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Marketing
Costs for Food
Rose Slightly
In 1996

on food in 1996 (excluding

U imports and seafood), $17 billion

more than in 1995. For every dollar spe
23 cents covered the farm value of food
purchases, and the rest was marketing
costs. Food marketing costs—as measu
by USDA's marketing bill—includes
expenses associated with processing,
wholesaling, distributing, and retailing of
foods produced by U.S. farmers. It is thg
difference between the value farmers
receive for food commodities and the
amount consumers spend on food both
home and away from home.

.S. consumers spent $547 billion

A sharp 8-percent increase in farm
value—reflecting higher prices for pork,
eggs, dairy products, and cereal—
accounted for a larger-than-usual portio
of the increase in consumer food costs.
However, with moderate inflation and

sluggish growth in consumer food expen-

ditures—about 3 percent—food manufa
turers, wholesalers, and retailers absorh

much of the sharp increase in farm prices

substantially slowing the rise in marketir
costs in 1996.

The marketing bill rose only about 2 per
cent to $424 billion in 1996, following a
nearly 4-percent increase in 1995. The
rise in food marketing costs in 1996 was
lower than the overall 2.9-percent rate g
inflation, and substantially below the
average annual increase of about 4.5
percent during the last decade.

Labor Costs
Have Increased Steadily

Labor costs (wages and salaries, and
employee benefits such as group health
insurance) comprise 38 percent of total
consumer food expenditures, and make
the largest component of the marketing
bill. Labor costs grew about 5 percent tg
more than $206 billion in 1996, but at a
marginally slower pace than the annual
average rise during the last 10 years. T
slower growth was the result of relatively
sluggish sales which dampened deman
for additional employees.

In 1996, 13.5 million people were
employed in the food industry sector
beyond the farm. Food industry employ-
ment increased almost 1.5 percent in
1996, a smaller rate of increase than thg
nearly 3-percent rise recorded in 1995.
Food-service establishments employed
single largest share at 56 percent. Abou
25 percent of the food-sector work force
Ntwas employed by food stores, 12 perce
by food manufacturing firms, and 7 per-

- Employment in the food manufacturing
sector dropped by about 1.5 percent,
reflecting higher labor productivity and

5 increased use of labor-saving technology,

f which continued to dampen hiring rates.
For the other three sectors, employment
increased, but at a smaller rate than in
1995.

Hourly earnings of food manufacturing
and food store employees rose almost 3
percent in 1996, similar to 1995. The rela-
tively stable earnings in these two sectors
partially reflect provisions of union con-
tracts negotiated over the last few years.

URverage hourly earnings of wholesaling
employees rose over 2 percent, compared
with 2.5 percent in 1995. The average
hourly wage for employees in the food-
service sector, one of the highest contribu-

'&ors to U.S. job growth in 1996, advanced
about 3.5 percent, compared with 2 per-

d cent in 1995. This higher rate of growth
reflects brisk sales in the away-from-
home market over the last decade, when
sales increased an average of 5 percent
per year.

Wage supplements, about 20 percent of
2 total labor costs, increased because of
rising health insurance premiums and
theension costs. The rising cost of medical
t care pushed up health insurance costs.
However, the 3.5-percent increase in the
tConsumer Price Index for medical ser-
vices in 1996 was considerably smaller

cent by wholesalers.
red

than the 6.5-percent average annual

What Does the Consumer's Food Dollar Pay For?
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increase wer the last 10 gais, and helped
mitigate 1996 l&or cost inceases.
Similarly, the Emplgment Cost Inde for
private industy beneits rose almost 2
percent in 1996maikedly smaller than
the nedly 6-percent annal aerage lise

of the last decade

Packaging Costs Dop

Padaging costsneaty 9 pecent of bod
expenditues and the second-{gst corm
ponent of méteting costsdropped 2
percent to nedy $47 billion, restaining
aggregate food maketing costs in 1996.
The pice of pgerboad, which accounts
for about 40 perent of bod industy
padkaging costsplummeted wer 7
percent in 1996following a ecod 16-
percent ise the pevious year In 1995,
the pger industy had &peiienced the
most |pid price inclease in its histgr as
the industy was unale to adl cepacity
fast enough to meet demarhd 1996,
paperboad piices dopped after cus
tomes sut as thedod industy
restodked inventoiies.

