.peroent‘ofﬂthe-feed; and 27 percent of-the breeding stock.
The@grower~reportedfaverages:are«consistentuwith:thOSEsreportediby*
contractors-for‘fécilitieS“ahd labor.but areéconsiderably~higher“’b
for the grower shares on medicine"s, feed and bfr.eeding S“tolcl{-
Perhaps some contractors purchase,some feed‘andvbreeding stock from
thelr growers causing the two groups to. report dlfferently.

| Growers who produced farrow-to-flnlsh reported shares of
resources (1nputs)'proV1ded-byvthemselves.. On average, growers
provided virtually all,(99‘percent)eof the,facilities, 94 percent
of theelebor, 92;percent of the_utilities,_butfonly 31 perceot of
the breeding stock, 34 percent of the medioines.and~§erMcdre;vand
26 percent ofﬂthevfeed,. The-major disagreements with thefarersges..
reported by.contractorsAwere.again»in_feed,:breedinq stook_and_g
medicines. As shown in tabie 38, growers usually reported zero or
100 percent”shares ﬁith:very~few reporting anytﬁing,in.between,
There is no way'of-knoring if some growers may havelcarelessly gone

d@wnhthe,res@ur¢e%1ist¢reportihqsthemcontractor share for their
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own.. But their accuracy on fac;lltles and labcr suggests there
weren't tco many errors on the other resourceso Thus, there seems
to be some difference ;n qrower and ccnt:actor repcrts-cf‘the

resource. shares providéd for,feed,vmedicineséand breeding stock.

Fees Growers Report for Finishing Pigs |

There is no siméle way to cover the diversity}cf?payment_piansx'
reported by growers-cho‘finished pigs.for contractors. Geherallﬁ;
most (88 percent)_groweréfinishers«reported receiving set  fees
i(oftencincluding perfcrmance incentivec or‘penalties)fratﬁer than
"grofitwshares (or even‘fees;plus'prcfit shares) .-

' Th@“mcst commoh fee was;iﬁ dollars per-headcwheh hcgs‘areu
vmarketed; the next most common was a fee&pervhead'wheﬁ the pigs’”
arrived and the neit»was a payment of cents per-head'per day.

‘_éboﬁt 50 percént of the finishers reported a fee at marketing;:BB
B pércent‘acﬁee onaérrival, and?20>percentga daily fee. A fee on
arrival was"almost-always'coﬁbined with a fee at marketingvor (less.
"6fteﬁ} a fee per pound cf gain. In addition, 3 pé:cent reported -
:.no set fees ~but prrofit'-sharing. . .' These pcrcentages iotal, 106
‘percent because a few reported two types of fees. _Theie_were 9.
petcent.who,réported'fees plus-profit-shares; theSe 9‘perCent are:
included in the percentages reportednabove.v.The*repcrtedcfinishingfy

fees were:

: I Percent .

. Mean = Most Common Range ~Receiving Extra
At marketing  $5.39 $4 $1-$10 61
At arrival  $4.34 @ $4 ‘ $2-$8 83

Daily T 7¢ . 7é=10& 31



Per»head fees-typicallyvtotaled‘$7 to $9 (besides'any»special
incentives)T One grower clalmed to recelve only a $2 fee per headt»
et'time ofqmarket;ngn. Presumably there were spec1al c1rcumstances
for sogLoWaakﬁeec.orr;t.was;s;mply_;naccuratew,VTheahlghestggrower“
paY@ffstaﬁﬁeared'to be*one=ofttheafollowing;“r | :

(1) per head fees of’ $6 on. arr;val. plus $6 ‘at’ time  of:
‘ marketlng, ERSIE . , v v

(2) $4.50 per head on arrival plus 2 1/2 cents per pound of
gain plus up to $3 per head extra for high feed
.efflclency._ : v

: Several growers reported the;r contracts relled‘malnly on fees

' per pound of. galn, the range in cents per pound was. from 2. 1/2 to.,'

» 4»1/24_rAbout=l/Z:ofwallzthe yardage~fees»werer7jcents per day. -
Yardagerfees;Were;rarelyﬂreported'bysgrOWersfworkingjwithxthe»Large‘f”
contractorsry : Aboutv”3/4 of‘ those. growérsV*working‘ Withf.laréev5:

contractors rel;ed on fees per head. No fees below $6 per head."

were: observed in. thatrgroup and there was: a cons1derable number 1nlf'”

\the $8 to $10° range,-"

The lowest fees were assoc1ated wrth a second fee or proflte“4*5'

sharrng and/or a s;zable rncentlve program.uv For example,.93 ‘

'percent of those reportlng arrlval fees 1n the: range of. $2 $4 50rfo

".sa;d they also had an 1ncent1ve program whlle only 47 percent off,:

those reportlnq hlgher arrlval fees reported rece1v1ng 1ncent1ves.t
As shown above, 83 percent of the total flnlshers rece1v1ng arrlval';

fees also reported rece1v1ng extra 1ncent1ves (and p0551ble»

'"penaltres), wh;le 52 percent of all flnlshers reported recerv;ng‘f,’

Yextra .1.ncent1ves°



The types'of cther arrangemeﬁts”(than the three feeS—specified |

‘above) spelled out by 234 flnlshers were as follows.'

