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Meat Industry
Price Spreads:
What Do They
Indicate?

price spread for pork reached a reco

$1.62 per pound, attracting renewed
attention to the difference between farm
and retail meat prices. Current price
spreads for Choice beef and broilers,
although not at record levels, are also
relatively high.

I n October 1997, the farm-to-retail

Over time, nominal price spreads tend t
widen as inflation increases the costs of
marketing, processing, and retailing. Yet
the most compelling feature of meat pri
spreads for Choice beef, pork, and broil
ers is that, when adjusted for inflation,
they have remained fairly constant or ey
decreased slightly over the past three
decades.

Beef and pork price spreads measure theime. As such, price spreads provide a

total costs (including profits or losses) fq
slaughtering, processing, and performin
a multitude of marketing functions for a
defined quantity and quality of product.
Farm-to-retail price spreads usually wid
when retail prices are rising rapidly or
farm prices are falling. Consumers
become concerned with high prices,

farmers are concerned when prices are
low, and both often look to the price

spread for evidence of who is profiting.
But price spreads alone do not indicate
whether an industry is efficient or ineffi-
cient, or whether marketing, processing
and distribution costs are reasonable. N
do they directly measure profitability.

Although the terms “spreads,” “gross ma
gin,” and “profit margin” are often incor-
rectly regarded as synonymous, spread
by themselves do not indicate whether
any segment of the marketing chain (i.e
farm, wholesale, or retail) is enjoying
profits or suffering losse®rice spreads
generally are larger than meat packer o
retailer margins since they also include
charges by marketing firms for other
functions, such as transportation.

Gross marginis generally used by indus-
try to mean the difference between whal
retailer or packer pays for a product (pe
unit bought) versus what is obtained at
the time of sale (per equivalent unit sold
Gross margin includes the costs of labo
packaging, overhead, and any profit.
Profit marginrefers to the difference
between the gross margin and costs, an
is usually expressed as a percentage of
sales or of stockholders’ equity. Price

rChpreads reported by USDA are U.S. ave
ages, whereas industry sources often ci
gross margins and profit margins of indi
vidual firms.

Price spreads simply indicate difference
in calculated values for @nsistent
equivalent quantity and quality of produ
D as it is successively measured at the fa
wholesale, and retail levels. Consistent
means that the same product (for exam
t&le, a Choice steer’s specific cuts) is me

€Bstimate of the distribution of final retail
dollars among the farm, wholesale, and
retail segments of the marketing chain
and how the distribution changes over

rbreakout of the consumer food dollar in
g the farmer’s share and the marketing
sharefor the measured product.

FlCongress, researchers, policy makers,

industry participants, and the public are
all interested in how the consumer’s foo
dollar is allocated between farmers and

r sured each month and at each marketing - )
level. Consistenprice spreads provide an Service (ERS) uses carcass proportions

the marketing system. By examining price
spreads and their components, the timeli-
ness and completeness of price adjust-
ments among marketing levels, as well
as variations in marketing spreads (e.g.,
transportation, processing, and distribu-
otion) can be monitored over time. If the
spread is unchanged it implies that a price
change at one level of the marketing sys-
riem is being fully transmitted to another
level. But retail prices and price spreads
5 are only one set of information used in
analyses of efficiency and performance
|, of the total product marketing system.
Additional information on costs and
investments are required for an accurate
r and complete analysis.

However, the calculation and use of price
spreads have some limitations. First,
because of the difficulty in measuring
price equivalencies across marketing

t gtages for different products, not all price

r spreads are calculated. As a result, the
calculated prices and price spreads do not

yreflect all livestock and meat products.

r,For example, no Select grade or cow beef
is included in the Choice beef spread, nor
is a price spread computed for lamb. (For

gbeef, this has been partially ad-dressed by
development of the “all fresh retail beef”
price series.)

r-

teSecond, the various product prices and

- spreads are equated to carcass propor-
tions even though retail food stores don't
usually sell Choice beef, pork, or broilers

sin carcass proportions, so retail price esti-
mates used in the calculation of spreads

~tmay not match retail store sales. The “all

nresh retail beef” series gives a heavier
weight to ground beef, but the Choice

L and Select portions of the all-beef

gcalculations are still in carcass propor-

tions. USDA's Economic Research

because no comprehensive direct sales
volume data are available at the retail
level. Therefore retail cuts are assumed to
sell in carcass proportions.

oAnother limitation is that prices, and
therefore spread calculations, do not
account for any “volume effect” of pro-
motional price specials. The Bureau of
Labor Statistics (BLS) prices used to con-
struct the product prices and spreads
dinclude promotional sale prices that are
in effect at the time the price data are
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What Are Price Spreads &
How Are They Calculated?

