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Tallying the Changes in Food Prices 
Ralph L. Parlett 
(202) 447-8801

A
nnual food price increases, as meas
ured by the Consumer Price Index, 

have lessened substantially in the last 5
years-from an 8.6-percent jump in 1980 
to only 2.1 percent in 1983, the smallest 
rise since 1967. In 1984, they were up 
3.8 percent, although prices and supplies 
of some foods fluctuated widely (fig-
ure 1). This year, continued large sup
plies of many farm products will hold 
food price increases to an estimated 2-4 
percent. 

Since 1980, generally larger crops, 
weak demand due to a worldwide reces
sion and the loss of some grain export 
markets, and large supplies of livestock 
products helped hold down the first com
ponent of food costs-what farmers re
ceive. USDA measures the return to 
producers for a fixed market basket of 
foods. This return, called the farm value, 
rose at a decreasing rate from 1980 to 
1982, and then declined 2.2 percent in 
1983 (figure 2). Last year, however, 
farm value rose 5.3 percent. In 1985, a 1-

Figure 1. Food Price Rise Is Moderate 
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Figure 2. Farm-to-Retail Price Spread 
Boosts Food Prices the Most 
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to 2-percent decline is expected because 
of large supplies of many farm foods. 

The difference between farm and retail 
prices, known as the farm-to-retail 
spread, represents industry charges for 
assembling, processing, distributing, and 
retailing food commodities. Last year, 
the farm-to-retail spread rose by 3.2 per
cent, slightly more than 1983, but below 
the 10.5-percent and 5-percent increases 
in 1981 and 1982. This year the spread is 
expected to rise 3 to 5 percent. 

A Closer Look at 1984 

Last year's food price increase, while 
above 1983's, was the ninth of the last 10 
years to be less than the general inflation 
rate (figure 3). Food prices in 1984 rose 
more slowly at the grocery store than at 
away-from-home outlets, continuing a 
trend of recent years. Store prices went 
up 3.7 percent, compared to 1983's 16-
year record low I.I-percent increase. 
Meanwhile, prices for restaurant meals 
rose an average of 4.2 percent in 1984, 
compared to 4.4 percent in 1983. 

Red meat prices climbed only 0.3 per
cent in 1984, which, because of meat's 
major impact on consumers' food budg
ets, helped hold food prices in check. 

Counting America'• Food 

In the Midwest, cold disrupted live
stock marketings and slowed weight gain 
by cattle, reducing supplies and forcing 
up beef prices in the first quarter. But 
liquidation of cattle herds throughout the 
year bolstered beef supplies. Beef cow 
and nonfed beef slaughter was particu
larly high, bringing production near 
1983's record levels. As a result, beef 
prices declined steadily after their first 
quarter jump and averaged only 1.2 per
cent higher for the year. 

Although pork supplies were slightly 
lower last year, the increased availability 
of beef at attractive prices limited demand 
for pork and forced prices 1.3 percent 
below 1983. 

Poultry and egg prices rose sharply 
early in 1984 as producers cut output in 
response to higher feed costs and lower 
returns. The avian influenza epidemic 
further reduced supplies of eggs and tur
keys. By year end, poultry prices had 
risen an average of 10.6 percent and eggs 
11. 7 percent.

Harsh winter weather reduced supplies
and raised retail prices for vegetable and 
citrus crops from Texas and Florida. 

Figure 3. Food Prices Rise Less 
Than Most Other Expenses 
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Counting America'• Food 

Tree damage sustained in California's 
1983 spring floods also reduced the 
orange crop in 1984. As a result, the CPI 
for fresh fruit rose 11.1 percent after 
1983 's decline of 4.3 percent. 

In the fresh vegetable department, re
tail prices were about 11 percent above 
1983 levels because of a first-quarter, 
23-percent increase. Last year's higher
prices were largely the result of the
"Christmas freeze" in Florida and a
smaller 1983 fall potato crop.

Smaller 1983 crops of corn and soy
beans because of drought tightened vege
table oil supplies and prices for shorten
ing, margarine, and oil products rose 9.5 
percent in 1984. 

