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Hog Production and M arketilgj |

J. H. Armstrong and R. E. Schneidau
Agricultural Economics Department

Pressures to increase volume in the hog
enterprise and improve both production and
marketing have resulted in new organization-
al and institutional arrangements among pro-
ducers, processors and suppliers. These
arrangements vary from informal agreements
to cooperate in production and marketing to
formal contracts guaranteeing final product
prices.

The use of contracts in-animal agricul-
ture is not new. However, the recent trend
toward increased volume through speciliza-
tion and application of modern technology has
necessitated the coordination of the various
aspects of production and marketing activi-
ties. These activities may be classified as
follows:

Primary Activities

1. Producing breeding stock
2. Feeder pig production
3. Slaughter hog production
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Pricing arrangements
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Sorting and grading
Marketing information
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7 of one or more of the following:

Contracts may be used to coordinate any
or all of these activities, services or inputs
in the production and marketing of hogs. ‘The
list of potential coordinators at this time in-
cludes producers and producer groups, and

agencies most closely associated with the

farm and its raw products, such as proces-

rently few examples of complete

€, uction
to retail coordination exist. @ ~
Possible Reasons for Coor {nﬁﬁon

//

The major motlv/e‘fo ordlnatlon (con-
tractual or informa ﬁ%%reased profit.
This may be obtai e%%‘o gh either increased
production and %EE g efficiency or in-

creased bargam power Lower costs in
production and marketmg may be obtained by
1mprov?i & /plon practices, such as bet-
ter breéd 1n;\stock improved feeding and
health R}égrﬂ/ms, simplification of the mar-
tmg}mocess and reduction in risks from
ly v riable and uncertain suppliers. Im-
argaining may come about as a result
improved
p yroduct quality and uniformity, increased
~volume, time of marketing, or providing

:sors, buying agencies and supplid&gur—

pro:

x additional services.
Hedging (risk bearing) Vs \\

Illustratlons of Coordination

Perhaps the most comprehensive coordi-
nated hog production and marketing arrange-
ment presently existing begins with assistance
in the acquisition of breeding stock and pro-
duction of feeder pigs. The pigs are then
marketed by the coordinator and placed with
cooperating slaughter hog producers (finishers).
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All supplemental feed not produced by the
finisher must be purchased from the coordi-
nator and specified quality and health stand= . °
ards must be maintained. The cooperator

also agrees to market through the coordina-
tor at specified weights and to pay standard
marketing charges. The major aspects of

this system are bound by written contracts.
Some services, however, are provided by
informal agreement,

A less comprehensive contract involves
the approval of credit for feed to feed out a
given lot of hogs. A maturity date is speci-
fied along with the kind, amount, and price
of feed. Essentially this extends credit to
the hog producer and lets him know what
feed costs will be and assures the contractor
the proceeds from the sale of hogs will be
used to settle the feed amount.

Another type of contractarrangement is
where a processor guarantees a price related
to the futures market. The producer agrees
to deliver an approximate number and quality
of hogs during a specified week. The pro-
ducer is assured of a guaranteed price under
this arrangement. Several coordinated sys-
tems are based on this principal.

Other coordinated systems involve the
producer furnishing facilities, equipment,
and labor with the contractor furnishing fee

. 7
er pigs and feed. ((

| | N\
Another feeder pig finishing contr %k/
vides a feeder pig owner the opport 1t3x
having them finished at a fixed cost /er\pl

for housing and care, plus the ¢ost of feed
and other variable costs. He recei s any
proceeds above these costs when the slaughter
weight hogs are marke stands any
losses that may occur.

Some coordinated angements call for
providing breeding stock.” This may involve
furnising only boars or providing both boars
and gilts in the breeding program.

In all these various arrangements some
management or decision making function,
normally done by the farmer, ‘is transferred
to the coordinator. This is the real essence
of coordination, it is the extension of all or
part of the management decision making proc-
ess by the coordinator and is usually in trade
for a reduction in price and risk. This sim-
ply means certain management functions, ‘such
as selection and buying of breeding stock,
what feeding practices to follow, or where
and when to market, may be transferred to
the coordinator. Such a situation may be de-
sirable to some producers as it may free him
to specialize in the tasks remaining. "

In summary, it should be re
that coordination in the hog try is still

indus
in its infancy. It should a,lﬁo\%cognize‘d'
that coordination does not "@1/ ays lead to in-

creased pricing efﬁcie%ff/emarketing :
thi

process. Example:s//’” h ay be found in
various formulas 61 %ds for deriving
feeder pigs pricé%ces received may or
may not reflect the current market prices as
they might be de rmined through other meth-

ods of mark tinﬁ‘h.
| &:ii\e\\\’/
Tl’\i{e are at present many different ap-

oache »Ee// coordination being tried, and it
still uncertain as to the direction and pat-
ich coordination will take in the fu-
Coordination is now being done in all

£

~

ture.

«f the following ways: informal, formal con-
“tractual and partial and complete ownership

arrangements. Furthermore, it is also un-
certain as to who will be the primary coordi-
nators. These may include producers, proc-
essors, marketing agencies, cooperatives

or other related industries.

Though the extent of coordination is pres-
ently limited, the apparent advantages would
seem to leave little doubt that more farmers
will continue to find it desirable to coordi-
nate at least some of the activities from the
breeding and production of feeder pigs to the
marketing of slaughter hogs.
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