Med price speads a the diferences in gces or imputed alues ér a speciéd
equialent quantity and quality of pduct & identified points in the m&eting
channel dung a specitd time peiod. Thus,a piice spead incoporates maket-
ing, processingand etailing costs. &r example the farm-to-retail pice spead br
Choice beef is the dérence betwen the @erage retail pice per pound and the
famm value of the quantity of\ie animals equalent to | pound ofetail cuts. In
other words, price speads epresent total m&eting dages br processing and dis
tribution betveen firmer and gocer These madeting daiges ae not measwed
directly; instead prices ae obseved and compad d successie points in the mar
keting dain.

The pice speads ér Choice beef & monthy estimaes ly USDA’s Economic
Researh Sevwice of the diferences among thealues of a Choic¥ield, Grade 3
steer sold y the eedlot; the &lue of Choice bxed beef fom tha steer as dali
ered to the city Wwer it is consumed; and thalue of Choice médrom thd steer
in the letail food stoe. Speads eflect the dea@ase in wight fom diverted hide
fat, bone and other g-products,and the incgase in &lue aving to asseming,
processingtranspoting, and etailing dages equired to comert a farmer’s Choice
Yield, Grade 3 steer intcetail cuts and hamioger sold to consumerValues of
variety meds and of ly-products suls as the hide arremoved from the calcula
tions though a ly-product allavance Curently 2.4 pounds of Vie animal is
required to poduce 1 pound of compositetail Choice beef cuts.

For beef the fam-to-retail spead has t@ main componentsam to wholesale and
wholesale toetail. The fam-level calculdion is called thenet fam value” the
wholesale leel is the“wholesale alue” and the etail level is the“Choice etail
price” The faim-to-wholesale ifjure encompassepaoximate chaiges dr slaugh
tering and cutting déle to pimals and tnspoting the beef to the city mere con
sumed The wholesale-to-tail spead accodingly, includes not ont the goss
maugin for retailing but also the lsaiges br other intemedide maketing sevices,
sud as cutting toetail potions,wholesaling local delvery to retail stoes,and
other mechandising

For pork, the fam-to-retail spead is also made up of therh-to-wholesale spgrad
and wholesale-to-etail spead The farm-to-wholesale srad coers gproximate
costs br slaughteng hags, curing, smoking and pocessing pd products,and
shipping to the major consumer cestdihe wholesale-to-etail spead epresents
local delivery cost,wholesalingand the etailers goss magin.

For broilers, there ae two piice speads. One is called thetailerto-consumer
spread which reflects the diference betwen the pce retailess pgy and the pce &
which they sell whole bids. It thus epresents oyl the costs and pfits or losses of
the etailer in mechandising the mduct.The second spad is the Wwolesale-to-
retail spead which reflects wholesale ersus etail pices br a composite of twole-
bird and ticken pats pices.This spead epresents not oglretail mechandising
costs it also local deliery costs,warehouse costgnd possity some boker costs.
Because of the biler industy’s \ettical integration of growers and pocessas, no
famm-level price is calculéed

collected but due to lak of petinent
daa, no adjustments armade toeflect
ary increases in saleolumes thaoften
accompan lower pomotional pices.

A fourth limitation is thd price speads
do not indic&e pofit levels of maketing
firms. Dda used ér price speads a&
based on pulshed pices ony and do not
include diect estimges of frm or indus

try costsA final limitation is tha price
spreads do not accouriftime lays in
physical maement of poduct.

