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INTRODUCTION AND SUMMARY

In 1920 and fér following decades thé;meat packing’industry;-which
preseptly supplies agriculture with aboutboﬁe+third ofléash farm“income,
was regarded as ;1éubstaﬁtially concentrated industry.’ At that time the
four largest meatipackers accounted for the slaﬁghter of about half of the

cattle in the country, one-third of the calves, over two%fifths_of hogs,

“and nearly two-thirds of the sheep, including lambs.

In this national market, which is particularly relevant in the dis-
tribution of fresh meat, concentration thereafter decllned _ By 1970 four
largest firms in each species accounted for about one-flfth of the cattle,

one~fourth of the calves, one-third of the hogs, and over one-half for sheep.

*A paper contributed to the Annual Meeting of the American Agricultural
Economics Association, Gainesville, Florida, August 20-23, 1972.

The views expressed here are not necessarily those of the Packers and
Stockyards Administration, U.. S. Department of Agriculture, or the
Environmental Protection Agency. The authors wish to acknowledge M. J.
Cortez and C. H. Swearingen of the Packers and Stockyards Administratio-
who assisted in processing and assembling the data used in this gnalysis.

Arnold Aspelin is former Deputy Director, Industry Analysis Staff, Packers
and Stockyards Administration (now, Economist, Office of Categorical Programs,
Environmental Protection Agency, Washington, D. C), and Gerald Engelman is
Director, Industry Analysis Staff, Packers and Stockyards Administration,
U. S. Department of Agriculture, Washlngton D. C.

1/ Cattle, calves, hogs, and sheep are the categories commonly used for
slaughter animals and for meat, and are referred to as separate species,
although both cattle and calves are bovines. :
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In the procﬁremehtvof livestock, effective market‘érégs»arg uSually
smaller than a single state. Here markets are more concentrated. Of,
the ten importanﬁ'livéstock states in the North Central fegion (thbse
other than Nortﬁ Dakbta and Michigan), six havevfour—firﬁ coﬁcentration
ratios fof/fed Cattié in 1970 above 65 percent. For hogs, eight of the
ten states have:fbﬁrrfirm ratios above 65 percent. Such procurement
markets‘can be ééiied‘highly oligopsonistic. |

Antiqompetiti?é'effects of increasing concentration in local, state,
and regional markéts.have been emphasi;ed in recent suqdeésful antimerger
cases—-most notiéeablykthe IBP-Blue Ribbon‘case in thévméa;_packing
industry, the first.fo focus on the procurement of agricultural commodities.
But antitrust enfbfdément»only prevents further concentratiqn of an
industry. |

ImproVementsfiﬁ?competition depend upon improvementélin pricing which
result in enlargiﬁgffhe-effective mérket area; ‘The most‘sthisticated
demonStratibn_ofiimﬁfovedacompetitive pricing is providéd;in several
Canadian provinces ﬁhiéh sell about three-fourths of the hogs in Canada

by teletype on the carcass basis.



National Oligopoly
(

The meat packiﬁg industfy of 1920, the year of the meat packers
consent decree, ﬁas‘moderately oiigopolistic within the ﬁationél market.
The "Big Four" meat'packéré (Armour, Cudahy, Swift, and_Wilson)EZWére‘the."
fanking slaughter firms in each specieé; They accounted for about
49 percent of cattle:slaughter in the United States, 34‘per¢ent of the
calves, 44 percenf‘of‘the hogs, and 62 pérgent of the shéep and lambs
(table 1). Since 1920 the structure of the meat pécking'industry has
become less oiigppblistic as ;oncentration ratios havevdéciined considerably’
at the national leyél. Increasingly;‘members'of-the Big:Foﬁrvhave been‘
displaced in thé;éni{ings by other firms.

Concentrati§ﬁ in3cattle.slaughter declined~—beginning]invﬁhe‘i930's.
By 1950'four-firﬁ chcentration ratios had dropped for~ééftle‘td about
36 ﬁercent—-but»ghé other three species were about the saﬁe in 1950 as in
1920 (table 1). :RatiOS for all‘foﬁr‘speéies deélined sharply during the
late 1950's as a:resdlt of strategic operating policy chaﬁgés by certain
largéfpaCkers.‘ Déciéions Qere made to scrap orlreﬁodél’old an& outmodedv
plants, to disCoﬁtiﬁué slaughter of certain’specieé,‘tq émphasize ﬁrocessing
over slaughter inaéﬁerall operations, and to‘diversify into otheraindustries.
Underlying these"déQelopments have beeh improvements in.trénsportation and
communications aqajshifts in the location of livestock production such as
the growth éflcomméréial feedlots in the western half of,the éountry.

The late 19SOis‘ﬁarked the end of the dramatic decliné]of conéentration
in‘meét packing. :féﬁr-firm concentration ratios did ndt»frend downward
ddring the»1960's;’.Ratios in 1969 were near 1960 leve1$ éxcept for sheep

which increased frdm 54.7 to 60.4 percent (table 1).