_ Percent of Percent of - o o
234 Answering All Finishers = Other Arrangements (fees)
49 9.6 Set fee per pound weight gain or-
: o s o - weight sold
13 : 2.5 - . Fee related to feed convers;on :
14 2.7 - ‘Profit share
14 2.9 - Fee per month or per bulldlng
: _ : . used per month
10 - 2.0 - Fee per head or per head per day"

100 19.7
bj There ‘were 300-grewer=finishers WhOl gave 442 . anewers
: descrlblng’thelr 1ncent1vee/penaltyprogram° They“were-as‘follews:,

Percent of = Percent of
_ 234‘Answer1n ALl Finishers

30.0 ‘ 7.1 ~ Feed conversion

-37.0 8.6 Feed conversion and llvabllltY”f

'32.0 7.4 Livability : :

0.5 0.1 Livability and leanness o
0.5 0.1 Feed conversion and even:market;g«‘

SR o ' welghts v

100.0 . 23.3

In summary, we did’notwask.for»grower‘eStimates cfrthe total

‘payment per head to grower-finishers. However, payments in:thevwel

range of $7 to $9 per head were tj’(pical-'. ‘There is 'a' great,il"'

&iverSity-of'payment plans. Almost all plans contain a ‘base feeaf” ’

per. head (sometlmes per head per day). Overall-flt ‘appears 3v9“

percent solely had proflt sharlng while 9 to 12 percent had prof;t-"
v:sharlng in add;tlon. Beyond that base fee, about 12 percent of the .
| flnlshers recelved eome sort of fee related to welght ga;n or
lswelght sold or feed ccnvers;one- ‘Beyond all that 23 percent of thefe
:growerﬂflnlshers had 1ncent1ve/penalty prov151ons based on feed

”l)conver51on, llvablllty or both.
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Fees Growers Report for Producing Pigs
v /
Growers who are pig producers reported the following
distribution of their payments:
65% =+ fee per head when pigs marketed
12% - cents per pound when pigs marketed
11% = formula fee related to current market prices‘
7% = fee per sow ‘
3% - one pig per litter
1% - set percent of gross sales
1% - set percent of profits
100%
In a few cases, there was a combinétion of fees such as fee per pig
marketed and fee per sow.
In addition to those fees, 52 percent inthetpig'producers
reported they received incentives/penalties. Most of these related
to farrowing efficiency -- stated in various ways. For the 266

operations providing answers about incentives, the replies were:

Percent of 226

44 pigs saved per year
27 - pigs weaned per litter
8 pigs marketed per sow weaned
17 average weight over 40 pounds
13 sow death loss

_9 - percent crates filled

118

The total percentage exceeds 100 because of’multipié replies.

The sizes of individual payments were:

Mean Range . Type Payment
$12.67 $4-$40 Dollars per pig marketed
70¢ 20-97 Cents per pound of pigs marketed
$9.71 0-22 Fee per month per sow handled
23% 0-37 Percent of sales

Most large contractors had a base payment per head of pigs

marketed plustincehtive'paymentS"for“productivity (usually pigs per
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litter or pigs per- sow in inventory) . Growers of 6ne large
contractor identified their-base as $9.50 per pig while growers of
another large contréctbr identified their base.payment as $14.50
vgef héad; Most: other growers: for largefcéntractgrs identified
" their payments~aS“being’within:that $9.56 to $14.50 range. Since
the details of‘thé incentive payments aren't clear, we dén't;kﬁow
how. similar that total payments were among the large.dontractdrsg

Small contractors tended to‘rely on slightly larger payments
per pig (more in the range of $12 to $18) than‘paid’by 1arge
c@ntréctérs but only a min@rity: provided extra productivity
incentivese The extreme payment of $40 per pig noted above in the
summary rangekwas an exceptional case in which the grower provided
everything and received a fixed price from’an.investor group.
| In summary, a large majority of pig producers feported'they
were rewarded by fees: per pig} marketed (or per cwt. of pigs
marketed) . In addition;‘ about half apparently received some

additional incentives of which a majority are -tied to pigs-saved.

Fees Growers Report for Farrow-to-Finish
:Farrow-tcéfinish growers reported: the followingvdistributién'
of their payments:

dollars per~head when pigs marketed

73% =
18% - cents per pound of hogs marketed
4% - combination of the two above
5% = profit share
100%

In addition to those fees, 42 percent reported that they
received performance incentives of penalties, but only a few

spelled out their nature. Generally they involved feed conversion
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and/or death loss and/or plgs saved or plgs weaned per lltter,_'

-

- and/or percent cratee filled.

We have the average fees reported for only 97 F-F growers.

The answers are: dlstr;buted as: follows°

vMean\ : c Range_ , ,
$17.17 ’$9;259$27;06¥ S dollare per head marketed;
12,30 0 12,0=-12.5¢F cents. per pound marketed -

- 64%: : S 9=75%. -~ share of profits .

