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I. Introduction

The ultimate purpose of this workshop is to develop a draft of a

regional research proposal that deals with vertical coordination in the

livestock-meat economy.

The selection of this area of research interest carries with it the

direct implication that it is an important or relevant area in which to

work. We need to indicate the criteria for importance or relevance. The

degree of relevance should be the extent to which information generated

by successful completion of the research proposal will be used by decision-

makers involved in or concerned with the functioning of the livestock-meat

economy.

The decision-makers referred to include any private individual or

group, or any public agency, that needs reliable information regarding the

consequences of alternative courses of action that refer directly or in-

directly to the livestock-meat economy. The private individuals and groups

include producers of livestock and feeds, marketing agencies for livestock,

sellers of livestock production inputs, traders, commission agents, auction

operators, packers, wholesalers, retailers, and consumers. The public

agencies are those concerned with the livestock-meat economy in terms of

public policies regarding prevention of fraud, unfair competition, combi-

nations in restraint of trade, hazards to public health, and the like.
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It is apparent then that the livestock-meat economy is a conglomerate

of individuals and groups that have both communities of interest and con-

flicts of interest. We have already suggested most of the private groups

involved. Figure 1 shows the juxtaposition of each of these groups so as

to focus attention on the areas of contact in which conflicts of interest

are expressed, viz., the markets in which prices are established and

transfer of ownership is effected.

The communities of interest within the livestock-meat economy in

general are few in number and broad in nature. They refer to the need for

a stable and increasing demand for the end products of the industry and

for the maintenance of general stability within the industry.

The conflicts of interest, however, tend to be more particular. Each

group in the livestock-meat economy has a place in the farm production--

assembly--processing--distribution structure for livestock and livestock

products. This place is indicated by the buyer--seller positions that exist

within the production--assembly--processing--distribution structure.'- These

markets can easily be identified by looking at Figure 1. "It is in these

kinds of markets that conflicts of interest between the groups noted could

arise. The points of conflict could be prices, quantities bought and sold,

market shares, and other related variables of market performance." [4]

The resolution of these conflicts is made on the basis of relative market

power positions--where market power is the ability of a party to a market

1The approach is borrowed and adapted from a discussion of market
structure relations in the dairy industry. [4]
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Figure 1. Flow chart showing the vertically related processes in the swine industry complex.

Source: Dirks and Fienup, p. 28.



conflict to impose his own solution to that conflict on one or more of his

market adversaries. In any case, the arrangements for vertical coordination

between various levels of the industry are, in fact, the means by which

these kinds of conflicts of interest are resolved.

Another way of looking at the farm production--assembly--processing--

distribution structure is to consider it as a vertical array of production

activities (or stages) that begins with the production of raw materials and

ends with the transfer of ownership to the ultimate retail consumer. [6]

The activities of each group at each stage of this vertical array are some-

how coordinated (with varying degrees of effectiveness) with the succeeding

stages below and above it. Different kinds of arrangements for effecting

this vertical coordination can and are used. The limits for the kinds of

arrangements that can be used are: (1) a price-directed arrangement that

operates through a system of traditional markets, and (2) a completely

integrated system of managerial control through outright ownership of two

or more successive stages in the vertical array. Between these two limits,

it is possible to have any number of formal or informal contractual arrange-

ments.

If the arrangements for vertical coordination are price-directed through

a system of traditional markets, then the conflicts of interest among the

independent groups at each stage of the vertical array are expressed and

resolved in terms of the market performance variables mentioned. But if a

formal or informal contractual arrangement exists, then there is, additionally,

an attempt to establish communities of interest in terms of mutual gains for

groups involved with two or more successive stages in the vertical array.
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A number of factors can be cited as reasons for the emergence of

vertical integration arrangements: [51

...Changes in technology on the farm and in the marketing
industries are among them. Increases in farm size and
specialization have caused increases in the investment-
capital requirements for a family-sized farm. An economic
enterprise with high risks resulting from such factors as
uncertainties of weather and disease infestation, and
especially from the vagaries of the marketplace is receptive
to contractual arrangements and agreements that will reduce

at least some of the risks and uncertainties of *production

and marketing.

In the marketing segments of the livestock industry,

particularly among meat-packers and retail chain-store

companies, there are also factors that favor vertical inte-

gration. Changes in the technology and merchandising methods

of food marketing make it imperative to develop supplies of
raw products that are uniform in their quality and quantity
characteristics.. The objective is to coordinate the character

and flow of these supplies to mass merchandising methods.
Consequently, many marketing firms may seek contractual arrange-
ments or agreements that assure steady supplies of meat animals

and meat products of desired quality as part of a general policy
of buying by specification.

Feed dealers, also, have been important in fostering vertical

integration in the livestock industry. Their action has been
prompted by a desire to assure stable markets for their feedstuffs.

The basic reason for vertical integration is that participants
in such arrangements feel that there is some economic advantage
in capital procurement, in risk assumption, in production costs,

in merchandising, or in reducing market risks-that will accrue

and that will result in increased returns. Whether the advantage 

is real or illusory in the various segments of the livestock 

industry should be considered carefully by each would-be entrant 

into such arrangements. (Italics added.)

The last sentence above indicates the basis for proposing research that

will study vertical coordination in the vertical array of production and

marketing activities concerned with market hogs.2 There is a need to generate

2And with the related activities for feeder pigs.
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information that the various interest groups (and public agencies) concerned

can use in making short-term and long-term decisions regarding alternative

systems of vertical coordination, with particular emphasis on formal and

informal contractual arrangements.

II. Review of Literature

There have been a small number of studies of vertical coordination in

production of market hogs in terms of vertical integration arrangements.

Blaich [1, 2] dealt with aspects of integration theory as applied to market

hogs. Frazier, et al. [6] reported on provisions of hog finishing contracts

in the Georgia swine industry. Roy [8] similarly went into the details of

various kinds of contracts for swine production. Dirks and Fienup [3]

reported on a study concerned with the outlook and probable organizational

structure for vertical integration in the swine industry. Dubov and

Andrilenas [5] reported on the status of vertical integration in swine

production in Tennessee. However, no research has been done that is

applicable to the South on a regional basis.

III. Relevant Research Questions

In this connection, it should be noted that any separation of vertical

coordination of feeder pig and market hog production and marketing for

purposes of research inquiry is not logical because of the many obvious

interconnections between the two sets of activities. And so, any recommen-

dations that are made in respect to the proposed research are applicable (at

least) to the entire swine segment of the livestock industry.
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In the case of this objective, as well as others in the proposed project,

maximum use should be made of data and analyses developed by the study

teams who worked with the National Food Commission. Information to attain

objective two could be obtained similarly.

To attain objective three, synthetic models of cost and benefit

situations under alternative arrangements would be developed. And objective

four could be attained, possibly by application of the research proposals

suggested at this Workshop for investigation of futures trading in livestock

and livestock products.
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