The fum value of most crop food represents a 
small shue of the retail price. For the lettuce 
In this salad bu, the grower received about 8 
percent of the retail price. On average, 
growers last year received 29 percent of retail 
fresh produce prices and 20 percent of pro
cessed fruit and vegetable prices. 
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Farm Value Rises in 1984 

The farm value ofUSDA's market 
basket of foods rose by 5.3 percent in 
1984, the first time since 1978 that the 
increase exceeded that of retail prices. 
However, because of depressed farm 
prices over several years, the 1984 farm 
value of foods was only 7 percent above 
the 1980 value; in contrast, retail food 
prices rose 17 percent over the same 
time. 

Farm values for most commodities 
were higher last year. Farmers received 
2.5 percent more for meat products, re
flecting stronger consumer demand for 
beef and pork. The farm value of fresh 
fruit rose by 43 percent in response to 20 
percent fewer oranges sold fresh, 6 per
cent fewer grapes, and smaller supplies of 
several other fresh fruits. Higher prices 
for soybeans boosted the farm value of 
fats and oils 29 percent. 

The farm value of cereal and bakery 
products rose 1. 7 percent last year, re
flecting higher prices for the farm in
gredients other than wheat, including fats 
and oils products. Wheat supplies were 
plentiful, and prices stayed relatively low. 
Farmers received 4.3 cents for the wheat 
in a I-pound loaf of white pan bread sel
ling for 54 cents in supermarkets, slightly 
less than in 1983. 

Farm Value's Share Larger than 1983 

The farm value averaged 34 percent of 
the cost ofUSDA's market basket last 
year, up from 33 percent in 1983, but less 
than l 980's 3 7-percent share. The de
cline since 1980 in farm value's share ex
tends a long downturn from a high of 
about 50 percent in the mid-1940's. 
However, the farmer's share of retail 
prices varies greatly among foods. It's 
larger, for example, for eggs, meat, poul
try, and dairy products (figure 4). Thus, 
changes in farm value for these commod
ities have a significant effect on retail 
prices. 

The farm value of most crop foods 
represents a small share of the retail 
price. Last year, farmers received 11 per
cent of bakery and cereal prices. Growers 

Figure 4: Farm Value: Often Less 
Than Half of Retail Farm 
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received 29 percent of retail fresh pro
duce prices and 20 percent of processed 
fruit and vegetable prices. Thus, the 43-
percent rise in the farm value of fresh 
fruit caused only an 11-percent rise in 
average retail fruit prices. 

Farm-to-Retail Price Spread Widens 

The farm-to-retail price spread in
creased in 1984 for all food groups but 
red meats, which registered a 1.6-percent 
decline. For most groups, increases were 
moderate, continuing the pattern of the 
previous 2 years. 

Changes in the farm-to-retail spread 
mainly reflect rising costs faced by food 
industry firms for inputs such as labor, 
packaging, transportation, and fuel and 
power. USDA's Marketing Cost Index 
(MCI) measures price changes of these
inputs used in processing, wholesaling,
and retailing domestically produced
foods.

Labor is the largest component of the 
MCI, accounting for almost half of food 
marketing costs. With the decline in the 

general inflation rate, increases in labor 
costs have been moderate. Labor con
tract settlements in the food industry 
have included smaller wage and benefit 
increases, and in some instances, de
creases. Worker demands were tempered 
by the fear of losing jobs, particularly 
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where businesses face financial difficulty 
and stronger competition. 

Cost-of-living increases in contraqts 
have also been smaller. Additionally, the 
minimum wage, covering many food in
dustry workers, has not increased since 
January 1981. These limitations held la
bor costs to a 3-percent increase last year, 
compared to 10 percent in 1981 (table 1). 

The remaining components of the 
MCI-packaging, transportation, fuel and
power, and other marketing costs-rose
at a combined rate of 5 percent last year.
The strong economic recovery increased
the demand for packaging materials,
boosting prices 10 percent above year
earlier levels. In 1984, transportation
rates rose 4 percent in response to
stronger demand, while costs for fuel and
power only increased 1 percent. Prices
for most oil-based energy remained
steady, but electricity rates increased
about 5 percent.