2/ The "Big Five" became the "Big Four" in 1923 when Morris was merged
with Armour. =~ ' o B



Table 1 - Percent of U. S. commercial livestock
. slaughter by the four ranking firms in
" each species, 1920 and 1950 - 1970

Year Cattle Calves' ‘Hogs . Sheep
——————————— Percent- = = = = = = = = = - -
1920 ‘ - 49.0 34.4 43.8 61.8
1950 . 36.4 35.4% . 40.9 63.6
'51 32.0 34.6% 40.5 62.9
'52 - .34.3 36.0% 39.3 ' 63.5
'53 - 34.4 o 39.0% 37.9 62.4%
'54 ' 32.4 37.5% 38.7 61.4%
1955 . 30.8 36. 6% 40.6% 61.0%
'56 29.8 37.4% ' 40.2% 61.5%
'57 29.3% 35.4% 38.7% . 58.4%
'58 27.4 32.4% 35.9% ‘ 56.6%
'59 24.7 29.8% 33.5% 54 .4%
1960 23.5% 29.0% 34.9% _ 54.7%
‘61 : : .24,2* 30.1% - 33.7% 54.7%
162 ‘ 23.7% 28.2% 34, 4% _ 55.4%
'63 22.9% 29.1% 33.8% 54.5%
'64 ' 2 722.6% 32.1% 34.9% 56.8%
1965 23.0% 32.4% 35.2% 57.8%
'66 22.4% 30.4% 31.7% 59.0%
'67 _ Cn22.2% 30.2% 29.8% 58.1%
'68 21.5% 29.0% 30.1% 54.2%
'69 23.0% 27.3% 33.5* - 60.4%

1970 21.3% 23.8% 31.5% : 53.1%

* Includes one or more firms other than the original "Big Four"
(Armour, Cudahy, Swift, and Wilson).

Sources: (1) 1920 and 1950-1956: Record of Civil Action No. 58 C 613,
United States vs. Swift & Company, et al, Government Exhibits 5A, 5B,
5C, 5D; and (2) 1957-1970: annual reports of meat packers filed with
the Packers and Stockyards Administration {P&SA-125). . Statistics
compiled from annual reports of meat packers usually were livestock
purchases for slaughter which are comparable to slaughter statistics
differing primarily as a result of inventory changes in packer feeding
and holding activities. Most major packers report on a fiscal year
ending about October 30.




In 1970 conceﬁtfgtion declined in allkfogr slaughter species due
largely to‘major slaughter capaci;y cutbacks by bne of the 1eéding
paékefs. Then, foﬁf-firm ratios were at relatively undo;centrated
levelé of 21 percent for cattle, 24 percent for calves, 32 pércenf»for
hogs, but at a still céncentrated level of 53 percent'for_shéep,

Some concentration is présent aﬁong fhe firms raqking 5 thrdughVSO
in the individualvspecies. As of 1970, the top 8.firms (by species)
accounted for abdut'onefthird of thercattle and calf slaughter, ﬁaff of
the hog.slaughter, éﬁd two-thirds of the sheep sléﬁghter in the ﬁnited 5
States. Concentraéion ratios for 4, 8,v12? 20, 5nd‘30 firm 1evels for

1970 were as follows:

Percent of commercial slaughter by fifms‘ranking:éj
Species 1-4 1-8 - 1-12 1-20 . 1-30
Cattle 21 31 37 44 50,
Calves 24 37 46 57 66
' Hogs ;32 - 47 54 63 B
Sheep | 53 67 76 85 88

The rénking 30,.bybs§e§ies;‘aécount_for half- the cattle; two%thirds of
the calves, thrée—foﬁrths of the hogs, and néarly'hineftenthsvof thé sﬁeep
slaughteredrcommercially in the United States. | |
vAt the national level, concentration in the livestock slaughter

industry does not give the industry an oligopolistic étructure in all

3/ Annual reports of meat packers filed with the Packers and Stockyards
Admlnlstration U. S. Department of Agrlculture.
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sectors, Cattle énd calf slaughter--with the féur—firm level at less than'
one-fourth and tﬁe eight-firm level at around ‘one-third--are relatively
unconcentrated. = Hog slaughter was bordérline at the "low-grade" oligopoly -
level. ' But shéep 81aughter was moderately concentrated with the four
1argest firms above the 50 percent level |

In the meat packlng 1ndustry at the national level, competltive rlvalry
is intense——resulting in what may be termed "workable or‘effective compe-
,titipn." Market power of major packers is held quite effe;tively in check
by éase of entry by horizontal competitors dealingvin ?public franchise"
' commodities,bsuchvés‘USDA Choiée beef and lamb, and by,éhe mass purchasing
power’bf'the retail food chains. Profit‘margins in meat packing are ﬁot

5/

evidenke of excessive market power, as a general rule.

4/ ‘Joe S. Bain,klndustfial Organization, John Wiley & Sons, Inc., 1959,
‘ pp. 124-133. Bain classifies ollgopolles accordlng to. the following
concentration ratios.