Giren'the small’number of replies, they shou1d~be treated with

"eautioﬁa The lower fees were assoc;ated w1th 1noent1ve premlums

whlch may ‘have added s;gnlflcantly to the total pay, The 12 1/2,"‘

eente per pound.would amount to $30 for a 240 pound hog - a payment
that appeared somewhat better than the other feee,e About 30% of
| the FnF growers clalmed they prov;ded the breedlng stock - so they‘
would expect.hlgher~pay than those Who dldnit. ;One;producer-of-
.breeding:stoék”reporrediajfeevoﬁ $1é perbheadfof.51augﬁter”hogsr
witﬁ premiﬁms.for'theibreeding"animalseaﬁd‘aeshare"f'"profits;“
Another ‘grower that was - producing’ F-F for an- EC feed dealer
reported.hASacontract in detail. ‘He recelved $15 to $19 25 per
head.depending“on pigsfweaned~per'latter plus: a- premium. of up to
»$1 25 per head for percent ‘crates filled plus 4 1/2 cents per-
_ pound galn over the 45 pound feeder plg. For example. ' o
$17 75 for: 9.5 pigs weaned per lltter |
1.00 for 110% crates filled

_8.77 per head 4 1/2¢ for addlng‘195 1b. (24o’lb. market)
$27.52 , , : -
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Cbnhuxffﬂuuewﬂ”@ﬁvu&ms’ ,
- Family Income and Hired Labor

'vGrowers were asked, "What percent of your'family income is

derlved from . your contractlng arrangements’" -Answers variedbfrém

zero tc 100 percent w1th a mean of 33, 5 percent for the 1715‘

| answers. The mean answers byus;zecgroup,wererp051t1velyuassoclated~
- as'follcws: | v | -

Mean Percent

Size Group . o Family Income
' 500-999 o ~ 18.5

- 1000-=1999 : o ' 25.0
2000-2999 . . - .37.0
3000-4999° R 51.5

 5000~9999;5 , ' ' - B56.5
10,000 + o . 67.0

- Those.growers Who:were‘aIS@'in independent»production,had a

-méaﬁ’pércentﬂfamily‘incomesfrom“contractingjof 2505‘percent,versusf;

. 32 5:perCént'for thcsemwanting~to‘bécomefindependentivérsus;43,5ff-,

'percent for. those not- wantlng to become independent.
‘The mean.percentage of family 1ncome from c@ntractlng appeared -

to be‘relatéd lnversgly‘to thevage-af@the operation, as follows:

Period Beggn Production - Mean Percent Family Income
| 1940s » o 17
19508 - | 20
- 1%60s- o 41
18708 ' 36

1980s - o o 46
Growers were asked; "How many hoﬁrs per-weék of hired labor
- do you use in yourvhcq'cdntractihg operation?" The answérs ofa813
units ranged widely from one to 110 hours with a meanAcffés.hOurso

'As@expected,’thenewwasfaQQQSitiVe:association*betWeen amount  of. -
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_hired,labbrvand‘the siZe:unit (table 39). anly thoéevunits»market='

'ing'more thaﬁfsooouhead averaged one or more fullftime‘employeesg
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Appendixz A
Estimation Difficulties

- our 1987 study of structure excluded large contractors but

estimatedﬂatvolume'ofa4 956,000 MH in 1986 by loosifarm’contractorSw
(the group called small contractors here) - Sincevour'currentf
estlmate for 1988 is 5 354,000 MH for 1002 small contractors, a:
'growth of-398,000 or 8 percent is indicated. }Thatagrowth,rates
appearsitoo low. ‘?robably the 1986 numbers were oVer-estimatedl::~-:

== theY‘were,based,on a much smaller samgletof contractors than in

the present.studygr

. For the 1986 to 1988 g‘-r-.owth‘f-_ rate of 8"  ‘percent.. b,Y. ‘,Small,«.:{..

contractors to be reconciled with their higher‘1987‘to519885grthh'5'3
-rateS’of is»percent }either there:was‘high'negative'growth 1986 to
'~1987, or there was a sizable net exit of operatlons from 1986 to
',iéééo,,81nce the estlmated number of small contractor flrms is

| abcut.the same in 1988 a5'1986,,there was not a sizablefnet exit.
Force& toechoose between a high'negative growth'ratef1986 to 1987;c3s
or an overaestlmatlon of small contractor numbers and marketlngsft

in 1986, we chose the latter as more llkely.' An over-estlmate off

- 600,000 contract MH in the 1986 study seens plaus;ble.

Our current study estlmated 1002 small contractors whlle ourff'
1987 study estlmated 1009 == likely an overoestlmate. While that

.comparlson mlght sugqest great stablllty in contractlng, further

ganalys15 suggests ‘that there has been a. con51derable amount of

"entry 51nce 1986 balanced,by a somewhat smaller amount of ex1t from~
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cbntractinq. Of the 203 contractoré providing the year they beganv
cqntracting, 381 or 31 percent began in 1987 or later, that is,
after the 1987 study (table 4). |

Our grower responses were about six tlmes as numerous in the
1989 sample as in the 1987 survey. While our estimated populatlonﬁ
Qf growers-is’still.tca low, it is,much larger at 1900 than the,829
estimated in 1987; What.waéithe.sOurcezdﬁxlO71 more growers? ‘TWO
’major soﬁrces were (1) 748 "entrants" in 1987?88 (growers in the
1989 survey who said they began contractlng in 1987 or 1988) and
(2) much greater numbers of small sizes (500-1999) of growers.
Much of the second source results from our sampling the 500=999,
expectedvsize group for the first time in our 1989rsurVeyc We
‘ éstimatedv241 and,287‘"nbnaentrant"’opératibns in the twc‘smalieéﬁ
size groﬁps in 1989 versus cnly six in the 1987 survey (table‘40)c

