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‘he traditional exchang

fe

States is untler attack, partly because of changes in industry structure
and partly because of alleged Inefficiencies and egquities in pricing

New marketing alternatives are under conslderation including a cen~

tralized computer trading system. This paper reviews the history behind

the evolution of electronic trading peteuntials for mear, and suzgests

some econonic consideraticns and evaluation guldelines for such a

systen.




le Meat Trading in the qutaf
and Evzluation Guidelines for

Wholesa
Pricing Issues

ted States meat industry is extremely large and complex.

In 1979, slaughter plants produced 36,28 billion pounds of red meat.
Beef accounted for 57 percent {21.3 billion peounds), pork, excluding
lard, for about 41 percent (15.3 billd ' al £ 1.25 per-
cent (0.4 billlon pounds) ané lamb and mutton accocunted for .75 per-—
cent (284 millicn pounds) (14). Gross sale f the red meat industry
were estimated at $50.6 billion in 1979, up 12 ﬁercent from 1978 (1).

Individuals and crganizations at each of the production-marketing
chain links have a large stake in the quality of ecomnomic performance
of the system. However, the most important link in the chain is the
wholesaling function where meat packers and various han
cluding retailers, come together and the price discovery

Much public concern about the performance of the livestock-meat
sector of the U.S. cconomy centers around 2 ilssues: (1) the changing
structure of the industry and (2) adequacy of the existing price dis-
covery and price reporting systems for iivestock and meats. This paper
is concerned with reviewing these issues, and suggests some econonic
considerations and evaluation guidelines for a specific alternative

exchange mechanism for red meat, electronic trading.

Changing Structure and Technology

The structure of the meat industry became a matter of public

concern over seventy years ago, culminating in the famous "“Consent




192G. In 1918 the "Big Five" Armour, Swift, Wilson, Cudahy
accounted for about 4% percent of commercial cattle slaugh-
t of the hogs and 62 percent of the sheep and lawmbs.
ntration at the mnational level dropped to 23 percent, 33 percent,
and 55 percent for cattle, hogs, aund sheep by the 1960°s. The de-
creasing concentration was
Decree, improvements in transportat
use of federal grading, and shifts

ductiocn {18).

During the 1970's concerns again arcse over increasing concentra-

tion of steer and heifer sliaughter with the four largest firms account-
ing for 32.35 percent of national steer and heifer slaughter
& I B

compared to 26,1 percent in 1270, and larger proportions on & regional

®

ence of multiplant large-scale firms

These firms adopted new techniques
shich improved their operational efficiency by lowering in-plant unit
costs and improving by-product utilization. The most significant
technological innovation was the introduction of the concept of beef
processing beyond the carcass level, i.e. "boxed beef." Cothern:
suggested thht boxing beef has "reduced the geographic integrity of
isolated markets, since preducts could be shipped longer distances
more cheaply and also could be held longer periocds of time in cold

storage" (2).

As in the slaughtering stage of the meat market, the final
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bandlers (retail chains, fast food chaings, hotel and restaurant chains)
have also been getting bigger and more industrialized and often ntilizihg
centralized meat buying/processing operations. Some carcass receiving

E

capabilities are being eliminated and management flexibilities associated

with boxed meat are being utilized.

Meat Pricing Issues

With these developmentS'the industry emphasis shifted to large

&

volume sales. Market basis trading, or "formula pricing," evolved and

spread throughout the tvade. Thisg pricing method stipulates that

terms of delivery, quality and quantity of meat tradad are agreed on at
one time with»the price to be based on a published quote at a larer
date (usually the day prier te shipping). Prices are calculated on a
formula, usually a number of cents per 100 pound over (or under)
negotiated and reported price published by a market reporting service,
usually the National Provisioner’s "Yellow Sheet." Recent evidence
based upon industry surveys suggests that a relatively large variation
exists in the use of formula pricing by firm, product, and region

(4, 5, 13).

Most of the studieé suggest that formula pricing is the dominant
method used for carcass beef transactions while most boxed beef is
priced on negotiated basis. About one~half of fresh pork is sold on
negotiatéd basis and the other half is priced on foimula or price list
basis (5). Surveys showed that there'are geographical differences in
the relative proportion of negotiated and formula transactioms. In

the West Coast, pricing is typically based upon negotiations for fresh




pork and beef while in the East, formula is the predominant methed. In

Srates either of the methods or & combination of the two

nrimarily reportaed i . ﬂrrket
i 4 ¥

new

rvice b hed by the National

$i

The ‘'Yellow” and

"arket News" is a govermment publication.

formation are collected and disseminated ti
and other means cf commu mication (9).
N

In recent years there has been increased criticism of prici
price reporting in the “ho}eka e meai market; espe
1978 General Accounting Office study concluded:

"The current industry reliance on formula pricing has resulted

in two major concerms: Inadequate price information and

susceptibility of pricing information to manipulation”™ (3}:
Similar comcerns were expressed by the National Commission on Focd
Marketing as early as 1966 (8). A series of reports and congressional
committees and government agencies reveal a vange of concerns and
alleged inefficiencies and inadeguacles in the meat pricing system as

well as strong denlals of any real important problems. TFor example(17).

le disaﬁreewent exists on the effect on market performance,
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evidence is strong that the reported has negotiated tramsactions
for some important meat products
Controversy over the accuracy of mérkct infoermation and number of