Concentration ratios

- Industry concentration type v 4=-firms 8-firms
'I. Very highly concentrated oligopolies. S75 e 190
II. Highly concentrated oligopolies _ 65 -85
III.. Moderately concentrated oligopolies 50 75
IV. "Low-grade' oligopolies 35 ... 45
V.  Unconcentrated industries o Less than Less' than
’ : 35 45

2/ National Commiséion dn Food Marketing, Organization and Competition
in the Livestock and Meat Industry, June 1966, pp. 59-69. '
. . . )




State and Regional Concentration—-
Oligopsony/Oligopoly

Natiohal éoﬁéenfratioh ratios do not réflect the markét pbwér>of
the paékers in the procurémenf market for Slaughter livestock from live;
stock producers. “Nor do such data necessarily reflect the market
poéitions of ranking meat packers‘as sellers of meat pfod#cfs in relevant
local or regional markets. |

The wholesalé market for fed beef carcasses is a national markef. Beef
carcasses are'federally gfaded and sold by déscription ovér the wire. The
Denver érga tends to be a "divide" with carcasses moving both eastward and
westwafd frdméthat'afea.' Wholesale prices on the East and West Coasts do
not’differ by more than transportation costs. The wholesale market for
fresh and frozen pork is a national market with carload movement both
eastwérd‘and wesﬁWérd from Omaha plants and’othérs in thé'Missouri River area.

 Processed meats’are privately branded énd advertisedf Here;-the

relevant markets‘for'some products may be as small as a single metropolitan
_area. For other pfoducts, markets may be regional, or even national in scope.

Thebrelevant ma;ket for slaughter livestock is generally much mére
localize&‘than fp?'meat‘ The market for liveétcck is quite circumscribed
inasmuch_aS'most'slaugﬁter livestock is sold out.of'firSt»hands by the
producer to a packer or othervbuyer located withiﬁASO or 100 miles.
Shipping‘live animals out of the local market afea in search of»highgr
pricés is cpstly becausevof the trucking costs involved, és wéll as shriﬁk,
and injury gnd.bruises_iosses.‘ Effective market areas‘fof live animals

tend to be sméllér than most single states.



' fableslz and:ﬁishou concentration data in 1lvestock slaughter,,by
species, at the fourefirm‘level—-by state and region for’the‘year 1970;

'The tables also show the percentages of  the U.,S total slaughter accounted |
for bf state or reglon and the number of major slaughter plantdoutlets in
" the state or region ‘

" Major slaughter,plant outlets for individual species’for purposég»of"
this analysis haVe,nlnimum,annual slaughter nurchases of.Z0,000 head of
steers‘and heifers;L53000'cows and bulls, 20,000vcattle;>16,000 Calves,

. 100;000 hogs, or~160;000lsheep and lambs. In 1970'numbers of maj;; and
rminor slaughter'plantsbreporting to the Packers and_Stock§ards

Administration were:

- No. of slaughter plant outlets

Major Minor ' . Total
cattle | 35 769 1,114
Calves - : v 79 437 . 516
" Hogs™ : ‘ ©135 584 - 719

Sheep & lambs 3 o251+ 282

This analysislemphasizes'najor slaughter'plant‘outlets beCause they
accountdfor the’bulk of liuestock s1aughter-and’becausebthey are the dominant
influence in the nurchase of livestock. In 1970 major plants accounted
for 92 7 percent of the cattle, 92.4 percent of the calves, 94 1 percent
of the hogs, and 91 6 percent of the sheep and lambs (based upon slaughter
purchases reported to P&SA). | v 7

The meat packlng industry tends to be highly ollgopsonistlc (oligopollstlc)
at,the’state_level——much more so than it is natlonally. Four ranklng‘flrms

account for 65 percent or more of slaughter for different species at the
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~state level in mbStlof the cases presented in tables 2 and 3. Of thébconf
Centratioh ratiostshown fpr the 40 individual states;.only in 12 cases did
:the four-firm ratid}drop'ﬁeidw 65 peréent in stéers and»héifers, 11 states
for cows and bullg, 2@ stateé'férvall3cattle, 5 states'for calvés, Q states
fof hogs, and'sﬁeep and lambs —bno stateé; These 1e§els of coﬂcen;ratibﬁ
deséribevhighlyioligopSOnistic ﬁarketévin most étates..v‘ |

Of the ten mgst.iﬁportant livestock producing staﬁeé in the North
Central region (those other than Michigan and North Dakota), twé had four-
firm ratibé for.fedvcattlevover 75 percent - four more héd 6v¢r 65.percent,.
:Seven states hadvfpﬁr—firﬁ ratios for.hogs over 75 percent - one additiohal
state had a ratibybf 71 percent. / | |

Regionalbféur;firm concentration ratios were alsé gﬁfficiept;for moderate
oligopsony in ﬁénj speéiés - region cémbinations; of éhé'ﬁine regions, the
fbllowing numbers'had four-firﬁ ratios of 50 pefqent Orvﬁore in l970:>thre¢
for steers and héiférs, sixvfor calves, six for hogs, énd‘nine for sheep
(tables 2 and 3);‘ These,rafios are in the moderatively ¢oncentra£¢ds
oligopsony rangé;-‘ |

| ‘State and ?egiﬁnal'market definitions used in this stﬁdyvare'onlyxone -

of many,possible sets..'However, we believe these markét'definitions are
fepresentative of iéléﬁant actual state and régionai sized market areas.
.The-high’levels»6f con§entrétion at the state and regional levels in th¢ 
meat packing iﬂaﬁstry limit the number of livestock slaughtef outlets avéil—'
able to individﬁ51 producers located in any particﬁlér‘été;ebor_regipn.

