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Organization & Objectives

• Competition in the livestock industries and in particular 
the cattle and beef industry.

• Captive supplies – Alternative Marketing Agreements –
Contracting and other non-cash market means of 
trading.

• The USDA GIPSA Packers & Stockyards Act Rule 
Change.
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“We don’t know what’s wrong 
but we know something is 
broke.”

C. Varney – Asst Attorney Gen
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Beef Demand Index
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U S  BEEF  AND  VEAL  EXPORTS
As a Percentage of Production, Carcass Weight, Annual
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Drought Monitor – August 2000-2009
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1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

$ Per Bushel

G-NP-03
07/12/10Data Source:  USDA-NASS, Compiled and Forecasts by LMIC



6

Crude Oil Futures Prices – Monthly

So why is the beef herd & number of producers down?

• Demand is down 50%.
• Productivity (or supply) is up 30%.
• Reduced trade dollars.
• Persistent drought.
• Ethanol demand and corn prices.
• Input costs.
• Credit availability.
• …
• I think the list is long before you come to large 

agribusiness processing and marketing firms or retail 
and food service firms having a negative impact.
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Percent of Slaughter & Boxed Beef Fabrication 
Conducted by the 4 Largest Firms

Source: GIPSA USDA

Industry Concentration and Industrial 
Organization Research

What do we know about packer’s exercise of 
market power and why is the packing industry 

so concentrated?
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Excerpts from the document include email:
“… a disconnect between cattle prices and beef price.”
“… an increasing spread between ranch gate prices and wholesale 
prices, as well as ranch gate prices and retail prices.”

No science & no research…

Released in June 2009.

The email that accompanied this 
working paper states that the 
paper is a “publication.”

This work is not subject to peer-
review or criticism.  So it is not 
science.  It is an opinion piece.

It does not refer to any of the 
large body of research on the 
concentration issue.  For 
example, no mention of the 2007 
LMMS or 1996 Concentration 
Study.
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Interesting Quotes in 1940’s Research

Nicholls (1940) states, “Only after considerable further 
investigation will we know whether or not reform in the 
packing industry is necessary.  It is conceivable that such 
monopoly elements as exist yield desirable results.  A less 
extreme possibility is that results are undesirable but not 
sufficiently bad to bother about.”

Nicholls, W.H.  “Market-Sharing in the Packing Industry.”
Journal of Political Economy 22(1940): 225-240.

I think the “considerable further investigation” has occurred.  
And that we know the answer.
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Structure-Conduct-Performance Research

• Began in the 1960s & 1970s and was truly innovative 
and interesting.

• Performance is easy to observe, Conduct is not, and 
Structure is easy to observe and allows certain Conduct 
– so the approach infers conduct from relationships 
between structure and performance measures.

• Some well-known results:
– Lower prices to producers and higher prices to 

consumers in more concentrated industries.
– Higher margins in more concentrated industries.

Structure-Conduct-Performance Research

• Prices are lower in less important cattle feeding regions 
with higher concentration.

• Higher concentration mainly has no impact on margins 
but periodically is associated with higher cattle prices 
and smaller margins.

• Higher concentration did not weaken the farm to retail 
price linkages.

• Fed cattle transaction price research:
– Higher prices with more buyers and more bidding.
– Industry structure impacts price but market forces and 

packer economics are much more important.
• Results do not generalize…



11

New Empirical Industrial Organization Research

• Began in the 1980s and was the industry standard in the 
1990s.

• Addresses specific weaknesses of SCP Research –
measures conduct as described by economic theory.

• Also truly innovative in the linking of economic concepts 
to the measurement through data and methods.

• But tough to explain – only economists would like it.

Being a monopolist is not illegal 
but acting like one is.

Competitive industries marginal 
cost price and monopolies have 
the ability to not – price can be 
above marginal costs.
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Summary of NEIO Research

Significant and 
Problematic 

Market Power

Significant and 
Modest

Market Power

Insignificant 
Market Power

It is a reasonable conclusion that there is significant but 
modest market power in the beef packing industry.

Cost Economies Research

• So if it’s not market power that is driving the increases in 
concentration then what is it?

• Economies of size – and to a lesser extent scale and 
scope…
– Economic engineering studies
– Accounting studies
– Econometric studies using firm, industry, & census 

data.
– Survey research

• Every study that examines costs economies in the 
packing industry finds this result.
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Average Slaughter and Fabrication Costs Per 
Head for the “Representative Plant”

1.7 million head per year plant is 5% more 
efficient than a 1.3 million head plant and 12% 
more efficient than a 950 thousand head plant.

Cost Economies Research

• Any discussion of the problems of concentration without 
recognizing this well-documented benefit is dishonest.

• There is a need to assess the costs – market power and 
coercion – and the benefits – lower costs and expanded 
industry size.

• All studies that measure the costs & benefits find net 
benefits to industry change that has occurred – the 
benefits are orders of magnitude larger than costs.

