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,ABSTRA&T]

{”,;INHUSTPY DEWAND FOR EGC

“,matlon requlred to progect the level of demand fbr_such marketingjservices:'-..:'

E‘Rzeuao SERVICES © ool i

Deﬁnls P "elmrelch aDQ Blll R Mmller:

’f Tabular and regre531on analyses are utlllzed in conJuctlon w1th

dlscrlmlnant analysls to detowmlne user‘acceptamCe Of the serv1ces of

Ecg Clearanhouse, Inco poraLed The results prov1de fundamental 1nlor~}

fiin,the near'future;l_An;additignal;twolpercentjof"existingvfitms in the

industry are catagorized as potential users of egg clearinghouse services.

 Although this is ameell“poftion:ofﬁthevtotelbmarket it could almost

v'double'the»curfentfvolume.ofbeggs:availéblevfdrftrade‘in the clearinghouse.
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. INDUSTRY DEMAND FOR EGG -~
_CLEARINGHOUSE SERVICES . .. . .

- Dennis P. Helmreich and Bill _R;"Miller b

-ﬁ:Iﬁtfoductibnvshh

deluce‘lQSOvthere have been 510n1f1cant chauaesuln the hfoductlon
' - aud marketlng of shell eggs.. The generalvtrendﬁhas beeh‘toward Yerticalth>l;f?f
‘;1integratlon and larger productlon unlts. 7ln the southeastiguehyvbfoilet.'ll;:;:f
sﬂproductloh unltsﬂwere converted‘lnto ego productlon“unlts,kand thls.phe-~‘
.hnomenoﬁ’eaiong W;th‘thevyerthal integration andhlatger units, caused a
;Shiftioglof"oioduction arees.A ThevsouthéaStern‘pert of thebUnited:Stetes
“'heeegehao egg surplus eree-ehd begau_competiug:uith the midwest producers
vfor'thetﬁarket;alongithe;eestetn seaboe:d. |
bthlongiwithvlatget,voote vertically‘iutegrated produttioh units'Came
‘moretdirect ﬁethodshothuatketiog,-oEggs'were for 1“ded by Joboers or
‘fproducers to.supetmarket uarehouses or retail stores. Large central
fmarkets (Los Angeles, Chlcago New York etc.) fell into dlsuse as they
.were bypassed by new shell eog marLet channels [4]

As the flow of eggs through centrallzed markets dlmlnlshed theff

E market prlce quotes Were based on a’ rapldly dlmlnlshlno volume but these =

quotes were used as a’ba31s for plac1ng value on eggs whlch were traded

';bBeﬁnisH?;QHelmredeh31s5a'Researeh'Assistaut;and BilltR} Miller.ls'
Assoc1ate Professor of Agrlcultural Economlcs at the Un1vers1ty of Georgla 3

at Athens.



2

ldlrectly [5] Thus volume of tradlng 1ncreased based on a market quote

d;whlch had oecreasa.n0 rellablllty.v

7“5*€ﬁ“"There:wererfew

‘ ffivalue~of*nls'shell ecgs

“in tne dLS rlbzrzon c) le of eggs where =

"competltlve,blddlng could take place as egg prlces tended to be negotl—‘

2ated 1n prlvacy among 1nd1v1dual traders.. By 1970 there was no 31ngle _‘

source of egg prlces to whlch the producer could turn to determlne the ’

'cThe producer'was_not sure ofﬁthe yaluepof-hlsihi

.heggs and may or may not have been rece1v1no for hlS eg s What;they*were'

 Another facet of the growth in direct marketing is the evolution in
the market structure to fewer and larger egg producers. This increase in’

size of7firms ehtailed‘more'uniform‘productionrmethods (placements; feed» c

nlng, medlcatlon, etc ) and a more unlform product,' Egg producers are now
'_produc1ng large quantltles of unlform, hloh quallty eggs. ThlS trend has

"vlent credlblllty to the 1dea of tradlng gradeable nest run (GNR) shell'

B

eggs.. ' This adds stlllranother dlmen81on to the pr1c1ng problem 81nce,.r.;’y

"hlstorlcally, prlces have been quoted on a- graded ba51s.

'—c-vThe_Problem

In order to maxrmlze returns to hls operatlon, the producer needs to

v know the market value of :ggs.» Durlng the latter half of the l960's, »f’

'dfederally funded comprehen31ve program of research on eg g pr1c1no Was con—'fi:;

- ducted._:The results of thls Study p01nted out many problems assoc1ated
w1th market decentrallzatlon. In an attempt to flll tne prlce 1nformatlonar'vdu'
E v01d left by decentrallzatlon, Unlted Egg Producers developed a short run .