Evgn produéerélloéated’iﬁ éome of the 1eading sléughtér states have
‘relatively few méjdfvslaughter plant outlets availablerto them in their
own‘stéte.' This»iéiparticularly true of the minor siaughter species of

calves and shéepfand_lambs.



Table 2 Distribution of U.S. livestock slaughter by state and - ' 10
- region, number of major slaughter plant outlets and ’
percent of slaughter by the four ranking firms in
state, region, and U.S., by species, 1970

Cows and bulls : . Cattle
Percent & No. of : Percent :. Percent '® No. of ® Percent

Steers. and heifers
Percent .: MNo. of ! Percent

STATE AND KRNGION

ot ea se oo e o

of U.S. : major : by four of U.S. ¢ major : by four 7 of U.S. : major : by four
t'plants ¢ firms ¢ plants ¢ firms = @ © ¢ plants ! -firms
NEW ENGLAND (0.1) - 71.4 2.0 5 81.6 0.4 4 79.5
New York 0.4 2 84.6 3.0 12 vy 1.0 4 42.3%
New Jersey 1.0° 3 100.0 0.7 2 100.0 0.9 3 99.3
Pennsylvania 1.5 4 75.8 3.8 = 14 41.0 2.0 6 57.6
Del. & Md. © 0.2 = 66,7 0.4 3 92.0 0.2 0 76.1
MID ATLANTIC 3.1 2 56.2 7.9 31 25.5 4.1 13 42.8
Virginia 0.4 2 88.0 0.7 4 80.0 0.4 ‘3 84,2
W. Virginia 0.1 b 86.7 0.1 - 80.0 - 0.1 0 76.9
N. Carolina 0.2 1 89.1 1.0 4 58.9 0.4 2 70.4
S. Carolina 0.1 - 90.0 0.2 1 93.3 0.1 1 82.9
Georgla 0.5 1 53.0 2.4 7 68.0 0.9 6 48.6
Florida 0.6 b 62.3 2.6 6 81.4 - 1.0 9 53.6
S. ATLANTIC 1.9 8 40,1 7.0 22 37.8 2.9 21 29.5
Kentucky 0.5 3 89.0 1.4 4 85.4 0.7 5 72.1
Alabama 0.5 2 94,0 0.8 6 80.4 ©.0.6 3 86.1
Tennessee 1.4 6 73.4 3.2 11 53.8 o147 9 55.5
Mississippl 0.5 . _3 88.1 3.1 88.8 1.0 6 79.8
S. EAST 2.“9 14 50.5 . 8.5 28 38.6 4.0 23 -38.9
Michigan 1.5 .6 47.5 2.6 6 70.7 1.7 7 44.9
Ohio 2.9 . 10 42.8 2.6 11 41.1 2.9 14 . 36.7
Indiana 1.6 7 66.3 1.0 .3 67.7 1.5 ¢ 7 64.4
Wisconsin 1.8 5 85.6 7.6 - 10 63.9 2.9 10 63.6
Illinots 4.0 9 58.1 1.3 5 89.2 3.4° 10 55.1
"E.N. CENTRAL 11.8 37 27.0 15.1 35 32.1: 12.4 48 22.6
Minnesota 4.4 9 71.5 6.6 9 83.3 4.9 11 59.2
N. Dakota 0.5 1 100.0* 0.8 ©2 100.0 0.5 2 100.0
S. Dakota . 2,0 4 93.5 1.7 6 . 93.3 1.9 7 88.8
Iowa 13.9 20 ©47.1 5.5 10 77.4 12.3° 21 45,2
Missouri 5.5 10 65.9 2.5 7 71.8 4.9 . 11 62.9
Kansas 5.6 14 69.5 3.0 -8 75.8 5.1 18 67.2
Nebraska . . 15.1 27 49.2 4.9 13 76.4 13.1 _31 46.3
W.N. CENTRAL ° 47.0 . .85 38.1 25.0 55 28.7 42.7 . 101 35.3
Arkansas 0.3 1 77.6 1.4 3 77.4 0.5 2 66.0
Louisiana 0.2 - 70.0 0.9 4 69.1 0.3 - 57.4
Oklahoma 1.7 3 72.6 2.3 6 58.0 1.9 5 63.8
Texas 1.5 26 39.1 13.3 28 40.9 8.6 36 32.4
S. CENTRAL 9.7 - 30 42.3 17.9 41 34.4 11.3 43 33.5
Montana 0.4 1 91.1 1.1 2 98.5 0.5 2 94.0
Wyoming 0.1 - 100.0% (0.1) - 100.0% {0.1) - 100.0%
Colorado 1.4 9 63.9 1.4 6: “70.1 6.3 11 61.4
New Mexico ‘1.0 3 96.7 1.3 4 97.3 141 4 96.8
Idaho 1.0° 3 69.5 1.8 5 80.9 1.2 - 7 65.7
Utah 0.6 "2 70.9 1.2 2 88.4 0.7 3 74.5
Arizona 1.7 5 84.8 0.4 1 58.3 1,4 5 82.9
Nevada ‘0.1 1 100.0* - fnd - 0.1 1 100.0%
MOUNTAIN 12:3 24 45.3 7.2 20 38.4 11.3 33 41.1
Washington 1.6 7 61.3 1.5 6 48.4 “1.6 8 56.5
Oregon 0.8 4 60.3 1.2 4 73.0 0.9 5 61.0
California : 8.9 39 19.0 6.7 23 37.9 8.4 46 16.7
WEST COAST 11.3 50 17.1 9.4 33 27.0 10.9 59 15.6
Alaska
Hawaii
FAR WEST
-UNITED STATES 100.0. 257 26.1 100.0 270 14.7 100.0 345 23.2

% Less than &4 firms included in percentage. . (0.1) denotes value less than 0.05 percent.