Meanwhile, the pice of metal cans
dropped 10 pexent in the &ce of &cess
beverage can cpacity as demand in-
creased dr competing plastic contairger
Despite this incrased demanglastic
container pices dopped @er 1 pecent as
produces were undle to raise pices in
the face of pice reductions ér competing
padkaging products.

Enegy costs,compising 3.5 pecent of
food expenditues,rose nedy 4 pecent
last year despite a 2-peent dop in the
price of electicity. Higher enagy costs
were lagely the esult of a 4-perent ise

in the pice of ndural gas and in@ased
volume of maketing sevices. Electicity
accountsdr 55 pecent of the engy
costs incured in bod mamifactuing,

with naural gas accountingdr the
remaining 45 peent. Electicity accounts
for 85 pecent of enagy consumed Y
pubic eding places and nelgrall of the
enepgy used in 6od stoes.

Transpotation costs ose 2.5 parent,
about the same as in 1995 a esult of
higher tucking rates which dimbed by
more than 2 perent. Raiload etes were
only slightly lower.

Advertising expenditues hae risen & a
slightly faster ate than ggregate maket-
ing costs dung the last éw yeass.
Advertising expenseswhich account ér
about 4 pecent of bod penditues,rose
4 pecent to nedy $21 billion in 1996,
slightly faster than in 1995.he food
industry uses a mixtug of pint and
broadcast media to pmote their pod-
ucts. Food mamifactuing accountsdr
about 55 perent of total ®od industy
advettising expenditues,with food ser
vice adling another 25 peent,and bod
retailing contibuting 14 pecent to the
total.

Business taas accountdr 3.5 cents of
theAmerican food dollar They include
propety, stae, unemplyment,insurance
and Social Secity taxes,but exclude
Fedearl income tags. Business ta@s nse
by more than 3.5 p&ent to $20 billion in
1996. Inteest penditues,which
accounteddr only 2 pecent of total con
sumer &penditues,increased nedy 3.5
percent in 1996.

Depreciaion, rent,and epairs tagether
totaled $48 billion in 1996ccounting ér
almost 8.5 perent of the consumeodd
dollar. The food-sevice sector incued
the highest peentaye of these costst
41 pecent of the totalas bod-sevice
estdlishments paid higher ppety rent
than the otherdod sectas. Food stoes
made up 27 peent,while processing and
wholesaling irms tagether accountedf
the lemaining 32 peent.

Food industy profits grew over 5 pecent
in 1996,consideably less than the 9-per
cent paceecoded in 1995. Retailobd
stores accountedof most of last gars
profit gain by attracting customerto less
expensve geneic brands and déring
nonfood sevices sub as videoentals.
However, profits were modeated in 1996
by a vaiiety of conditions in the other
food industy sectos. For example food
processcs were constained fom raising
prices much because of consumerefer-
ence br geneic brands,and were futther
squeeed by higher fm prices. Mean-
while, competition amongestauants,
patticulady fast-fbod outletshas
restained pofits among 6éod-sevice
estdlishments.

Food maketing costs tend tceflect
aggregate inflationary trends. Curent po-
jections sugest tha modeete inflation
will continue Therefore, maiketing costs
will probably contirue to incease ta rel-
atively slow pace into 1998.

Howard Elitzak (202) 219-1254
helitzak@econggov
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Marketing processed food around the globe

Two-thirds of all international trade in the food and agricultural sector is in processed foods.
Exports and imports are a large part of the picture, but U.S. processed food firms reach overseas
markets mainly through their affiliates abroad. Strategies for penetrating global markets, and the

array of public policies that influence global commerce in processed foods,
are examined in a fact-filled report.

Globalization of the Processed Foods Market

An Economic Research Service Report
To order a copy, call 1-800-999-6779

Also available on the ERS Home Page
Direct access to the Acrobat PDF file at http://www.econ.ag.gov/epubs/pdf/aer742/

For more information on ERS publications, databases, and other products, visit the
ERS Home Page at http://www.econ.ag.gov/




