
Basic Questions 
on Food Prices 
with Gene D. Sullivan 

Q 
What happened to food 
prices last year? 

In the first half of the year, food 
prices were jumping at a 12- to 
15-percent annual rate. That pri-

marily reflected the rapid run-up in meat 

prices that accompanied a reduction in 
beef output. By midyear, however, other 
meats had become more plentiful and 
food price increases were held below 7 
percent during the second half of 1979. 
For the year as a whole, the rate aver-
aged 10.7 percent. 

How does our current diet 
translate into actual 
dollars spent? 

A
Meats, poultry, and fish account 
for the major portion of food 

jexpenditures, and that portion 
las increased in recent years. Soft drinks 

and prepared desserts showed the 
sharpest increase. Eggs, fats, and sugars 
declined the most in percent of actual 
expenditures, possibly reflecting con-
sumer concern about the healthfulness 
of these products. 

P e r c e n t of T o t a l 
F o o d E x p e n d i t u r e s 

1 9 6 5 1 9 7 7 

Meat, pou l t ry , and f ish 32.7 34.3 
Dai ry p roduc t s 12.6 12.3 
Vegetab les 12.2 11.9 
Gra in p roduc t s 12.3 11.9 
Frui ts 7.4 7.7 
Eggs, dry legumes, and nuts 5.2 4.3 
Soft dr inks, punches , desserts 3.1 3.8 
A l c o h o l i c beverages 3.7 3.7 
Fats and oi ls 3.5 2.9 
Sugar , syrup, je l ly , and candy 3.1 2.6 
Other f oods 4.1 4.6 

100.0 100.0 
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After a 10.7 percent increase in 1979, food prices will probably rise more slowly this year. Beef 

prices may continue to climb, with the breeding stock still in the rebuilding process. Supplies 

of most foods should be plentiful, but escalating marketing costs (especially energy costs) will 

likely prevent an actual downturn in retail prices. 

Are there any signs that our diet is changing 
and if so, how is the food industry adjusting? 

In general, we have been eat-
ing fewer sweets, fats, starches, 
and eggs and more fruits, green 

eafy vegetables, meats, nuts, and bev-
erages. 

At the same time, consumers have 
included more ready-prepared and fast 
food items in their diet. Most observers 
associate this trend with smaller families 
and more working housewives who have 
less time for preparing traditional home-
cooked meals. 

The food industry has responded to this 
change by including more processing, 
packaging, and convenience in items 
sold at grocery stores. Fast food estab-
lishments, of course, have proliferated. 
Since fast food restaurants generally 
specialize in less expensive types of meat 
(hamburger, chicken, pork), the con-
sumption of higher priced meat (steak, 
lamb) has declined. In fact, we may be 
in the midst of a more permanent shift 
in demand from steak to poultry, pork, 
and lower priced beef. 

F o o d C o n s u m p t i o n 
P e r P e r s o n 
(in Percent) 

1 9 6 5 1 9 7 7 

A. Dairy p roduc t s 30.1 28.3 

B. Vegetab les 18.4 18.2 

C Meat , pou l t r y , and f ish 15.8 17.0 

D. Fruits 12.8 14.1 

E. Gra in p roduc ts 9.1 7.7 

F. A l coho l i c beverages 2.3 3.4 

G. Eggs, dry legumes, 
and nuts 3.8 3.2 

H. Sugars , syrup, 
je l ly , and candy 3.9 3.0 

I. Fats and oi ls 2.9 2.5 

J. Sof t d r inks , punches , 
and desserts 0.9 1.2 

100.0 100.0 
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How much of what we pay 
for food goes for the 
raw product? 

F a r m V a l u e a s a P e r c e n t 
of R e t a i l F o o d P r i c e , 1 9 7 8 

A
The supply of raw products 
influences food prices most in 
cases where marketing charges 

are relatively low, as in eggs, meats, and 
dairy products. So even though con-
sumers spend only one-fourth as much 
on eggs as on vegetables in the average 
weekly food budget,an increase in egg 
prices would have nearly as much im-
pact on food prices as a comparable 
increase in vegetable prices because of 
the larger share of the farm value in the 
retail price for eggs. 