Our survey sam?le was toe small in 1987 to have much accuracy
by Size groups, SO the 1989 nﬁmbers in table 40»shou1d be é
¢onsiderably more reliable picture. The sizable~pr©portion of"
gréwer entrants in 1987-88 inte contracting (748‘oﬁt of 1900)
suggests a fairly rapid growth.. prever( that,large‘entry_is
likely partially cgunterbbalénced,by;éxits, of which we have no
survey estimates. See, however, therdaté‘on céntractor=dropsgof‘
growers. |
| It-was-surprising to findrthe estimated number of growers
riéiﬁg from 849 to 1900-While the estimated"numbér of MH rose only

from 2,663,000 to 3,003,000 from ‘theb 1987 survey to the 1989
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survey. The explanation has tt:‘wo parts: (1) as already noted, a
large p'art of the increased hu‘mb‘er of growers were in the two
smalleét’ sizes and they adde&- orily 540',,0‘00 to the MH estimates . and
(2) a : much higher"propért"ion of grower output in the 1989 survey
is in FP Qrdduction. ~ Thus, the grower output of MH was up 341,000
or 13 percent from 1987 tb_ 1989 while their output '.‘of; FP was up
1,953,000 or 332 percent: (‘table;, 421) . It would va;ppea'rf: that there-
has been vonly‘» a 'slojw grgwth. in grower output of | MH but a much
faster vgrowﬁh- in grower. Qutpuﬁ'ﬁ.of-‘FP, However, we would urge
' cautign‘ in ﬁsing these numbers as é‘ny sortv df; preéise-meésuremgnts

of those two trends.
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Appauhx.B

Lzst of States by Regzon

The reglonal analyses uses a - falrly common set of reglonsg

'Northeast;(NE)»1nc1udesythe'states%of:CTf MA;:ME, NH,~NJn NY,.

RI,-VT;z’The EastuNorth;chtral (ENC) includes the-stéteS’qf
IN, MI, OH, WI. TheiWéstvNorth1centraiz(WNC)pincludes IA;.KS}

Mo,vND,fNE17SD}v The‘SouthVAtianticY(SA)-includés.DE' FL, GA,

;ch SC, VA,rWVd‘ The South Central (SC) includes AL, AR KY,
MS, OK, TN,'TX,' The West (W) lncludes AK, AZ, CA, CO, HI, D,

NM, NV, OR;EUT, WA, WY. The;consclldated reglons.are the NC

or NorthﬁCentral”(ENCuand.WNC),<the‘Eczor:EaSt,CQést_(NE;and,SA)

and

vthestNvér rest vathevnationf(SC'andi);‘ We-haderespbnses

from all the 50 states except NH, VT,'CT,and'AK;



Table 1

Growth in Marketings of MH & FP, 1987 to 1988, - v ) oo
by Size of Contractor” o '

Contract = 87-88 % MH 87 '87-88 % Total %

Size . _MH87 e 87-88 Own-Prod  __ MM 87-88  MH 87 _87-88
(000 head) ' o (obo head) o - | (000 ﬁeaﬂ)
Smal | 2874 554 1% 1466  143 » | o a0 16w
Large:. 2658 331 12% _;.m -56 -6% 3607 %
Tatal 5532 885 16% 2415 92 % 7947 12%
Contract o % FPar 87-88 % Total %
FP87 87-88 87-88 Own-Prod FP 87-88 FP 87  87-88
_(000 head) | o (000 head) _ (OOO‘hea&)'
Smal - 280 33 12% 686 8 1% o
Large 378 | 194 51% _580 18 3% | iS_B ' 'gg%

Total 658 2217 34% ' 1266 26 2% - 1924 13% :

*Table is restricted to comparing those who‘}eported numbers marketed of MH and/or FP in both 87 & 88, so
totals are smaller than for the unrestricted marketings.

87-88 iﬁdicates the change in reported marketings from 1987 to 1988.



"Table 2

, Growth in Marketings of MH & FP,
1987 to 1988 by Region & Size of Contractor =

, _Contractm _ Own-Produced MM~ __ Total FP
. Size S v ; e T i T K
Region = Contractor 87 No. Chig. 87-88° % Chg. 87 No. Chg:. ‘87-88 % Chg. 87 No.  Chg. 87-88: % Chg.

WNCT o Small 16277 383 u% 830 91 1% 646~ 37 6%
' large. - 7770 78 100 _360 48 (3 2ws T8 29
Total 2404 461 19 1190 45" 4910 1z . 12
ENG Smal'l o475 . 13 .3 184 39 21 19418 9
Llarge’ 152 85 - 43 46  (-1) (2) 95 17 18

Total 627 18 12 230 3 - 17 289 3 12

CEC. Small . 767 . 13§ .18 344 - W4 4 67 3 3
Large loss, 183 17 25 . () (@ 83 10 19
‘Total . 1815 - 318 . . 17 769 5 1. 6500 112 17