What Will 1985 Bring? 

Consumers should continue to face 
only modest increases in food prices this 
year (table 2). The expected 2- to 4-
percent advance will mainly stem from a 
3- to 5-percent gain in marketing costs.
Producer prices for commodities are ex
pected to average slightly lower.

Many labor contracts in food process
ing and retailing provide 3- to 4-percent 
wage increases, matching the rate of in
flation. There is no indication of a rise in 
the minimum wage. 

Slower growth in the economy is ex
pected this year which will moderate the 

Table 1. Last Year's Marketing Cost 
Increases Outpace 1983 1 

Category 1982 1983 19842 19853

% change from previous year 

Food Marketing 

Costs 5 3 4 3-5
Labor 7 4 3 3-4

Packaging -2 2 10 4-6 

Fuel and power 5 0 1 1-3 

Transportation 7 1 4 4-6 

1 
Based on USDA's Marketing Cost Index. 2Prellrnlnary. 

3Forecast. 
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Counting America's FOOd 

Table 2. Moderate Price Increases Expected This Year 

Consumer 

Price 

Indexes 1982 

All food 4.0 

Food away from home 5.3 

Food at home 3.4 

Meat, poultry, and fish 4.0 

Meats 4.8 

Beef and veal 1.4 

Pork 12.9 

Poultry -1.8

Fish and seafood 3.6 

Eggs -2.8

Dairy products 1.4

Fats and oils -2.8

Fruits and vegetables 5.5

Sugar and sweets -0.2 

Cereals and bakery products 

Nonalcoholic beverages 

Forecast. 

demand for packaging and transportation. 
Energy prices are not expected to increase 
significantly, particularly if the Organiza
tion of Petroleum Exporting Countries' 
(OPEC) prices decline. Any increase in 
energy costs will most likely again be for 
electricity. 

Looking at individual commodities, 
supplies of beef are currently up and are 
expected to remain relatively high 
through mid-1985 following last year's in
creased slaughter of grass fed steers and 
beef cows. The placement of many 
heifers in feedlots also indicates that pro
ducers are cutting back on the size of 
their breeding herds. This extra 
slaughter will result in large beef supplies 
through midyear, followed by a decline as 
the base for beef production is reduced. 

But the liquidation process takes time, 
and the effect on retail prices is gradual. 
USDA forecasts only slight increases 
throughout the year, with prices averag
ing about 1-4 percent higher by year's 
end. As in 1984, beef prices will be a 
strong force moderating increases in the 
CPI for food. 

4.5

2.8 

1983 1984 1985 1 

Percent 

2.1 3.8 2-4

4.4 4.2 3-6 

1.1 3.7 2-4

-0.7 1.6 1-3

-1.1 0.3 1-3

-1.5 1.2 1-3

-0.7 -1.3 2-5

1.2 10.6 -6 to -3

1.2 3.2 2-5

4.7 11.7 -18 to -15

1.2 0.7 0-3

1.3 9.5 3-6

0.3 8.6 4-7

1.9 3.9 3-6

3.2 4.4 2-5

1.9 2.5 2-5

Lower feed prices and the outlook for 
reduced total red meat supplies have in
duced poultry producers to expand out
put. Consequently, prices for chickens 
and turkeys are likely to average 2-5 per
cent below last year. 

A severe January freeze in Florida 
widely damaged fresh vegetable crops, 
causing market shortages and higher 
prices. As the year progresses, supplies 
will likely return to normal and prices will 
drop. 

The January freeze also hurt the 
Florida citrus industry. Extensive tree 
damage may mean smaller supplies for 
years. The freeze damaged fruit for both 
fresh and processing use and pushed up 
prices for grapefruit, oranges, and frozen 
concentrated orange juice. These prices 
are expected to remain high for the rest 
of the year. 

Prices for most other farm foods are 
likely to increase 2-5 percent in 1985. 
Supplies of dairy products, processed 
foods, and cereals and bakery products 
are ample and sharp increases are not 
likely. □ 
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