For the same reason, an increase in 
wheat prices has far less direct impact 
on retail food prices than a comparable 
rise in meat prices. Grain products, of 
course, also make up a much smaller 
proportion of the total expenditures on 
food. Grain supplies, however, exert 
their greatest influence indirectly through 
their impact on supplies of meats and 

Eggs 

Meat p roduc t s 

Da i ry p roduc ts 

Fats and oi ls 

Frui ts and vegetab les 

Bak ing and 
cereal p r o d u c t s 

Ave rage for marke t 
basket of fa rm foods 

livestock products. A shortage of grains 
can make feed costs so expensive that 
livestock production is reduced, thereby 
indirectly affecting a component of the 
diet that accounts for nearly half of the 
total food expenditure. The chart shows 
the proportion of the "farm value" (raw 
product price) in the retail price for 
various foods. 

QWhat makes up 
the "marketing 
spread" (the dif-

ference between the farm 
value and the retail price 
of food), and how does it 
compare with farm product 
prices in contributing to 
total food price inflation? 

A Basically, marketing spread con-
sists of processing, packaging, 

- - shipping, and various merchan-
dising expenses. The largest component 
in these expenses is labor cost. Market-
ing spread, on average, accounts for 60 
percent of total food expenditures. These 
costs range from as much as 80 percent 
for cereals and bakery products to as 
low as 35 percent for eggs. Since it com-
prises such a large portion of the total, 
marketing spread clearly is the major 
factor in determining food prices. The 
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Q
lf the price of the raw 
product depends largely 
on supply, what factors 

influence how much farmers produce? 

A
Weather variations are a major 
factor, but they are largely un-

I predictable and outside the 
control of farmers. But farmers can in-
f luence the amount of land they plant 
for crops and the numbers of livestock 
available for meat product ion, and they 
regularly do so in response to their o w n 
assessments of potential for profit. For 
crop producers, these decisions are made 
once for the whole year, in most cases, 
and cannot be quickly adjusted, even 
though prospects may change markedly 
dur ing a product ion cycle. If the price 
of corn drops sharply after the crop is 
planted, for example, farmers are l imited 
in the adjustments they can make to 

change that particular crop. Similarly, if 
prices rise abruptly, farmers must wait 
until next year to increase their produc-
tion by planting more acres. 

January surveys showed that farmers, 
inf luenced by higher prices at year-end 
planned to make the fol lowing changes 
in 1980 plantings (compared to 1979): 

Bar ley +11% 
Wheat +10% 
S o r g h u m + 5% 
C o r n + 4% 
Rice - 1% 
Sugar beets - 3% 
Oats - 5% 
Sun f l owers - 1 0 % 

After expanding 11 percent in 1979, 
planned acreage of soybeans, an impor-
tant source of l ivestock feed, is un-
changed, but total grain supplies will 
increase this year if farmers carry out 
their intentions. 

40 percent which consists of the farm 
value is, of course, heavily inf luenced by 
supply fluctuations. These fluctuations 
tend to deliver scattered, cyclical jolts 
to food prices, as in early 1978, for 
example, w h e n a severe freeze destroyed 
a large portion of the vegetable crop, 
and in 1974, when a major drought 
sharply reduced grain production. The 
marketing sector, on the other hand, 
produces more widespread, cont inuous 
changes that are keyed to costs of labor, 
energy, and inventory f inancing. 

• P rocess ing Total 
• Packag ing Va lue of . 

- 4 - Raw Farm — ,_ 
• S h i p p i n g T p r o d u c t — F o o d 

• Marke t i ng Price 

M a r k e t i n g S p r e a d : on average, accoun ts for 
60% of to ta l f ood expend i t u re 

Va lue of 
Raw Farm 
Produc t 
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The Soviet grain embargo was 
expected to substantially 
increase U.S. grain stocks and 

push prices downward, thus possibly 
discouraging production. Why, then, 
have grain prices remained relatively 
strong following the embargo? 

Although the embargo inter-
rupted the export of a large 
quantity of grain, brisk interna-

tional demand has supported grain prices. 

In spite of recent gains, the dollar's value 
during January and February remained 
below its year-earlier level against most 
of the currencies of important customers 
for U. S. grain. So in the world market, 
U. S. grain continued to be relatively 
cheap. Some international demand re-
flects rising income levels in developing 
countries, and some is undoubtedly 
attributable to overall uncertainty accom-
panying the current international tension. 
If this tension escalates in the future, it 
could threaten world access to grain 
supplies. 

Ql see that cattle 
production is be-
ginning to pick up, 

but pork and poultry are 
slowing down. Aren't they 
all equally dependent on 
grain prices? What factors 
cause the difference in pro-
duction rates? 