 ROW Sma 6 23 383 107
‘ Large - 680 6 1our
~Total 686 . 29 - 4 224

s an e
0 16 _8 50
AN £ N € ) B ¢ §))

o
[
<.aslo -~

Grand Totsl - S582  886 16 2413 2 4 1% 281 13

Nate: The rough way the large cuntractors"markgtings were distributed among fegioﬁs, as described in the
text, should be cnqsidered in.interpreting thj;,tab!e‘ Becadsb,of rounding, totais may vary between tables by
1 or 2 thousand head: o . Lo ’



~Table 3

Growth in Marketings, 1987 to 1988
by Size of Contractor

Size Group

(87 marketing numbersv& changes in 000 head)

Contract MH Own—-Produced MH All FP

. Chg Chg Chg
87 No. 87-88 % Chg 87 No. 87-89 7% Chg 87 No. 87-88 % Chg

500-1999
2000-4999
5000-9999
10,000-49, 999

50,000 up
Total

88 30 34 100 15 15 83 (39)  (47)
497 66 13 453 52 11 238 12 5

. 532 35 7 an 11 3 119 23 19

1757 423 24 502 70 14 526 29 6
2658 331 12 _949 (56)  (6) _958 212 22

5532 885 . 16 2415 92 4 1924 237 12

v



Tablea4v

Number of Contractors by Year
of Entry into Contracting

Entry Period

Number
None Given 121
19608 | 26
1970s 49
1980-82 101
1983-84 189
1985-86 256
1987-88 281

oe

11

21

W
[

|




' Table 5

Output Plans by Type of Contractor

Output Plan?by 1992
Larggn

Same

Smaller

Out of Contracting

Contractor Type

Feed “Bigh  Other
Farmer Related Contractor: Agbusinessg
31% “' 61% 86% 75%
50. | 33 14 | 15
9. A 0 10
10‘ _2 ' 0 0

100 100 100 100




Table 6

Output Plans of Contractors by Region

Region
Output Plan by 1992 WNC. . _ENC _EC _RON
Larger 39% 48% 42% - 58%
Same “h 39 | 45" 33
Smalier 7 11 8 9 -
Ouﬁ of Contracting 10 2 5 0

100% 100% 100% 100%




Table 7

Type of Contractor Contracting -
| by Output Plans -

Type of Contracting

‘Strictly-Finishing

Finishing Plus One or

More Other Types

Pig Production & F-F

& Their Combination .

Qutput by ‘92

Up Same Down = Out Total_
43.5% 41.0%  .7.4% 8.1% - 100.0%
'53.6  34.4  10.4 1.6 _ 100.0
15.1  67.7 8.3 8.9 100.0

o



Tabie 8

Market Hogs Marketed by Contractors in 1988 by Class & Region

Contract MH Own-Produced MH Total MH
Sma,l,lf _ B Large* : Sma P ' ‘Large* Smal l_"t . I,.arge"t
Region x(ooo head) % (000 -head) % (000 head) _ﬁ_ (ooo'h‘ead) % (0_90 h‘ead‘)v"_%_‘ (000 h_e‘ad‘)‘ %
WNC 2,064 58 855 27 982 56 315 35 3,046 57 1,170 28
ENC 512 14 217 7 223 .. 13 45 5. 735‘ 14 262 . 6
NE 581 16 274 8 184 10 14 2 765 14 288 | 7
SA 405 1 1,185 37 264 15 402 45 669 - 12 1,587 38
N 2 1 s 21 1 _6 w1 13 19 3 83 20
3, 590 100 3,217 100 . 1,764 100 893 100 5,354 100 - 4,110 160

% o i
Indicates class size of contractor.



" Table 9

1988 Contractor FP by Class &;Region e

contractor feeding out.

Contract FP Own—Producedr?Pr
: __ Small®* ___Large™ N Small® . Large®
Region . (000 head) _% (000 head) _% . (000 head) _% (000 head) _%
WNC 169 50. 209 - 37 537 75 130, 22
ENC 74 22 57 10 140 20 55 9.
EC 86 25 281 49 - - 412 69
RON _9 3 2. _4 34 5 = -
338 100 572 100 711 100 597 100
'*indicateSvclass size of contractof.
Warning: these numbers probably overestimate the sales of FP by contractors
- while the contract FP grossly underestimates the numbers of pigs produced for . %

See. “Magnitude of Contract Production® in the text.



Table 10

Mérket Hogs & Feeder Pigvaarkétéd
by Contractors in 1988 by Size*

. Own-Produced

. o -Own—Producéd
v o chtracglMH” _ o MH. Contract FP_ _ _FP._
__size .. - (000) - _%_ (000) % (000) % (000) b
. 500-1000 16 0.2 _ 4 0.2 20 2 - 0. 0
1000-1999~ 137 2 113 4 6 1 46 ‘ b
2000-2999 234 - 3 182 725 3 57 4
'3000-4999 370 5 - 328 12 43 5 139 11
5000-9999 : 581 9 459 17 - 86 9 72 s
10,000~ o L L _ o
49,999 2,252 33 678 - 25 158 17 397 30
50,000 + 3,217 47 893 34 572 63 597 46
’ 6,807 - 100 2,657 100 910 100 1,308 100

*Al11l “1afge contractors* are in the 50,000+ size.