Price Speads—
Short & Long Term

Long-tem fluctuations. Intempretaion of
med price spead dé&a over the long ten
depends on \Wwether nominal or difted
daa ae usedand whether long or shor
time pefods ae considezd On a nominal
basis,med price speads hee inceased
dramdically since the edy 19705. But
when dellated—i.e, adjusted ér infla-
tion—a diferent pictue emeges. Pice
spread d& indicde impiovements in cost
efficiengy in slaughteing and

processing dr Choice beef and plor

over time

When deffated, the pork farm-to-retail
spreadis essentiajl flat, or deceases
slightly over the past tlee decadesnd
the recod spead of October 1997 is
belov mary eatier price pointsAs for
the component meass,the defated
pork farm-to-wholesale spraddeceases
over time offsetting dianges in thepork
wholesale-to-etail speadwhich increas
es fiom 1970 to 1978 befe leveling of.

The defated farm-to-retail spead br
Choice beetledines slavly over the past
three decades|lso diven ty the stong
downward-trendingfarm-to-wholesale
spread The Choice beeWwholesale-to-
retail spead on the other hands fairly
level since 1980.

The broiler wholesale-to-etail speadis
fairly stble on a nominal basisut
deceases Wen defated Because the
broiler industy is integrated betveen
broiler growers and pocessas, no fam-
level piice or faiTm-to-wholesale srad
is calculaed

The fam-value shee of retail Choice beef
and pok prices has deeiased wer time

at least patty because méeting costs
have panlleled infation while cdtle and
hog piices hae lagged behind Fam-
value shag has been dezasing 6r most
agricultural commoditiesThe fam-value
shae for all U.S. domesticalf raised
foods has déined from 41 pecent in
1950 to 23 parent in 1996.
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Beef Prices and Price Spreads*

Pork Prices and Price Spreads

Nominal Prices

Cents per retail Ib.

Nominal Prices

Cents per retail Ib.

Retail

Wholesale

300 300
Retail
200 F Wholesale 200 F
Farm
100 100
0 ! ! ! ! ! 0 !
Jan. 1970 75 80 85 90 95 Jan. 1970 75

Nominal Price Spreads

Cents per retail Ib.

Nominal Price Spreads

Cents per retail Ib.

Farm to retail

Wholesale to retail

160 160
Farm to retail
120 + / 120 |
80 & Wholesale to retail 80
40 Farm to\wholesale 40
0 | | | | | 0 |
Jan. 1970 75 80 85 90 95 Jan. 1970 75

Inflation-Adjusted Price Spreads

Cents per retail |b.

80

Inflation-Adjusted Price Spreads

Cents per retail Ib.

Farm to retail

Wholesale to retail

Farm to wholesale
| | | |

160 160
120 Farm t\o retail 120 F
80 80
0 I I I I I 0 1
Jan. 1970 75 80 85 90 95 Jan. 1970 75

80 85 90 95

Monthly price and price spread estimates. 1982-84 = 100. Nominal prices are deflated using Bureau of Labor Statistics "all urban”

consumer price index for all items.
*Choice, Grade 3.

Economic Research Service, USDA

The fall in the am-value shae reflects
the incease in setces povided by mar
keting frms over time and in the cost of
those serices.The inde of food maket
ing costswhich measugs pice changes
in maiketing inputs sut as l&or, padkag-

ing, transpotation, and enegy, rose 336
percent betveen 1968 and 1996.

Short-term fluctuations. Given the
longrun trend tavard higher maketing
costs,one might gpect pice speads to

grow more or less steadilover time But
instead substantial shdtterm variation
occus.

Shot-term fluctudions in meaprice
spreads eflect the tendencfor retail
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Price Spreads: A Brief History

Price speads 6r med have been computed since thelgar
19205 when Congess as&d USIA to undetake special
studies of mdeeting magins for livestok. In 1934 at the
request of lrestok produces, USDA developed a stistical
seiies to measw changes in maketing costsdr a umber of
agricultural commodities. &m-to-retail plice speads hae
been pubished egulaly since 1942.

Enactment of the Reseirand MaketingAct of 1946
increased thettention gven to meas@ment and angsis of
maiketing speads and cost$he 1946Act directed USIA
“to detemine costs of méeting aricultural products in
their various forms and though the arious dannels..”.

Within USDA, the Economic Resedr Sewrice (ERS) has
been esponsike for calculding Choice beef jice speads
since 1962. Mdas one of nine pduct goups of US. fam-
originated foods intuded in USIA's maket baslkt. Red
med accountsdr ébout one-thid of the total mdeet baslkt.