• There is also a problem in NEIO Research in that not all 
studies recognize economies of size – economies of size 
can cause departures from marginal cost pricing that 
look like market power.
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Summary of Concentration Research

• This issue is and has been important to the agricultural 
economics research community.

• The bottom-line conclusion is that: market power is 
present and modest.

• The bottom-line conclusion is that: there are tremendous 
economies of size.

• And, comparisons of benefits and costs find the current 
industry structure is a net benefit – to cattlemen and to 
consumers.

• In Nicholls words, “A less extreme possibility is that 
results are undesirable but not sufficiently bad to bother 
about.”

Alternative Marketing Agreement Research

Also called Captive Supplies or Contracts.
And what is the impact on cash market 

prices?
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Captive Supply Research

• Much concentration legislation is focused on prohibiting 
captive supplies.

• Very well studied: dozen published works.
• Very thoroughly studied:

– 1996 Concentration Study (Red Books)
• 13-Month study period: 4/1992-4/1993 with transactions for 

every pen of animals traded in the country.

– 2007 Livestock & Meat Marketing Study
• 30-Month study period: 10/2002-3/2005 with transactions for 

every pen of animals traded in the country.

– Both studies Congressionally mandated and funded.
• Strategic behavior by packers in the use of captive 

supplies was hard to find.
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What did the analysis of procurement 
transactions data show?

• Transactions prices can be well-explained by market-
level supply and demand and characteristics associated 
with the pens in the transaction.

• AMAs measured at the plant level – as % plant capacity.
• Different types of AMAs examined separately.
• Cash, marketing agreement, and packer-owned prices 

similar.
• Auction higher and forward contract lower than cash 

prices.
• AMA cattle are higher quality.  Direct trade cash cattle 

are the lowest quality.  Auction cattle are the highest.
• AMA cattle have equal or less risk than cash cattle.

What did the analysis of procurement 
transactions data show?

• When AMA use increases cash prices decrease:
– 10% increase in AMA use (as % of plant capacity) is 

associated with a $0.40/cwt of carcass weight 
decrease.

– 10% increase in AMA use is associated with a 0.3%
decrease in cash price.

• Impacts are economically small but statistically 
significant.  Average transactions price of $138/cwt.

• AMA use is not strategic – packers use more AMAs
when more AMA cattle are available and when AMA 
cattle are cheaper.

• If AMAs were eliminated then cattle prices would have 
been higher by ½% or $0.68/cwt of carcass weight for 
this time period with the model estimated…
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“But the report itself (the RTI-
Livestock & Meat Marketing Study) 
shows a stunning decrease in 
prices caused by packer ownership 
and contracts.”

“… $5.75/cwt less…”

“… $69 per head less…”

These calculations are not correct 
and the RTI project leader wrote 
Mr. Stumo and detailed the errors.

It’s not $5.75/cwt.  It is $0.68/cwt. 

2007 study results very similar to 
the 1996 study and all other captive 
supply research.

What did the packer P&L data show?

Variable Mean
Standard 
Deviation Minimum Maximum

Average total 
cost per head 
(ATC)

$138.61 10.7476 $120.32 $164.21

Average gross 
margin per 
head (AGM)

$140.72 38.8241 $22.62 $211.98

Average profit 
per head (PPH)

–$2.40 43.8242 –$137.36 $73.34

Loss because of irregular expenses relative to irregular revenues.  There are 
very large losses during this 2½ year time period (10/02-3/05).

Almost every packer has a problem plant or plants.  There is excess capacity in 
the packing industry – it’s about 15-17%...
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What did the packer P&L data show?

• Plant costs are statistically significantly lower for those 
that procure through AMAs.
– Costs are lower – all else constant – 0.9%.
– Costs are lower because of higher volumes – 2.6%.
– Costs are lower because of predictable supplies –

1.2%.
• These measures are conservative in that all are within-

plant measures – no across-plant measures.
• Cost savings are approx 4.7% or $6.50 per animal.
• Related to fixed costs and much less to variable costs.
• If AMAs were eliminated then cattle prices would 

decrease $6.50/head.

Captive Supply Research

• Conclusion: captive supplies have a significant and 
negative impact on cash market prices but the 
magnitude is modest.

• Other research says eliminating captive supplies will not 
necessarily increase the cash price by the amount of the 
negative impact.

• Other research recognizes that captive supplies are 
used for more than market power.  Thus, there is a need 
for a cost and benefit assessment.
– Benefits greater than costs and this was a major 

objective of the 2007 LMMS.
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Market Impacts of Eliminating AMAs

• Impacts (Billion $2003) Short-run Long-run
– Consumers -$1.9 -$10.5 (4.4%)
– Retail -$0.5 -$6.1 (1.9%)
– Wholesale -$0.8 -$7.0 (5.0%)
– Fed Cattle Producer -$2.8 -$15.3 (6.8%)
– Feeder Cattle Producer -$5.4 -$21.2 (13.8%)
– Total of All Producers -$9.5 -$49.5 (5.9%)

• Long-run impacts are cumulative discounted 10-year 
impacts.

