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152 I Policy Implications for U.S. Agriculture of Changes in Demand for Food 

Impact of the Food Service Industry 
on U.S. Agriculture 

Stephen]. Hiemstra and Hailin Qu 

Background and Basic Concepts 

Food service, which is defined as all food purchased 

and consumed away from home, is the most rapidly 

growing segment of the food industry.' It has grown 

to the point that about 45 percent of all food expendi

tures are for food-away-from-home. 2 Nevertheless, 

available U.S. per capita food consumption (food use) 

data and the food demand studies based upon these 

primary data implicitly assume that all food is sold 

through retail food stores to individual customers.3 

For some purposes, such as identifying trends in 

overall food use, the lack of information regarding end 

users is of little consequence to food marketing. But, 

when it is desirable to explain trends using behavior 

models, this assumption is not defensible. Both food 

specifications and demand elasticities are known to 

differ substantially between food sold through retail 

food stores and that sold through food service chan-

1The usual definition includes as food-away-from-home some

prepared or partially prepared meals that are carried home prior 

to consumption. These include: (1) carry-out meals prepared in 

restaurants and either carried home or delivered to homes for 

consumption, and (2) carry-out food prepared in "food stores" 

or convenience stores that also may be carried home prior to 

consumption. 
1This total includes government and industry spending as well

as consumer expenditures and the value of food consumed 

on farms. 

'This statement, of course, does not apply to data from house

hold food consumption surveys. However, those data usually are 

not compatible with production and per capita food use data. 

nels. The markets are sharply segmented, in an 

economic sense.4 

Both physically and in terms of added services, a 

pound of beef sold at wholesale to a grocery store for 

resale to the public is quite a different item than a 

pound of beef sold by a food service distributor to a 
restaurant, particularly in this day of portion

controlled, highly convenient, and closely specified 

foods. The market being served differs substantially in 

the amount and kind of service incorporated in the 

final product sold, and this difference is reflected in 

the product purchased in terms of grade and quality. 

The differing specifications and amounts of services 

demanded are reflected in sharply differing price 

elasticities of demand in the markets for grocery-store 

food and restaurant food. These different elasticities 

occur both in final-product sales and procurement 

markets. The segmented demands and accompanying 

elasticities highlight the desirability of being able to 

distinguish the two products for purposes of analyzing 

•Market segmentation is a well-known marketing principle that

is firmly rooted in the economics of first-degree price discrimina

tion. Profitable market segmentation requires that the price

elasticities differ among the segments, as when selling airline

tickets to people traveling on business as opposed to tourists.

Further conditions require that the markets be separable to 

prevent arbitrage, which the airlines accomplish by requiring 

advance purchase of tickets and stays extended over weekends, 

and that marginal revenues exceed marginal costs during at least 

a portion of projected outputs. 






