Between 1978 and 198ERS used da eclusively from its
weekly retail mea& price suwey for computing etail pices and
price speads. Since 198ERS etail mea price seres hae
relied on Bueau of Laor Staistics (BLS) etail pice dda for
basic inbrmation. Curently price speads é6r Choice beef
pork, and bpilers ae calculéed An “all fresh beéfretall
price seies began in 1987 wich increased the sharf gound
beef induded in catass-veighted Choice and Selecigas.
No live piice or pice spead is calculed for the“all fresh
beef price because gighting the mantypes of lve beef ani
mals epresented wuld require dda not curently available.

Pork retail pice weights vere dnanged in 1978 toeflect
changes in catass popotions.The Choice beefetail pice
seiies weights vere changed in 1990 toeflect use of 50/50
trim in the gound beef calcut®dn, more boneless cutsnd
closer timming of fat. Broiler prices used onl“fr esh vhole
bird” retail pices until 1992when a composite of wole and

patts pices was aded & retail. Whole-bid piices continie
to be pulished Turkey prices ae for a flozen whole biid.

ERS is inteested in impoving the accuacgy and &ailability
of data and inbrmdion on etail pices and pce speads 6r
meds. Sugestions or improving price speads vere
obtained aa USDA conference on pce speads held in
Kansas City in December 1996. Fiumpiovements under
consideation indude:

e updding and evising the pok spieads using e price
seiies deeloped ly USDA’s Agricultural Marketing
Sewice and other soues;

 developing a wlume-weighted all-pok retail pice to ep-
resentas nedy as possile, the average piice thd retailess
receve for pok;

 improving the wlume-weighted all-beefatail piice
reflecting the serage piice retaileis receve for fresh beef;

¢ developing an all-gades-br-beef pice spead sdaes and
an all-gades-br-pork price spead sdes by calculding all
grade pice seies d the live and violesale leels;

e adding moe BLS etail pices if they become wailable for
beef pork, and boilers; and

* monitoling scanning tdmolagy and d&a, and incoporat-
ing these da as thg become waailable.

In Jarualy 1998,BLS will make changes in the nmber and
composition of theatail mea cuts br which BLS will pub

lish average piices. Mearetail pices and pgce speads will
be adjusted toeflect these deslopments.

Farm-to-retail price speads ae curently pubished in
Agricultural Outlook Livesto&, Dairy, and Pultry Situgion
and Outlook and theFood Cost Reiew, and ae released
ERSAutoFAX and on the Interet.

price dhanges to lg behind &m price
changes. If thee is no lg—i.e, changes
in the fam price ae immedigely reflect
ed in etail pices—the pice spead vould
rise ony with inflation and other costs.
But with a lay in piice transmissionthe
price spead is nonconstarand & times
quite \arable.

Two reasons & cited ly the industy for
the lgg in pilice transmission. ¥Fst, the
delay in changes betveen iim and etail
prices is often #@ributed to the time it
takes to moe pioducts fom fams to
retail outletsso tha the pices of pod-
ucts curently in stoes eflect ealier
fam prices. In adition, retailess set

prices br adrertising puposes a wek or
more aheagdthus limiting iapid adjust
ment to suden pice changes.As a
result,fam-to-retail pice speads fe-
quenty narow while farm prices ae
increasing and widen while farm prices
deceaseThe lay tends to be shtar
when farm prices ae 1ising.

The secondeason dr the lay in plice
transmission isdfar of ngative consumer
reaction to fequent pice changes (espe
cially price inceases) Wich motvates
stofes to“smooth out’suc changes. In
the long un, however, the maketing sys
tem cannot &g the etail piice of mea
constant and still balanceqatuction and

consumptionso fetail pices nust eentu
ally adjust.