A
The year-end inventory of cat-
tle shows an increase in young 
beef breeding stock, but it will 

De another two years before the calf 
crop grows. That means that cattle pro-
duction will not increase in 1980, thereby 
keeping upward pressure on meat prices. 

Responding to this shortfall in beef 
supplies, pork and broiler producers have 
filled the void with all the product the 
market will take at price levels that re-
main profitable. But the rise in grain 
prices since mid-1979 will discourage 
further expansion of pork and poultry 
unless they also rise in price. Already 
broiler production has slowed from the 
12- to 15-percent growth in 1979 to a 
2- to 6-percent increase. 

Pork producers had planned to expand 
output further in 1980, but increased 
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Q
And what about livestock 
production? Is it just as 
inflexible as crop output? 

at nearly any stage of the production 
process. Options to expand output are 
much more limited, however, since actual 

Livestock producers have more expansion of animal numbers requires 
A options for reducing output on periods ranging from several months for 

short notice, since all forms of poultry up to five or six years in the case 
livestock have salvage value if slaughtered of cattle. 

A 

marketings of breeding stock suggest 
that recent hog prices as much as 30 
percent below year-ago levels are causing 
some producers to reconsider their 
intentions for expansion. Producers will 
be watching grain and pork prices care-
fully in the coming months to guide pork 
production levels during the rest of 1980. 

Increased grain prices generally affect 
pork and poultry more than cattle. Even 
though hogs and poultry are more effi-
cient grain users than cattle, cattle can 
consume forages that hogs and chickens 
cannot. Beef of somewhat lower quality 
can be produced without any grain at all. 
Thus, some beef can and will continue 
to be produced even if grain should be-
come too expensive to use for animal 
feed. 

Beef: 

Young breeding 
stock increasing, 
but another 2 
years before 
calf crop grows 
much 

Pork: 

30% price drop 
causes r e c o n -
sideration of 
increased 
marketing 

Broiler: 

Rate of increase 
has slowed 

Increased grain prices generally 
affect pork and poultry more than 
cattle. 
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Q
lf we finally have a recession, 
what will happen to food 
prices? How do they usually 

)ehave during contractions and 
expansions of the economy? 

Traditionally, recessions have 
caused consumers to conserve 
on food expenditures by shift-

ing to lower priced foods (from beef to 
potatoes and beans, for example, or at 
least to pork and chicken). Currently, 

however, pork and chicken consumption 
is already high as a result of the beef 
shortage. Also, the government assistance 
programs now available to the poor and 
unemployed effectively buffer the shifts 
that these groups were forced to make 
before these programs. If a person re-
ceives a fixed food stamp allotment each 
month, for instance, he need not curtail 
beef or meat consumption during a re-
cession. Hence, the swings in food con-
sumption are not nearly as erratic during 
recent business cycles as they have been 
in the past. 

Some early forecasts called for 
lower food prices in 1980. Why? 
Does this still seem likely? 

A
A lower rate of increase is most 
likely. At the outset of 1979, it 

_ was evident that beef produc- • 
tion would decline sharply as herd liqui-
dation ceased and as some young animals 
were withheld from markets for herd 
rebuilding. At that time, pork produc-
tion had not yet expanded much, and it 
was questionable if the poultry produc-
tion capability could be expanded fast 
enough to avert an overall meat shortage. 

A year later, the numbers of hogs and 
chickens have been expanded sufficiently 
to provide an ample supply for foresee-
able demand. Farmers harvested a 
bumper grain crop in 1979, and indica-
tions are that they will expand plantings 
of most grains in 1980. Supply prospects 
are considerably brighter than in 1979. 
If this situation continues, then, we can 
expect to see some lowering, at least in 

prices of raw food products. However, 
the rapid escalation in energy costs (a 
large component of the marketing 
spread) could prevent most of that down-
turn from reaching the retail level. 

The major unknown in this equation is 
the extent of increased food demand 

U n a n s w e r e d E q u a t i o n for 1 9 8 0 : 

In te rna t iona l _ F o ° d Pr ice G o o d Energy 
Supp l y Costs 

(but) ( rising) 

C o n d i t i o n s 

(uncertain) 

• s l o w d o w n ? 
• acce le ra t ion? 

that may result from unsettled interna-
tional conditions. As I mentioned ear-
lier, uncertainty created by international 
tensions and threats of military actions 
tends to support commodity prices, espe-
cially grains. The threat of an outbreak 
of military hostilities between major 
world powers could so escalate the de-
mand for food and fiber commodities 
that prices would really soar. 
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