’ J/prlce progectlon model to prov1de a base p01nt prlce serles [3] ThrouOh .
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.;use’ofbthis.modei prlces Were publlshed tc the nevs medla for two yeara

ibut 1ts functlon has HOW‘been replaced by E g Clearlnghouse Inc. (ECI)

iwLCI Deaan traalnv gradeaOLe“neat 31 eggsﬁiﬁﬂRJ>3n hovember

:tls held by some members of the 1ndustry that ECI tradlng accurately

h'freflects the current supply and demandr31tuatlon.\ Whlle many eggs are"
h;traded on the ba51s of the Urner—Barry quote or USDA prlces, 1t 1s p0531—».x
j&ble that the ECI auctlon m thod of tradlng more accurately estabLlshes

dthe true value of gradeable nest run eogs at the wholesale level.- USDA '

::{has establlshed nest run‘spec1f1cat10ns for‘determlnlnv helght classes t‘.
'fiand quallty standards”of gradeabie”nestdrun eégs; Tradlng (GNR) eggs |
:through a clearlnchouse can aiso ellmlnate the need for dual gradlng,
ionce at the p01nt of orrgln and aoaln at the.p01nt of destlnatlon but
'hw1llvthe clearlnchouse he acceptable to the 1ndustry? Cont;nued:aceeptj,'
.anee of-this fOrm of.tradino could provideha sqlution to:the-heedafdr
an efflcaent market prace quotatlon for eggsv ’Current.market-priee B )
'wlhfermatroh for GNR ecgs has beeome a v1La1 necessrty.31nce futures
-_contraﬂts for GNR began tradlnw Julydl 1974 on the Chlcago‘Merchantlle

;'Exchange and have for SOme tlme been traded on the Pacifie- Coast Eschaage

V°5flfL0bjeetive‘_ff;

A study Wlth severalfbroad obJectlves was 1mp1emented in. 1973 and

.thlS paper reports on one objectlve" prOJect the demand for the new .

liffserv1ces»of_ECI,;‘



”’,Theoretical Baekground_ f}hgdf

o hesearch on ac tanc e of new. products and services has been a

vfocuS»of'Study for;someutlme;- One,of the'most common phenomema‘

*observed-isean’incteaseﬁih ales dutlno the 1ntr0ductory perlod

; when newness of the product apparently has an experlmental appeal

L to some buyers [1] [2]“ FThese buyers try the product then flndlno :h.; 1‘“”

i '1t not to thelr llklnOr or not fulfllllng thelr expectatlons, become.”i

":inactive in‘the;market.: We hypothe51zed in thls research that a -
“compattson of‘the 1nact1ve users of the new‘marketlng serv1ces offer-t‘
ed by ECI compared‘to'the active users would yield parameters’to aid' :
Cin forecastlno demand amohg the popu1atloa not yet fully exposed to,

or 1ntorned about ECI
Data
All mémbers'of"ECI'(82)5 effective June l, 1973; were polled via

‘mall questtonnatre concernlng thelr producL101 and mark etlng PraCLLceg
“and their acceptance of ECI. At the samevtime a random sample of 85
non-ECT members was surveyed with a similar questionnaire. = A second.
'qﬁestioﬁnaire;was'mailed to hon—respondents’after‘threedweeks. :Several‘
non—respondents were 1nterv1ewed personally, and a random sampllng of

: the remalnlng non—respondents were 1nterv1ewed by telephone,- A total

of 53 responses were obtalned from.ECI members and 45- from non—members.

& ,vaA‘ﬁalysis of Data

| The data_wefejfirstnsubjected to,tabula:vahalysisb[3j’to determine




,ste of~the futures market

tsold ln 1972

"e*mffSLe»Satlsfactlon w1th the prlclng method used When selllng surplus eogs,f 'a

e?.Volume of eggs sent to breaklng plantsg ;;:" >v

1:*53185) transacted through E The 1ndependent varlables whlchlwere COH

1?j931stently slgnlflcan.'ln terms of explalnlng the“total level of . tradlng
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done throuch ECI.were' l.f.site_of:firm5 2. ownership Qf'efptoddctieh

'flock 3 satisfaction_WithdthegpriCing:method used when=§drchas1ng f

fﬁ?&ithitheipti ing-method-use

1t.surplus eg gs;-sQ; volume"of'eggs sent to breaklnc plants.v'