ERS eseath using montht price dda
shaws thd price adjustmentstdam and
wholesale a nealy concurent.The
retail pice, however, follows piice
changs a the fatm and viholesale leels
with a lag distibuted aer nealy a year
Researh also eveals a distinct asymme
try in retail response toafm-level price
changes. Upvard movements indm
prices ae followed by retail pice adjust
ments &out 24 perent moe quikly than
downward fame-level price mosementsA
patial explanaion may be tha retaileis
expect dovnward movements to be
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tempoary and wish to eoid making spreads and consumer incorenother

prices dovn and then bacup aain. set of fctos tha could dive sevice January Releases—USDA's
demand a the societal énds thahave Agricultural Statistics Board

A recent @ample of the lg in piice trans | deceased the amount of timeaalable The following reports are issued

mission occured duing the dily-to- for food pepartion. However, simple electronically at 3 p.m. (ET) unless

August peod of 1997 vhen the netdm trend measments—albelt an Impﬁtﬁt otherwise indicated.

value br pok dropped 8 cents peetail | Proxy for this phenomenon—alsaifed January

pound the wholesale fice remained to shav ary reldionship with metprice 2 Cheddar Cheese Prices

about the sameand the etail pice went | SPreads.The conéusion emeged tha (8:30 am)

up 3 centsThe fam price fell another longrun piice speads ppear to 6llow Dairy Products

7 cents fomAugust to Sptemberthe inflation. 6 Poultry Slaughter

wholesale gce fell 6 centsand the etail 7 Broiler Hatchery

price deceased onl 1 centThen in It is obvious, however, tha in the shar 9 Cheddar Cheese Prices

October the farm price deceased anothef run, price speads do not & inflation (8:30 am)

5 centswhile the etail pice was fat. closely. Piice speads 6r beef and pdr Cotton Ginnings (8:30 am)

As a esult,the Octoberdm-to-retail fluctugte quite a bit fom month to month] Ecr°ppf£3ﬂ‘é‘t’st'°” (8:30 am)

pork price spead e&panded an atitional | Even after carecting or inflation, whole- 13 C?gp Production. Annual

5 cents. sale-to-etail pice speads luctuae, on (12 noon) '

o _ _ average, about 5 pecent per month (in Grain Stocks (8:30 am)
Variation Evident in absolute tems). One dctor in this vlatil - Rice Stocks (8:30 am)
Wholesale-Retail Spgrads ity is thet retail pices seem to tabehind Winter Wheat & Rye Seedings

wholesale gces. (8:30 am)
The dsolute Ieels of speads betwen Potato Stocks
wholesale andetail pices of beef and ERS eseach shaved tha increased gl- 14 Broiler Hatchery
pork have incieased iregulay over time | umes of melaconsumption a associged = wﬁte%g'ﬁgggrzy
ERS based itecent eseach on the &c | with slight shotrun inceases in the 16 Cheddar Cheese Prices
tors diiving wholesale-to-€tail piice wholesale-to-¢tail spead However, the (8:30 am)
spreads or beef and pdron the congat | effect of higher salesolume is ony tem Turkeys
that the etail piice is essentiallthe porary, increasing nominal jice speads Vegetables
wholesale gce plus a mawup tha for only about 3 months. In the typical Vegetables, Annual
reflects gocery stores’costs of pgpaing | month,the sales-®lume efects cause 21 Broiler Hatchery
and maketing mea& As sud, inflation beef and pde spreads to ary by about 1 Cold Storage
would tend to mad costsand conse percent. In the longr tem, sales vlume 22 Catfish Processing
quenty the wholesale-etail speads 6r has little impact on olesale-to-etail N;gﬁr']tqri‘r‘];f;“'ts U,
beef and pds, rise aver time spreads. 23 Cheddar Cheese Prices
(8:30 am)
One eplanaion adranced or the wider | While wholesale-to<tail nominal pice Cattle on Feed
ing of speads wer time is tha in adi- spreads haee widened wer time long-run Livestock Slaughter
tion to lising costsjncreasing leels of price speadswhen adjusteda inflation, 26 Cotton Ginnings (8:30 am)
sewice ae povided with measold a have remained &irly constant. 27 Peanut Stocks & Processing
retail outletsAmong the &ctos diving | Kenneth E. Nelson (202) 694-5185 and| 28 Broiler Hatchery .
demand ér sewice is inceasing con LawrenceA. Duaver (202) 694-5172 29 Liﬁ]ﬁj Egg Production,
sumer incomeHowever, ERS eseath knelson@econggov .
has bund no elaionship betveen pice | |duewver@econ.g.gov 30 C(g%%d;rrn?heese Prices
Agricultural Prices
Cattle

Capacity of Refrigerated
Warehouses

Chickens & Eggs

Sheep & Goats