NOTE: Percentages based upon livestuck purchases for slaughter, by state where slaughtered, excluding f{irms
reporting less than 500 head of species. Slaughter plants were considered major outlets if minimum purchases
for slaughter were 20,000 cattle, 10,000 calves, 100,000 hogs, or 100,000 sheep and lambs. ’

Source: Annual reporr;sAof meat packers (P&SA-125) filed with the Packers and Scodcyards Administration, USDA,



Distribution -of U.S. livestock slaughter by state and

100.0

Table 3 1%
.region, number of major slaughter plant.outlets and )
percent of slaughter by the four ranking firms in
state, reglon, and U.S., by species, 1970

STATE AND REGION : “ Calves : Hogs - N Sheep & lambs
. ¢ Percent : No. of : Percent " :. Percent : No. of : Percent : Parcent : No. of : Percent
: of U.S. : major : by four of U.S. : major : by four :. of 1,S. : major : by four
: plants : firms : . : plants : firms H : plants : firms
NEW _ENGLAND 4.4 5 84.5" 0.1 - 100.0 0.1 - 100.0

New York 18.8 . 15 60.1 1.2 3 99.4 0.6 - 100.0
New Jersey 8.9 6 88.3 0.4 1 100.0* . 7.5 2 100.0
Pennsylvania 9.0 6 62.9 4.5 6 77.9 1.1 - 74.0
Del. & Md. 0.6 = 100.0 0.6 _1 97.5 0.4 == 100.0

MID ATLANTIC " 37.3 27 40.0 6.7 11 59.9 9.6 . 2 80.5
Virginia ‘3.5 2 99.3 3.6 7 82.5° (0.1) - -

W. Virginia (0.1) - 100.0% 0.1 - 96.4 (0.1) - 100.0%
N. Carolina 0.2 - 100.0% 2.2 4 82.4 (0.1) - 100.0% -
S. Carolina 3.2 1 100.0* 0.3 1 82,1 - - -
Georgla 0.4 1 100.0 2.0 3 66.3 - - -
Florida 4.6 b 100.0 0.7 1 83.3 - - -

S. ATLANTIC [ 11.9 .8 85.2- 8.9 16 42.9 (0.1) - 100.0*

Kentucky 0.1 - 100.0 2.0 3 97.5 1.8 1 100,0%
Alabama 0.5 1 100.0%* 1.1 3 70.5 - - -
Tennessee 2.7 2 . 100.0 3.5 8 62.5 0.2 - 100.0%*
Mississippi L3 .2 _9%.1 - L3 3 90.1 === =

S. EAST 4.6 5 88.8., 7.9 17 45.7 2.0 1 100.0%
Michigan 3.1 4 100.0 3.1 4 87.2 3.6 2 100.0
Ohlo 1.2 - 45,2 4.2 10 49.8 0.5 - 78.0
Indiana 1.0 - 1 100.0 4.7 6 83.8 0.1 - 92.3
Wisconsin 7.8 4 97.4 3.8 4 97.5 0.1 - 100.0%*
-I1llinois 4.6 _3 100.0 6.7 10 71.1 6.9 2 99.5

" E.N. GCENTRAL 17.7 12 55.6 - 22.5 34 38.7 11.2 4 83.9
Minnesota 3.4 2 98.5 6.6 4 98.4 4.2 2 100.0%
N. Dakota - - C - (0.1) - 100.0% - - -
S. Dakota - - - 3.1 4 100.0 2.8 1 100.0*

“Iowa. . 5.4 1 100.0%. 26.9 22 45.6 4.8 2 100.0*

- . Missouri.' : 0.4 1 100.0* 2.8 3, 93.7 2.6 1 100.0

Kansas ' - - - 2.3 3 94.1 Kol - -

. Nebraska 2 0.2 el © 100.0%* 3.1 -3 99.5 9.3 3 100.0*

W.N. CENTRAL 9.4 4 95.1" 44.9 39 54.0 23.7 9 81.9,
Arkansas 0.1 - 100.0%* 0.4 1 73.5 - - -
Louisiana" 2.8 4 74.8 0.2 1 90.6 (0.1) - -
Oklahoma 0.5 - 89.5 -1.1 1 - 83.6 (0.1) -~ -
Texas 6.6 9 52.9 2.3 _6 65.9 13.2 3 97.3