See the warning in Table B concerning. FP. -



Table 11

1988 Contractor.MH & FP by Type of Contractor .

o - Own-—: :

: : Own-Produced - Contract - - Produced Number of

" Types » antract,MH; ‘ ME - FP - FP___ Operations
Contractor - (000) % (000) % . . (000) % (000) % = II %
Farmer 1,221 18 1,367 52 226 25 465 35 698 68
Feed Dealer. - . v . o
or Mfg: 1,854~ 27 251 9 82" 9 116 S9n. . 214 21
“B ig 66 . ) o . » o o
-Contractor - 3,435 51 912 34 - 572 63 543 42 . 28 3
Other - ' : . : v
Agbusiness 298 4 128 5 30 3 184 14 83 - 8

6,808 100 2,658 100  910. 100 1,308 100 1,023 100

Note: It .is important to hote that these are self-descriptions. Especially
note  that. 28 people/firms called themselves and are included as “big
contractors,“ while only 21 were classed as “large contractors“ based
on marketings. Thus, the - big contractor volume of <contract MH at
3,435,000 . was 218,000 more than the large contractor volume of
contract MH in 1988. ’ ‘ ) ' o

Seeﬂthevwarning in Table B concerning FP numbers.
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Table 12

Numbers and Percentages of Growers Reporting
“MH and FP Marketings for 1988

__# Growers % of 1900 Growers
1013 . 53% | Contract MH > 0 but Own MH = 0
174 : 9% : Contract MH > 0 and Own MH > 0
151 - 8% ~+ Contract MH = 0 but Own MH > 0
-Sub—totalsﬂlls7]' SR 62% : Contract;MHé> 0
. Sub-totals 325  17% . Oown MH >0
649 3%  Contract FP >0 but own FP =0
83 4% Contract FP > 0 and Own FP > 0
-129 : 7% Coﬁtract’FP = 0 but Own FP > 0
. Sub-totals 732 38% " Contract FP > 0

Sub-totals 212 1% _omFR>O0

Note: These percentages appear sllghtly inconsistent w1th the percentage of
growers reportlng their activities on the opening question of the. schedule.
because people ‘may’ occas;onally err and/or they may have been . 1nvolved in' an
_act1v1ty in 87" but report. no marketlngs in 88 ' T



Table 13

Average Grower Marketings of
MH and FP by Region, 1988

Region Contract MH

MH

FP

Contract FP Own-Prod. Own—Prod.
WNC 1860 2399 770 1330
ENC 1917 3335 969 3161
NE 3219 2294 374 978
SaA 4033 5591 841 1234
RON 1798 2846 5275 2299
Nation 2277 3052 929 1433
Note: Means are Eomputed on the basis of those reporting each type of

production.



Table 14

Grower Marketings of MH and FP
by Size of Operation, 1988 -

Contract MH. Contract FP°  Own-Prod. MH

Own-Prod. FP

%

‘ fSiz¢, . Lo00) & (000) % (000) %
© 500-1000 107 e % 4 28 10
"100051999 456 17  1;6f 6 ;49{ 16
12000-2999 435 16 . vi7b, e | 2 ,‘ 4
3000-4999 545 = 20  j 372 16 91 30
. 5000-9993 520 19 f 774 35, 34.3;  "11'

10,000 + 640 24 690 31 . 86 29
2703 100 223% 100 300 100

(000)

14
76

17

19

25

14

45
’ 100_




Table .15

Distribution of Numbers of GrowerFOperations e
by Type of Contracting & Size of Operation

Cﬁntracting‘Type : 500'19991,»2000-4999 - 5000-9999 I0,0QO + Total
Strictly Finisher 57.5 . 33.5 6.5 2.7 100.0
Strictly Pig Production 51.6 . 26;9 14.5 5.0 - 100.0
Strictly Farrow to Finiéh~ " 36.6. ‘ 25.8 25.1. 12,5 . 100.0

All Growers ‘ 52.1 30.8 11.0 6.1 100.0

N



o

Table 16

L988 Grower Contract Marketings by Age-Group

Contract MH .

Contract FP

# Marketings -
growers (000 head) %

Grower. # Marketings
Age—-Group N growers (000 hegd) %
Under 40 9401 547 1,163 43
40 and over: 930 639 1,540 57
1,870 1,186 2,703 100

418 1,295 58
315 939 42
733 2,234 100

*30 didn't give age.



Grower Marketing of Total Hogs & Pigs 1988

Table 1l6a

by Type of Contract Production

Finishing Only

Eig Prpduction Only
E;F Only

Bréeding Stock Only

- Combinations of Above

2,324
1,718

500

2,245
3,150

4,687

18,000
39,000
26,000
15,000

21,800

Ptinad Meciedy




Table 17

Facility Changes Reported by Growers
to Obtain a Contract

Facilit§£Changes

Built new
Leased/Purchased

Modified/Upgraded

Type of Facilityb

Nursery/ Breeding or-
Farrowing Grower Finishingv Gestation
12, - 10 8. 11
2. 2 3 2
9 8 11 : 5

#Numbers are % of all

1900 growers



Table 18

, Contractor Responses by Region
- Concerning Typical Grower Expense to Build
'~ or Change Facilities to Obtain a Contract

_Combined Regions

A&erage , Rest of
Grower Expenditure North Central East Coast - Nation
Nomne : 39% | 21% 72%
$1-4,999 ‘ '- 53 30 12
$5000749,999 6 27 12
$50,000 + .‘ o 2 22 4