• Feeder Cattle (Cow-Calf) Producers are “residual 
claimants…”

Sort of a Wrap-Up

• There is and will be no unifying theory, model, or study 
of concentration that explains everything.

• There is and will be a lot of different work that looks at 
different aspects and issues regarding concentration.

• There will be new data and innovation in economic 
thinking resulting in more research.

• But some hard thinking and assessment will then be 
needed – maybe some democracy – regarding what the 
science says.

• And what we do today will impact our markets and our 
economy tomorrow…
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The USDA GIPSA Packers & Stockyards Act 
Rule Change

What are the issues and why should you 
care?
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What’s the issue?

• The P&S Act has two sections different from antitrust 
legislation which are used in legal proceedings
– “unfair and unjustly discriminatory”
– “undue and unreasonable preference”

• The 2008 Farm Bill required GIPSA to more clearly 
define “undue or unreasonable preference” with respect 
to poultry and pork production contracts.

• GIPSA proposed Rule changes to both sections and with 
respect to all livestock and poultry contracts – poultry, 
pork, and beef – and production and marketing 
contracts.

My specific concerns within the Rule Change

• Little economics in clarifying “unfair, unjustly 
discriminatory,” and “undue or unreasonable 
preference.”

• “Paying a premium or applying a discount… without 
documenting reasons and substantiating the revenue 
and costs justification…” is unfair.  (Doesn’t say contract 
when talking about cattle.)

• Not offering the same contract terms to all producers that 
can provide the required livestock is undue or 
unreasonable.  But doesn’t require purchases if needs 
are met.  Does require “legitimate business reasons” and 
“to maintain records that justify” differential treatment.

• Remember, within P&S Actions the burden of proof can 
be on the packer and the standard can be vague.
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What happens to the cash & AMA markets?

• If price differences risk litigation then pricing will become 
more standardized.

• If participating in the cash market or in AMAs risks 
litigation then there is less incentive to be in the cash 
market or in AMAs.

• One response to these risks is to return to commodity 
pricing – through posted prices and “take or leave it” bids 
– also make AMA pricing very standardized.

• The easiest way is for the packer to own their own 
animals – this is what will happen to the hog industry.

• The Rule changes can thin the cash market.
• Missouri experience…
• Changes in beef demand over past 29 years…

How is price discovery impacted?

• If price differences risk litigation then there will be fewer 
price differences – pricing becomes more standardized.

• But consider
– changes in the Beef Demand Index.
– industry improvements through value-based 

marketing.
– product development work that has involved 

cattlemen – as opposed to food technology.
• Innovation example…
• The Rule change does not recognize and could 

constrain the price discovery process.
• If a packer purchases at different prices it will have the 

opportunity to explain itself to GIPSA.
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How will innovation be treated?

• Suppose a packer and a group of producers have an 
idea for a better product.

• They build a program to produce that product and work 
with a retailer to market that product.

• Premiums are offered to producers but the packer keeps 
some of the benefit.

• How does the program work so that it is not “unfair,”
“unjust,” or “undue”?
– Similar treatment of like producers?  Have to share?
– Size of the market?  Experimenting with the new?
– Premiums to producers have to be justifiable?
– Will be public knowledge.

What will be the impact on small producers?

• Small producers benefit if preferential treatment and 
market power are the cause of current price differences.  
But research does not support this view.

• Packer margins are thin and volatile – increasing costs & 
risk to the packer will require more conservative bidding 
in the cash market and is an incentive to move away 
from the cash market.

• And it is the cash market that smaller producers use.
• What about smaller packers attempting to not be in the 

beef commodity market?
• What about small auction markets?
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What will be the impact on large producers?

• Large producers and processors are some of the most 
efficient.  This is an undisputable fact from research…

• These firms will continue to do business.
• But the demand and efficiency benefits will be impacted 

if AMAs are made more standardized.
• What does the 2007 RTI Livestock and Meat Marketing 

Study say?  We examined the elimination of AMAs…
• I have two questions for you:

– What packing firms will be least impacted by more 
standardized pricing?

– What packing firms can, “Buy them all, pay one price, 
and sort them in the cooler”?

If you are not using marketing agreements then the 
Rule change will not effect you?

• That could be the case.
• But the Rule change does not clarify what is meant by 

“unfair, unjustly, and undue”.
• It has the potential to be an institutional market change.
• The litigation risk to the packer is increased.
• Costs to packers of documenting business decisions 

clearly increase.
• And demand will be impacted.
• If that is the case then the entire market will be impacted 

– the cash market, AMAs, and value-based efforts.
• And market power will be lessened…
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Will these Rule changes increase cattle prices?

• Fewer bids and more conservative bids.  Incentives to 
move away from the cash market.

• More risk and more costs to the bidder.  Disincentives to 
innovate and do something different – with AMAs…

• Small and medium sized producers and packers can be 
impacted the most.

• Large packers given incentives to use standardized 
AMAs and return to the business model of “buy them all 
and sort in the cooler.”

• There is the potential for fundamental market changing 
impacts.