}

the reported negotiated transactions led the Secretary of Agriculture
to appoint a Meat Pricing Task Force in 1978. A series of hearings,

testimeny, and s > sult - number of sicns and

recommendations that foecused on efi to improve the market performance

through voluntary measures rather than new

Force's recommendations weére for either the industyry

and adequate reperiing through the preszent

trading system which coul

i.e. development of an electronic meat trading system (15

In 1980, the USDA Meat Pricing and Consultatio

o

¢

formed to review the meat industries efforts Lo

Force recommendations and to eliminate some of the pricing problems,
submitted a report to the Secretary of Agriculture. It stated that
little progress has been made since 1979 to expand the volume of
negotiated ~ reported trades. Their review of the sratus of Implementa-
tion of an electronic trading system by the industry led them to
conclude that:

"Industry reactioms te the plan te test the via

electronic trading in meat at whole
been disappainiimg. levertheless, the Group is

system deserves a fair test tao determine t

promige. The Department should continue




the cost of such

80, the Secretary of Agriculture anncunced that the

threugh the University of Illinois Agricultural

eceive a g 2 and evaluate a national
glectreonic meat trading svstem.
Computer~Assistad Trading System (CATS
will neot address this
this time, . will suggest evaluation

scme of the ecopnomic

Electronic Trading
o

"Electronic trading systems” are to be distinguished

"electvonic information

non electronic marketing mechanisms and
systems." The term electronic trad

ic devices

reporting product

electronic trading

terminology {(ov possibly v o display;

having been successfully implemenied : 1y aw commodities

comparatively small geographical Euxisting examples of




electronic trading systems are the teletype

slaughter hogs in Ontario, Ca

bat

.
system for market

ada; the T lcot computeri

exchange in Texas; the Egg

i

various telephone auvctions for feeder pigs in

Proponents of electronic marketin to the

g conceptual appeal

of centrzlizing the exch: lows large uumbers of

buyers and sellers to execute

mogencily

f market iniorm:t39n gainad through perscona

- o
all

d advantages disadvante of

trading are found elsewhere,

at wholesale, is already cowm

ivately, over

v description ever the telephone, thus buying end sell-

on an electronic exchange would not, in itsell,

radical departure from the present.

.

terms and trad ing

may be far from

Economic Conside: aud Evaluation Suidel

1t - 5 - g 3e o S -
Market 18 o concept commoniy economists to

evaluate the complex and sometimes conflictiing perspec

marketplace. often use the concept of a "purely competitvive

market"” as a performance morm or base agaiust which to Judge or compare

performance of existing or proposed market mechanis Gthers suggest

the use of specific performance objectives assessed through indicators
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gumer and reflects the various

yrketing
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asscciated wiih
ot negolialea
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the "thin marketl

information, and

the conecsyn with

“

"A swall volume of trading at s central market

in price behavior not wary C conditions.
tMoreover, deliberaie manin H § cas 1s more feasible
2 small velume. XIf rhe central market guoteations are
in other transactionz, the problems of
acquive dncreased aconcuwic
importance” (12}.
sere between a "thin mavket'" which
implies a small tranmsaction velume.is involved in price discovery of
product and a "thinly reported market" which implies that nall pre-

<

portion of a large volume of transaciicns is involved in the price
covery process, There is obviously a large number of iLrarsa

taking place in the meat trade each day. Hower

negotiated transactions is only a portion of the tot
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Table 1: (continued)

gu and Acceptability ¢ ' ; g ed for
' ' ormance

Buyer ;i srs’ attitudes on
numbe

Adaptabiliry and flexibility to
accommedate different and
changing needs of users.

Structural Impacts , : orea of access oy barriers to
: exchﬁnga to 31l willing
ntial useors.

The degree of interaction
firms by size and region,

indication of exposure a

integration levels.

iate costs awong

es and volume

Impact on formula oxr forward
pricing,
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opporvtunity of interfacing with firm's cowmputerized

overall firm'

a large shif
the wmarkst's opevational efficierncy.
iedlent and reguires mininuwm

move to the probably mora costly

Accaptability 1s related to
svstem, € the frame of refevence, f i othe ent
the dndustry.
There are £ » cteristi " a2 competitive
electronic i : : “en 1} established appropriate rules of trade;

ess by all tradexs to the market and market informaticn;

(3) all traders ave free to act on the information available; and (4)

identification of the uniformly accepted and essy to understand product

description .and standardization, While all these characteristics are

important in any market sygtem, the identificastion an

description of the product is essential for an clectrenic exchange.
Theoretical counditions must be translated to a uszble and

practical system that : e needs its uservrs or it will

readily & onfidentality, assured performance ou trans

and case and speed of use are design attributes desired by
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Conclusion

The problems of meat pricing are difficult and complex

clear that an electronic market would be accepted by the meat
4

The economic viagbility of electronic tradin ng of meat ig diffic
ralidate without sufficient observations from actual trading
eriod of time. Furthermcre, several of the performance indlcators
ntangible and or/difficult to quantify. The pilot test phase
in most electrornic marketing ventures might give some indicatiosn of the
1mpaL*f o1 some ofv
Electromic trading systems are necessarily complex

difficult for potential users to understand. Thus an educational
program is uswally -important to ist poti i : s in understand-
ing the potential adventages or disadvantapges and enlist

experience in improving current features. Indusiry commitmen

essential for the implementation of electronic meat trading.
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