"A general characterlstlc of the data was that statlstlcal relatlon—ﬁ_f

shlps were relatlvely weak *The equatlon for actlve traders contalned

- varlables that showed the_best statlstlcal,flt (ownershlp of flock and

_volume ofleggs sent to a breakln plant) and three addltlonal varlables‘:“‘”‘

:1ncluded because of thelr'logtcal relat10nsh1p to the theoty.ef demand
efot heh harhetdhg setv1ces (Table l) B 5 s -
.ySizehofhfitmhas‘meashred:by the voldme ef,eggshhandied hed'the:shallest
vtfyelhe;ihuththe sigh ofttheheoefficieht wasvpositive,vwhich iS'esﬂsistentq
v_hith‘ah;ekéected‘ihetease.dh:demand tht_marketihg‘setvices aédsiéédcf firm.
siﬁcteases.»‘Demahd the§r§.élse‘leads‘ds'to thdhk-that‘leveldhf:setvdce dse e
hedid‘inereese éshthe'lehei.of satisfactioh incteeses. »fhevtwo veriables
:related to satls;actlon had a negattve effect, bUL tﬂlS is- 1oolcally ton—
SlSLent.ﬁlth an index of satlsfactlon in whlch the hlghest level was 1
; ana'the_lowest level_wasb4t1 . |
a'Exeé?t for site ot“fith,vthe t valheshforhell coefficients.decreased
‘hmore than 50 percent when the same set of ftve varlables has eppiled‘tok

."both actlve and 1nact1ve traders (Table l\ ThlS supports the hypothe51s

Hdthat the 1nact1ve traders represented a 81gn1f1cantly dlfferent sub-grouo o

of service users;v These 18 1nact1ve members had been w1111ng to try the

r

»'serv1ce at one tlme, but for some reason were not demanders at the the

of the study. .




'Dlscrlmlnant Ana1y31s :'h¢‘~'~"

We hypOthESlaed, Lherefor - that the varlabies most 1mportant Ln'f‘

'escrl ing,,ie;d msdd_for fhegserv1ce (lcvel of serwlcefr e}7were'alsa;

= {5fd1fferent Values of 1ndependent varlables among nonwactlve traders

‘ most 1mportant 1n dlscrlmlnatlng actlve from non—actlve traders. The.':]

.’Esugaest that they have aldlfferent level of demand for ECI serV1ces.v

u7;;Thls hypothe51s Was tested by:applylng a multlvarlate dlscrlmlnant f

A Lanaly81s model to the 53 observatlons on all traders [6]

cfdflrm, 1n terms of total volume of eggs handled volume of breaklngAeogs,lf'-~

sfsatlsfactlon 1ndlces, and ownershlp Were, thus varlables used in the e

vld;scr;mlnant ahalysls;r”f
‘- ;ihe:ddscriuihauthauaijsisdsupported‘thelhypothesis'ot two ddstinct
»A3gfoup§,v The analy31s ylelded 31gn1frcant results 1n terms‘of both
'hdaccuracy of c1a351f1cat10n and F value (Table 2) Those members of ECI o
1iwho traded egos through ECI from January, 1972 throuch June, 1973 were a ::
kdeflned as traders, those Who dld not vere. con31dered to be non—traders.

' Of the - 35 traders; the dlscrdurnant functlon correctlf clas31f1ed 28 of
whthem‘as-traderS'(SOA accuracy), and the functlon correctly c1a851f1ed 8 .

g of the 18 non—traders (44/ accuracy) (Table 2) | | o »

“rThe follow1n0_1s the dlscrlmlnant functlon calcu]ated by the BMD ¢4M .‘

 progran:

disé“zf”k'g' + .10049 X L+ 00655 X

[‘X> = 51ze “of flrm (1n 1 000 000 total cases of eggs handled

- January, 1972 - June 1973)

’;X .% ownershlp of a flock = O non—ownershlp a




' 'volume ofveggs s

ent to breaklno plants (1n 100 OOOh"ases5

'};githe larger flrms wo,ﬁ

d tend*to use the serv1ces of ECI and thats as

v;¥31ze of flrm 1ncreased solwould level of trade through ECI.vahe neoae;'
Ektlve‘31on for owhershlp of a flock 1nd1cates that flock owners are attracted dd
lto ECI lhere are; hoﬁever,Asoﬁe large marketlhc flrms who do not‘owngf
:~flocks.>‘lhus;“the regre331oh analysls sug ests:that among‘aetlue~tradersj
"dthe non—ownersktradebmore through ECI than flock owners;_ lhe negaﬁiﬁéi

T;lcoeff1c1ent for volume of eggs sentbto breaklug plants suggests that‘thosebﬁ
tflrms who sell to breaklhg plahts tend to be pon"ECI Lrauers.j stevéfg,a
.When ue flnd actrve traders WhO sell to breakers, the regresslousanalys1s
4shows that level of trade throuOh ECI is pos1t1vely correlated Wlth the l

f;volume of ecgs sent to breaklng plantsa‘ P081t1ve 51gns 1n the dlscrlmlnant.fi o