S. CENTRAL 10.0° 13 36.8° 4. 9 54.0 13.2 3 97.3
Montana - -— - 0.4 1 98.3 - - -
Wyoming - - ~ (0.1) - 100.0% - - -

- Colorado - - - ‘1.1 2 97.3 12.0 3 99.8 -
New Mexico - - - 0.1 - 95.7 0.5 - 100.0*
Idaho - - - -_ 0.1 - 64.3 0.1 - 66.7
Utah . 0.1, -— 100.0% 0.1 - 97.1 7.8 2 98.8
Arizona " 0.1 - 100.0% 0.2 1 100.0% - - -

_Nevada. B - - == - -= - - ==
'~ MOUNTAIN 0.2 - 100.0%. © 2.0 4 78.6 20.4 5 89.6
Washington 1 0.2 -— 100.0 0.9 3 88.2 1.9 1 100.0*

_ Oregon 0.3 - 91.7 0.2 - 79.3 1.3 - 100.0
California 4.0 5 44.4 1.9 2 99.9 16.5 _6 _12.7

WEST COAST 4.5 5 40.0 3.0 5 83.1 19.7 7 66.1
Alaska
Hawaii

FAR 'WEST :

UNITED STATES 79 24.7 100.0 135 33,4 100.0 31 59,4

* Less than 4 firms included in percentage. (0.1) denotes value less than 0.05 percent.
NOTE: Percentages based upon livestock purchases for slaughter, by state where slaughtered, excluding firms
5laughter plants were considered major outlets if minimum purchases
for slaughter were 20,000 cattle, 10,000 calves, 100,000 hogs, or 100,000 sheep -and lambs. o
Qouree: Annual reports of meat packers (P&SA-125) filed with the Packers and Stockyards Administration, USDA.

reporting less than 500 head of specics.

pel
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For example,:éVen a major 1ivestock ﬁroducing state éuch as Mihneéoté
has only eleven ﬁajqﬁyslaughter.plénts buying cattle, two buying calvés;‘
four buying hogs, and two buying sheep and lambs (tables 2 aﬁd 3). Indiana
has only seven méjorvcattle‘slaughter plants, oné plant for calves, six_
plants for hogs; éna none for sheep and lambs. ' Many other ekaﬁples of |
rela;ively few opflets could be cited in reiation to the high levels of‘
concentration in_the’meat packing industry with emphasis uﬁon livestock
slaughter procurémént‘by meat packers;

The significéﬁpé of concentfation in livestock éoncentration may also
be growing due to ipcreasing geographic disperéion amOng plants. The old
Chicago stockyards of the 1920's had a primary trade térripory encompassing
substantial portions of several states. A sﬁecialized beef;slaughtér plant
in Iowa may have a primary procurement area with a radius of 50 to 75 miles.
Rationai decision'ﬁaking on plant iocation calls for‘construction of ﬁew
planté'away fromueétéblished plants and closer to 1iveStock production
areas. This has béen»the'generél pétterniéf,décentralizatidn for more:

than 20 years.
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Concentration at State and Regiohal‘
Levels Affects Prices Paid

According fd received economic theory it is axiomatic that the
behavior of leading individual firms or groups'of firms can- influence
prices in oligOpbliétic (oligopsohistic) markets. Whereas the theory
seemé quite clear on the subject, and economists seem to agree on the
theory of competition in concentrated markets, relatively‘few.studies
show that prices.are.éctually and systematically affecteg in the real
world in concentrated markets. (without invoking the wofkvof Nicholls
decades ago).

It is commonly observed in the livestock industry'that prices in
individual marketé,can vary measurably from their '"normal" relationsﬂip
with prices elseWﬁeré. This happens even though market prices are widely ‘
reported and markeﬁbparticipantglare "free" to make correétive actions; |
Such deviations from equilibrium price relationships can be due to the

normal supply andvdemaﬁd forces in a highly competitive atomistic market.

4
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_However, they also;ﬁéy be due to the actions of oligopsonistic buyers (or,
-possibly less often, oligoptlistic sellers).

For example; a study of hog pricing at a major terminal public market
by Love ahd Shuffett demonstrated that a local market price can be depressed
relative to other markets for considerable periods of time by as much as
$.25'per hundredweigﬁt.6/ This study showed that the market price for
200-220 pound_mixed_U. S. grade 1, 2, and 3 hogs at thé Louisville market
declined about $,25tper hundredweight compared to other markets as one of

SR differentials:
the two large buyers left the market. Price: /for the 69 wgeks before the
structural changé in:the concentrated matket were compared with prices for
the 87 wéeks after.,iThese results indicate that there Wasva significant
degree of market‘isqlation and immobility in market suppliés so th;t price
relationships wére:éignificantly affected for an extended period of time.

Another study of livestock pticing ét'major terminal public markets
indicated that the market activities of individual flrms can signif1c§ntly
affect prices paid farmers for fed slaughter cattle under oligopsony Z
In this case, the four primary buyers actounted forvmote than three-fourths
of the market. The‘analysis indicated that cattle feeding activities of
one tf the fourvpéckers buying at the market had significant depressive
effects upon weekly average prices compared to other termiﬁals. Price

depressive effects from increasing packer-fed shipments (which substitute

for market purchases, thus tending to reduce current demand) were within a

&/ Love, Harold ‘G., and Milton Shuffett, "Short-Run Price Effects of a
Structural Change in a Terminal Market for Hogs,' Journal of Farm
Economics, August 1965, pp. 803-812.

