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anners and consumers of firuit
cand vegetables in the 1980's may

soon feel a bit like an overripe
tomato squeezed from all sides,
especially by inflation. The only
differemce is that the tomato may end
up in a good spaghetti sauce.

inflation is, howewer, oniy one of

the pressures affecting the camned
goods industry at the begjinning of
the 1980°s, acomrding to a recent study
sponsared by Touche Ross & Co,
Energy shomages and gowermment
regulations are also cawsing changes
in competition and the structure of
the camning industry-othanges that
will make the grocery shelf in 1990
look quite different than now.

The awthors of the studly, Dr. Ray
Goldberg of Harvard Business School
and Leonard Wiken of Agrilbusiness
Associates, have spotted trends that
will be visible at times to the con-
sum@r=and certainly to the econo:
mist. it is the growers and processors
who will be the most affected.

in the next decade, the study
suggests, eansumers will change their
food-buying habits in order to coax
more purchasimg power from their
budgets. As this changing demand
impacts supplies, the variety of sizes,
shapes, labels, and products will
probabty diminish.

Thus, the grocery shopper in 1990
could see fewer brands to dhoose
from, and those brands may very well
belong to the supermarket chain
rather than to a maliional-brand
processor. The shelves could aliso
display more staple products and
fewer high-convenimmze, [premium-
priced items. Such a difference in
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price may often send the shopper
from the camned-goods aisles to the
produce section. And in general, the
consumer will eat at home more
while dining out less than he did
in the 1970's.

Wihat forces are cawsing these
changes? Some of the trends more
obvious to the economist will be less

visible to the consumer. Food prices
will outpace general inflation. Per
capita food consumption will
continue its recent siow growth.
Food purchases as a percent.of
disposable income will, after many
years of decline, become constant,
And eanned food products will ne
longer be considered relatively
inexpensinve.

Outileok for Food Processors

For the food processors, the @utlook
appears distressimg. Faced with rising
costs and slow growth in demand,
they will become fewer in mumber
and more diversified. But more
imponiamily, they will not have the
fimances necessary to make invest-
ments that improve productivity,

A fundamental trend is behind i¢his
forecast: camners continue to lose
their competitive position in a
basically mature industry. Using
tomato camners as an example, since
1974 their share of the retail price of a
can of tomatoes has shrunk from 65
percent to 58 percent. Wihemn the re-
tail price rose 47 percent Ipetween
1974 and 1979, the canner’s jprice
went up only 31 percent, while the
wholesaler’s rose by 131 percent.

If anything, this trend has iintemsi-
fied recenty. Between 1977 and 1979,
while the price to the consumer went
up 18 percent, the wholkesaler's and
retailer's spread went up 147 percent
and 53 percent, respectivelly. But the
camner's price remained the same,

Ehiiolitl shows how the price of a
can of lomatoes is apportioned as
the product moves from the fields to
the grocery shelf,




Inflation, Energy, and Regulation

The eamners are receivimg=andl, if
current trends continue, will
continue to receive—an increasingly
smaller portion of the retail price
because of unfavorable factors origi-
nating outsidle the factory gates:
inflation, soaring energy costs, and
increased governmenit regulation.

m [nflation mot only has the wswal
effect of increasing cost pressures
and raising prices, but another one as
well. In a seasonal processing
industy, inventory is aoguired once
per year—dt the end of the padking
season. Financing that inventory is
impacted in two ways by inflation:
first, the higher cost praduct raises
the doilar value of the inventory;
second, inflation-imtucedf higher
interest rates increase the rate
charged to fimamce imventory.

m n aditition, energy costs have
increased the cost of transporting the
finished goods from the production
fadility to the point of heaviest
consumptiom, a distance which
increased during the 1966's and 70°%.
Wihiile fruit and vegetable camning iis
increasingly concentrated in
California, where 87 percent of the
tomatoees are processed, most of the
consumimg populatiom (65 percent) is
located in the northeasterm United
States. Dramatically higher fuel costs
thus make the tramsportation compo-
nent highly visiblie. Higher prices @liso
have increased packaging costs, since
a metal can requires relatively more
energy to produce than glass, retort
pouches, or paper packages. Among
other thimgs, this can make fresh
and frozen produce prices more
aktractive.