"gifunctlon suggest that those membersxwho are least satlsfled w1th r1c1nc-u~y

%methods used for:purcha31ng f111~1n and selllngxsurplusﬂtend to trade‘

"; through ECI (1ndex of'satlsfactlon 1 ,_for best satlsfled‘and 4 for least

j_,satlsfled) Both varla'les had negatlve 81gns 1n reore531on ana1y31s suo~_ _ylf

vgestlng that those who traded(at hlghest levels through ECI were better

'1satlsf1ed w1th thelr pr1c1ng methods.fijj:

The dlscrlmlnant functlon_derlvedjfrom the 53 members of ECI was"“




applied to“the observed datafon.45:non—ECI membere. Of the 45 resnondents, o

only one produced a Z value areaLer than the average of the two mean Z s

l'approx1mately>45v000 OOO cases of eggs annually *;By comparlson actlvefiA‘“ﬂ

.ECI members 1n 197? Wore handllna about.25 OOO OGO cases annually ulth-tlig“

f"only a small proportlon of these traded throuoh the ECI clearanhouse.fi'"

’-.}i The data‘suogest‘that.an‘addltlonal 2 22 percent of the flrms 1n“
ermstence are potentlal users of a clearlnghouse for tradlng GNR egge,l;
While thlS would represent a‘slgnlflcant increase in ECI members and
-1n tradlna it doee not represent a tast grow1ng and unlversal acceptance.
Some estlmates of volume of actual trade on the ECI exchange could be
developed hy applying'thebregression'results to the flrms projected hy,l
7 discrlminant analysis as‘definite nem prospects;
'Q-These estimates,should be‘considered as nery_short—run as they '
i dependVoniekistingllevels»oflsatiefactionowithtalternate market‘pricef'
plans”andfcharacterlstlcs’otlECI memhers;;dAtfpresent,‘larger,thanh:j{»

v average flrms who are most dlssatlsfled Wlth alternate methods of market—”°’

1no appear to be the best cllents for membershlp.l Furthermore as members,ﬂg;

thelr total volume of eggs handled and thelr volumo sent to breaklng plants~d51f o
appear to be pr1nc1pal determlnants 1n use of ECI. Under~these condltlons‘”ﬁ

there appearSto be adequate room for groth but general acceptance Wlll

wwmmwm_‘
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depend on developlng serv1ces that are appeallng to a much broader.'

segmenL of the market,5

{“fcrlmlnant models applled to the total sample are not alway" con31stent ‘@;v:

;<w1th 31ons of;the same varlables in reor35510n models apnlled,to a.'f‘u

ﬁf;Sub—SamPle- whlle thlS is not surprlslng, 1t suggestsvthat regre351on

;fianaly51s of questlonnalres could usually be 1uproved bydany'dlscrlminant

“:‘model that alds 1n>sort1ng the data 1nto more homogenous grouplngs.i. = ;'f'“




Table 1 ’ Varlables Related to tbe Total Voluma of Bu51ness Transacted
ThrouOh ECI by All Traders and by Actlve Traders,_1973

,h45;,Satlsfactlon w1th 2 i
| pricing of purchase  -2.04735  1.21165 1.

*  5pr1c1ng‘of sales

-Actlve Traders (35)
Funection o oo oo
Cpefi1c1enL G R

AL Traders (53)

'.ii0wnershlp of flock 'C 489 ;- 308b2ff :

aiSatlsfactlon:W1th P e
++1.09083 " 1.15

:“: . 317 83 | h 9415 ». .

_ Volume of eggs sent g T e e T L T e
to breaklno plant S0 .43013 0 .21411 2,01 ¢ . .107  © .14331 - .75

?;Constant ;;}5‘: 5}3" '?.79781 e e 28987 = -m

(I
f—

 ;;7/Dummy‘var1able with owners = 0, non-owners




Table Zf”-Clao81f1cat10n of" the 53 ECE Members.by Lhalr Active Tradev ‘

R <f jThrchh ECI and a Dlscvlmlnaﬂt Function of Size ‘of Flock,
,f V01ume of Bu81ness, Volume of Br eaklng Ecgs, Ownershlp of
'“‘a Fleck}‘and Satisfaction with. Prlblng»MetnGds., ”

| As Classified =
.iBY'Actual’Tradingb_j»p‘
Traders ~ Non-traders’

As C13331f1ed by 1,
Dlscrimlnant Functlon— -

Total 35 18 53 .

1/The £ test for the D—square value was 2. 004 1nd1cat1ng a ) ‘
310n1f1cant difference between the groups at the .10 level. . Sixty-
. six percent of the flrms were ClaSSLfled correctly by the dlscrlml—
: nant funcLlon."»‘ ST S R

kS
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