Table 19

Contractor Responses by Contractor Type
Concerning Typical Grower Expense to Build
or Change Facilities to Obtain a Contract

_Contractor Type

Average » Feed Big Other
Grower Expenditure Farmer Related Contractor Agribusiness . Total
None o 39 © 39 4 46 38
$1-4,999 51 50 12 25 48
$5,000-49,999 8 8 31 17 9
$50,000 +- 2 3 53 12 5
100 100 - loo 100 100




Table 20

Distribution by Region of Grower Answers on
Maintaining or Replacing Facilities from Contract Income

Reply on Facilities " North Central & East Coast RON
Yes, can maintain 91% | . 88% 86%

Yes, can replace- ' 30 37 - 53

Nation

89%

. 34

W



Table 21

Grower Problems with Contractor
by Type of Contractor

Type of Contractor

Feed- Big Other

Problem Farmers = Related Coritractors Agribusiness  Total
No- answer 39% 47% 427% _ 48% 44
No. problem 29 31 . 36 18 30 ..
Poor livestock 14 6 10 5 9
Facilities not

kept full 5 6 1 10 5
Insufficient

or slow pay 4 7 2 17 5
Communication : v .

hassels 3 3 6 2 4

Note: Columns would add to 100% if other problems & combination answers were
included. Those given include the main problems listed.



Table 22

More Frequent Reasons Why Growers
Contract by Region

Combined Regions

» Rest of
) Reasons N. Central East Coast Nation Tbtalv
Financial 37 25 26 32
Less market risk 20 30 - 25 | 23av
Better &/or more steady income 9 12 10 9
Assured market 9 5 4 7
Other and Combination of reasons _25 28 _35 28
100 100 100 100
Note: percentages are of the 1475 growers giving reasons.

-

¥



Table 23

Independents’ Willingness to be a Grower by Region

Be a Grower?

Am considering it
Might consider it.

Would only if financially
forced

No way

Combined Regions

N. Central East Coast RON  Nation
1% 2% 2% 1%
i9 24 33 20
29 3 25 29
51 42 40 50
100% 100% - 100% 100%




Table 24

Reasons Given bvandependenﬁs for Their
 St;ong Opposition to Being a Grower by Region

_ Combined Regions

ReaSons-fo:MOppositionk. N. Central East.Coast RON - Nation

,I.Want to keep my : ‘ S R
~independence , . 33% 37% 16% - 32%

Oppdsed to contracting : 16 17 23 16
Contracting is poor pay ' 14 . 10 - 20 14
My age or health prevents 6 5 16

Igadéquate facilities 5 2 | 7 v 5

7»?earfbf disease , o 3 3 T 4

ivGené??lly~not interested 22 25 20 22

 Other | | 1 1 6 __1_

o



R ~ Table 25

- o .fr'Independents' Willingness to Become
EEE ' a Farm Contractor by Region

Combined Regions

:Be”a,Contractor,,.. R .N;»Céntralf"East_COaSt“ - RON.

 Am considering it T 1% 2% 1

‘Might consider it 29 30. 38

- Nation

1%
30

69

Not interested 10 68 _61

100% 100% = 100%

- 100%




Table 26"

Reasons Given. by Independents for Thelr Lack
of: Any Interest in Becomlng a Contractor by Region

Combined Regions

Reasons .  N. Central East Coast ~ RON  Nation

Oppositien to‘eontrectingj R PR C12% 8% 8%

PereonalEptefereneele | ’ - 32 | e'321. o 25 : 315‘

Workmanship | | B 8 | 12 1 8
’tZContractlng doesn't tay - "16" - 18v - 2T | 17

jPrefer status quo »;?‘ B 25 o - 18 200 25

;Am cuttlng back efforts E 6 4. 5:

SGenerally not 1nterested - o
~and Other o : ' 6 : 17 5 6
: : = 100% : 100% 100% 100%




Table 27 =

Market Outlets of Contractors by Region

Region
“Ouplet o ] Q - ' NnuCentralt E. Coast Rqﬁainde:
.Shoﬁ around every sale &7% ‘ 7 c 42
Same. outlet:at going price: 39 A 53 : 40~
Standing. agreement” & premium price 12 36 16
Other | _2 4 2




Table 28‘

" Average PéfqentagegofiRésourCes Provided
by Contractor by Type of Activity

BreediﬁévStockb

Féed .

'Medications.& Vet: Care
Facilities
Ut;il.ici;e’_s?_ B

Labor &’déy»to déy mgmt .

Pig Prod°
90 -
92

- N/A

F-F Finishing
97 . N/A
98 . 98

99 96

N/A : 3

11 7

briay Ao

Note: N/A is nbt:>app1i¢ab1e
contractors. ’

or

not: askéd:v ‘These

data. were. provided by



: Table 29
% : ' Contraﬁc:ﬁor -Cemparisen of Production Costs
- Productilon Costs*j \Fi'n'ishinq Pigs, ‘ 'YF—F""‘I"’ ‘Pig Production
Costs Same o s7% Coe4s o T0%
Own Costs Less 25 15~ 22
- Own Costs ngher 18 _21 o _.8
100 - 100 100
*Notev:_ Cbntractor compares own . average costs" to those of an -
: effic:.ent large scale J.ndependent 1n ‘the same area o
2
L4
“



Description of Type of’Céntiactbrf,*

Table 3O

by Region, 1988

Self-Description North Central_

rFérmer‘
- Feed'related 
'Bigucontractor_

Other Agribusiness

87%
82

R

RON

Total

East CoaSt’

11%
15
64

5

S 2%

40

100%
100

100

100




Table 31 -

‘>’Type of Contractor by Feed Source
for Contract Hog Production

Relation to Feed Source

We are a

Contract.