B Finally, gowenmment resgydetiom
€an upset the competitive balance
among camners. The cost of
complying with government regula-
tion cannot be easily absorbed in the
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Retail Prices and Marketing Spreads Exhibit 1
Callifornia Whole Canned Tomatoes, 1977-79
Crmnift—SBaza) Percent
Increase
37.38¢ 4385 18%
618C Retailer 104S 53%
Wholesaler
Transportation kW (] 147%
43¢ 26%
254¢ Processor 255 0%
1977 1979
Projected Structure of Commodity System Exhibit 2

for Processing Tomatoes, 1990 vs. 1979

% of Final Consumption

1979 est,

Farm Production 12.5%
Assembly and Dalivery 24
Cost as Delivered

to Processing Plant 14.9%
Packaging 17.1
Other Purchased Materiais 11.0
*  Gross Value Added* 16.7
Processor Sales 59.7%
Transportation 9.4%
Wholesaler 8.1
Retailer 228

Final Consumption

Source. Estimated by Agribusiness Associates, 1980.

1990 proj.
8.9%
2.2

111%

17.7
12.4
8.7

50.0%

12.8%
9.7
27,5

100.0%
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overhead of a smali- or mediium-
sized busimess! In another example,
camners who are located in air quality
maintenance areas can find that
restrictions on emisstons can limit
how they utilize certain f@gliities,

The Next Ten Years

If this trend continues, the cammer's
portiam of the retail price may stirink
from 60 percent to 50 percent by
1990, according to Professor Goldberg
and Mir. Wilksom. The grower’s share,
too, will diminish. but nearly all the
“downstream” handlers—the trams-
portation companies, the whole-
salers, and the retailers—will get
inereased shares. As shown in Exhibit
2, the transpertatiom pertionm would
inerease from 9.4 pereent te slimest
13 pereent., the whelksalers pertien
te almest 10 pereent, and the retail:
er's frem 22.8 pereent te 27.5 pereent:

Increased Competition

The existemce and future threat of
reduced margins have created mew
compelitive pressures. No longer can
aprocessor count on success by
being the lowest-cost producer in the
industmy. And the competition is both
horizomtal and vertical. It comes from
other processors as well as firom
growers, wholksalers, and retailers.
Horizwomedlly, camners are fiighting
for a market share not only with
other camners but with fresh and
frozen foad processors as well. Excess
processimg capacity, built during a
period of sharply increasing demand,
has heightened competition ammong
camners themselves and prevented
them frem passing through increased
€asts. Mo, eanned goeds are
lesing tReir relative priee agvantage
iR tRe graeery stere to fresh produee
§Ad frezen preduets. As & resdlt of
this iRereased eompetitiah, 8Re €an
EXPBCt {8 $86 & [FERE By EARREIS (8
BECOME part 8t coRElameates 8r {8
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diversify their operations. Both strate-
gies will be designed to reduce
dependence on camning ojperaiions
Vertically, camners lace cowmpetiition
from both growers and downstream

"As an industry, we have
been in a very low mar-
gin business. We have
learned to operate by
our wits, and the fact
that we are still in busi-
ness is, |1 think, @ success
story. We have done a
good job in controlling
costs in the controllable
areas. It is in the non-
controllable areas that
we need help.”

BOB GIBSON
president
California Canners
and Growers

"We are Don Quixotes,
as far as I'm concemed,
to say that we're going
to shed [govemnment]
bureaucracy.,”

BILL ALLEWELT
president
Tri/Valley Growers

“

distributors. Growers find that the
production of fruit and vegetables for
processing provides the most attrac-
tive use of their land, and conse-
guently they are interested in #ssur-
ing a market for their products. As a
result, they are forming cooperatives
and purchasing processimg fiadlities.

At the other end of the commodity
system, retailers and whaolkesalers are
tryimg to increase their share of the
retail market with llower-priced
generic and private-label producks.
As consumers cope with inflation by
trying to buy more with the shrinking
dollar, they will turn to these less
expensive private labels, and pro-
eessars will find it harder to earm a
premiurn for their estalblished labels.

From the processor's positiom in
the middile of the production cycle,
their operations will be increasingly
separated inta two stages. The fiirst-
stage processing will occur near the
fanming centers—and may increas-
ingly be operated by grower coops.
The semi-fimished product can then
be transperted more cheaply IR ulk
farm o the find! produet eomversion
stages lecated near signifieant
€9RSUMPLion eenters, SUER as the
Aeriteast. There, athers will finish,
pack, and |abe| the preduet.

Future Industry Direction

At a time when canners are
experiencing these intensive compet-
itive pressures, revenue increases will
generally be the resuit of higher
prices rather than of areal growth in
consumptiom. These compettitive
pressures have thus reduced the
economic vitality of the camming
industrny, and will continue to do so
unless underlying trends are reversed.
Tihe challenge to the cemming
companies is going to be to under-
stand the dynamics of the
consumer’s needs in an inflationary
environmemt. Those needs are, essen-
tially, that products be consistent in
guality, versatile, and yet rezsonalbly
priced. Success will come only to
those that can integrate those fac-
tors external to the industry-sauch as
inflation, energy costs, growemment
regulation—with their own pplamming
efforts to meet consumer needs.
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