%/ Aspelin, Arnold L., and Gerald Engelman,, "Packer Feeding of Cattle: Its
Volume and Signlficance," Marketing Research Report 776 U. S. Dept.
of Agriculture, November 1966.
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range of 25-50 cents per hundredweight on Choice steers {1.0 to 2.0 percent).
The study indicatedrhighly significant price effects at the particular
market on the baais of one—Week, two-week, and four-week data.during a
several year periodegiving due consideration to the'problems of inter-
correlation among independent variables and serial correlation in residuals,

which often complicate time series analysis.
Recent Antimerger Cases Emphasize Local Markets

In a recent merger, the acquisition of Blue Ribboaneef Packing, Inc.,
by Iowa Beef Packere; Inc., in 1969 was successfully challenged by the |
Antitrust Diyision;of the Department of Justice under Section 7 of the
Clayton Act(ﬁl Blue Ribbon was a previously independent cattle slaughterer
with two plants injnorthern Iowa. The Department of Justice alleged that

“the merger would have significant anticompetitive effecte on relevant local,
state, and regionalrmarkets for fed beef animals. The case was settled
February 18, 1970;:b§ consent order, whereby IBP agreed tovdivest itself
of Blue Ribbon plante and not to engage in a merger involving a cattle
slaughtering plant'in a four-state area for ten years. 'Tnis case serves to
point out the economic importance of concentration and its effects in compe-
tition on local and ;egional markets in the meat packing industry.

This particular merger case is instructive in demonstrating the increased
market concentration-as one moves from the national market'to the local trade

territory where competition in livestock procurement,actually takes place.

At the national level the merged firms accounted for only 8 percent of the fed

8/ U. S. vs. Iowa Beef Packers, Inc., and Blue Ribbon Beef Pkg., Inc.,
Civil Case No. 69-C-3008-W. See Engelman affidavit. - For a more extended
discussion of this case, see Schneidau, Robert E., and Lawrence A.
Duewar, Symposium: Vertical Coordination in the Pork Industry, Avi
Publishing Company, Inc., Westport, Connecticut, 1972, pp. 248-251.
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beef market. The resulting firm accounted for 17 percent of fed cattle
purchased in the'fqﬁfQState area, Iowa, Minnesota, Nebraska, and South
Dakota, 21 percent'of‘the fed cattle purcﬁased in the State of Iowa, and
32 percent of thésébpurchased in a ten-county érea of Iowa which was tﬁe
primary trade terfitory of -one of the acquired plants. The Government
argued that the mefger of IBP and Blue Ribbon would afféct both aétual and
potential competition for fed slaughter cattle in tﬁe 1o¢al procurement '
market. | | |

This case illustrates the extenéing reach of antimerger law since the
1950 Celler—Keféuver»Amendment to the Clayton Act extended the "lessening
of competition" teét for illegal mergers to ﬁany line of‘coﬁmerce in any

section of the country."

In the Philadelphia National Bank case (U. S. vs..Philadelphia Nat'l.
Bank, 37 U. S. 321, 357 (1964)), the Supreme Court held that a four-county
metropolitan area in‘which the merging banks were located wés the relevant
geographical markgt.> (Id., 374 U. S. at 335, 359). 1In this case the Court
rejected the defénée‘argument for a market consisting of the nottheastern
United States. Also rejected was the argument that the‘acq;isition was
made in order to'comﬁete more effectively. against outside New York firms
in supplying créd;t in the‘Philadelphia area.. Nor was the-national market
for credit, the OBViops national influence of Federal Reserve %ediscount
rates on local finaﬁce markets, a deciding factor in tﬁé case. In this
decision the Cburt held that a merger of two firms whichipfoduces a combined
market share of 36 §eréent is presumptively illegal (aflpp.v363, 364).

In two later decisions involving horizontal mergers, tﬁe Supreme

Court struck down (1) a merger which produced a firm with a 23.9 percent

~
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market share of fhe;beer sold in Wisconsin (U. S. vs. Pabst Brewing Co;,

384 U. S. 546, 551'(1966)) and (2) a merger of two grocery chains which'

produced a market_éhare of 7.5 percent in the Los Angeles metropolitan

area (U. S. vs.:Voﬁ's Grocery Co., 384 U. S. 270, 275 (1966)).

The unique aspect of the IBP case was the first aﬁpiiéation of the
extended.reach oflaﬁtimerger law to an important area‘of agricultural
procurement. ther;Jusfige Department écfion’against»hbrizontal mergers
haa ail been dirééted toward areas of product.or service distribution.

Recent_antiméréér-history is significant for thebprocurement‘of
agricﬁltural_commpdifies bécause of i;s focus on local,markets.b Antimerger
actions may bé imp§£tant as a restraint against tendencies fo\further
concentratebaﬁ industry. But they have little effectvoﬁ;déminant‘buying
positions of preseht firms in'manj livestock procureﬁént»afeaé. ’Antimerger
law may bg,usefuifto‘save competition, but not tovimptOVebit.