Have owﬁj
~ We are Com®1. Take  With Contract.  Mill .
_Type a dealer Feed Mfgr bidsl Several With One or other Total
Farmer - 14 3. s 19 52 7 100
1Feed‘mfg o 11 . 89 ‘ - - - | - 100~
Feed dgaler;_‘ 971_’ - ’2_A - 1 - ,190;
Big contractor 33 53 o 7 = 7 100
‘0§her'Agbus@m‘ 5 '2 5 b 22 '66‘>‘ 0 - 100.
>A11 Types’ 28 9 4 15 39 5 100
=



Table 32

Grower Description of Contractors by Region

.

Description of Contractor

Farmer
Feed-related
Big Contractor

Other Agbus.

NG
29
40
18

13
100

EC

20

48
Ty

100

RON
23
12

61

~ Nation
27
39
23‘
11
100
LN
A~



-

Average Size Grower Marketings

Table 33

by Type Contractor, 1988

Contract MH 88

Contract FP 88

Farmer 1814 2044
Feed-Related 2179 2929
Big Contractor. 3233 5183
Agbusiness & Combination 1757 2021
Note: Contractor type as perceived by growers. Average are

computed for those marketing contract MH or those marketing

contract FP.



Table 34 ®
- . ' : £
Frequency of Growers & Their Marketings by Type Grower ' =) l
, % %
% of % of _ % of Own-Produced  Own-Produced
Type Grower Grnwe;s_ Cuntract MH Contract ,FP MR- FP.
Part-time farmer = 28 26 16 e 13.
Full-time farmer T 56 67 s 83
Feed dealer related. 2 1 - 1 " > ‘ :
Contractor related 3 4 6 - B " g .
Combination of above 6 s 14 7 12 e
Other - 2 . 3 . -
100 - 160 100 100 100
‘)
e
>
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Table 35

Period Growers Began Contracting
by 1987-88 Size

Size Groups

Date CbntractingﬁBEgan 500-1999  2000-4999 5000-9999 10,000 + Total

1988 | 749 17% 6% 3% 100%
1987 ’ 41' 42 9 8 100
1986 - 51 .39 10 1 100
1984-85 | 48 29 , 15 8 100

Before 1984 40 45 16 9 100




Table 36

Grower 1988 Contract Marketiﬁgs.

by Period Began Contracting

MH FP
Date o o 1 :
Contracting % Number % Average %. Number - % Average -
Began Growers Marketings Size Growers = Marketings  Size
1986-88 55% 40%-. 1,632 51% 49%. 2,987
1983-85 28 37 3,022 25 25 : 2,996
Before 1983 17 23 3,042 24 26 3,337
. : 100 - . 100 . 2,262 - 100 100

3,070

s
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Table 37

Period Growers Began Contracting by Region

Date

Contracting Began

1986-88

1983-85

Before 1983

56%
57

37

ENC

16%

20

EC RON
20% 8%
26 11
33 10

Total

100%

100

100




Table 38

Distribution of F-F Growers by Share
of Resources They Claimed to Provide

% Shares Provided by Grower

Resource Provided Grigérs Zero 1-40 41-60 61-99 100 Total
Breeding Stock 197 69% - - 1% 30% 100%
Facilities 197 1 - - - 99 100 -
Utilities 197 ’ 7 - 1 1 91 100
Feed -~ 210 | 66 & 8 - 22 100
Medicines 204 66 1 - - 33 100
Labor 201 5 2 - - 93 100

Vi g L &



o Table 39

* Average Hours Per Week of Labor

v Hired by Contract Growers by Size Operation

No. Units Reporting Size of Marketings Average Hours Hired Labor

142 ' 500-999 16
148 1000-1999 17
130 2000-2999 ‘ 21
145 3000-4999 29
151 5000-9999 61
97 10,000 + 164

p

9

Al

»

& 5
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Table

40

Comparison of Estimates of Number of Growers
in the 1987 and 1989 Surveys
Size Group
500~ 1000- 2000- 3000~ 5000~ 10,000

Surveys- 999 1999 2999 4999. 9999 & more Sum’
1987 N/A 6 318 189 210 107 829
1989 462 528 295 291 209 115 - 1900 .
Entrants

1987-88 - 221 241 94 102 54 36 748

e ¥

oy,
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Table 41

Compariéon of Estimates of Grower Marketings
in the 1987 & 1989 Surveys

Surveys

1987

1989

1987

1989

Size Group

500- 1000- . 2000- 3000-  5000- 10,000

999 1999 2999 4999 9999 & more Sum
Total MH (000 head)

N/A - 537 439 114 913 2,662 -

135 505 446 636 554 727 3,003
Total‘FP (000 head)

N/A - 35 138 235 U179 588

111 202 193 391 815 828 2,541