Mofe Sophistlcated Pricing Enlarges MarketbArea
and Increases Competition :

How can cqmpé;itiop in the procurement of livesfoéklﬁé impro&ed without
chénging the strﬁéfﬁre of the meat packing iﬁduétry? Tﬁevanéwer‘muétviie
in improvementé5£ﬁ'the pricing’system which effectiVely‘éplarge the market
area. |

Insights intd possibilities for improving livesto¢k pricing are pro-
vided by some dftthé swine marketing procedures in Caﬁada,: The Canadian
livestock industi&?is approximately one-tenth the sizeiof‘that of this
count?y. Relativé fo its sizé, however, it is_geograﬁﬁicaily disbersed much
moré widely thanAqﬁfs. It extends from tﬁe maritime préVinces East of Maine

to the westernmostﬁp:airie province, Alberta, which lies North of the
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western half of Montama. With such wide industry dispersion and sparse
liveétock produétipn, the problem of concentration in loéal procurement
markets was morg_écute in many areas than in this country.

During the’lasﬁ ten years, most of the Canaaian provinces, the
Maritimes, Ontario, Manitobé, and AlberFa, have instituted teletype systems
which néw sell ébout three-fourths of the hogs in Canada.'.Under this
system the simultaﬁeéus presence of buyér, seller, and hogé being sold, is
not required sihée selling is by wire on a base weight and grade of
carcass. Other Qeights and grades are priced at a previously agreed-to system
of premiums and discounts.

: _'Sellers list the number of hogs and location. The.selling agency for
the province reléys'this to all packers in the province and in some cases
to others. Prices are started a little higher than the e#pected sale and
decline at 5—cen£v;nterva1s until sbme packer buyer, sitting ét a machine
in his own headquarters, stops the movement by preséing his bidding key
indicating his acceptance of the lot at that price.  Details ofjthe trans-
action are confirmed and the sale is‘consummated. The buying packer then
arranges with the seller to take delivery of the consignmeﬁt.

’ Imprévements in the level of competition under teletype pricing stém
from these different sources: (1) the enlarged market areé and improved
buyer access té’available supplies, (2) buyer anonymity during trading,
and (3) organized producer control of the terms of trading.

In Canada each farmer's hogs are displayed before,evéry packer in the
province and also o?hers, many more than was possible befofe teletype
pricing. Any packer, large or small, can get enough hogs‘to satisfy his

kill schedule if he is willing to pay the price. A small packer can get
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hogs from anywhere‘in the province without stationing buyers in every
community. A small packer buying 5 percent of the market‘ﬁas ne more
difficulty getting his necessary supplies than the large pecker getting
50 percent.’ Hog—fot—hog, in teletyﬁe pricing the small paeker Has the saﬁe
influence on the»price making process as the large buyer.

The identityiof the buyer of a particular lot only Becdmes known‘when
he arranges with the seller for the delivery of the livestock. " Under tele-
type pricing the ﬁrading process becomes depersonalized.' fhis dilutes the
power of the domiﬁant firm to influence price, to ekercise ﬁarket retaliation
against weak firms;:or to discipline other buyers who "encroach" in his
competitive a;ea; "With buyer anonyﬁity it would be difficult for perties
with tacit understandings as to price, market shares, or allocation of trade
territories to police such arrangements.

Organized pfoducer control of selling in Canada has enabled the use of
available Federal gfede standards. The selling ageney negotiates schedules
of premiums and_discdunts between adjacent grades to reflect‘value differences
in the wholesale merket. In the United States both qualify grades- and
yield grades (related to quantity of saleable retail meats)‘are available
for fed cattle and'laﬁbs. Except for beef quality grades, however, they are
little used in live animal trading. Quantitative yield‘graees for hogs
have been available for about 20 years and are used to‘éome degree in live
animal trading. But their effectiveness is clouded because‘present use is
limited to priVaﬁelgfade standards of individual packers which all differ
from each other.

Under such a éystem, a maximum of competition could Be combined with

a maximum of incentive pricing to producers. Efforts to measure the pricing
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advantage attributed to the competitive aspects 6f teletype pricing of hogs
in Manitoba have differed. One analysis reports a priceﬂimprovement of
$0.506 per iOO pounds carcass weight%/another $1.55 per 100 pounds%gj
Product improvement potentials of pricing incentivés can be illustrated
by the value differences be;ween adjacent beef yield grades at the retail
level--$4.00 per 100 pounds of carcass, $25.00 per carcass, equivalent to
a half billion ddllars for 20 million steers and heifers. These value
differences are 1érgely ignored in present fed cattle trading. An improve-
ment of one yield grade in the average consist would provide 6.3 percent
more beef in the retail market.ll/
This more séphisticated electronic method of pricing 1ivéstock is

possible. The technology is here. Additional statutory authority would

be required and new selling institutions would have to be established.

9/ Lug_Wen~Fong,‘Effect on Regional Price Levels of Selling Hogs by
by Teletzge,’a»Masters' thesis at the University of Alberta, September
1958, pp. 75-86. ’

10/ Manitoba Depértment‘of Agriculture, "Hog Marketing by Teletype,"
Publication No. 471, October 1958, pp. 26-33. This was developed from
a Masters' thesis at the University of Wiscomsin by J. C. Lowe.

11/ A single national teletype system has been hypothesized in "An Economic
Evaluation of Alternative Marketing Methods for Fed Cattle," by
Ralph D. Johnson, SB 520, University of Nebraska, June 1972. -



